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FOREWORD BY CHAIRMAN OF MASB STANDING 
COMMITTEE ON ISLAMIC FINANCIAL REPORTING 
 
In the recent years, Bank Negara Malaysia (BNM) has issued a number 
of Shariah contract-based regulatory policies which were intended to 
promote consistency of Shariah contract application in Islamic financial 
products and services. These policy documents (PDs) prescribed 
Shariah parameters and operational requirements which should be 
applied and consequently may have an impact to the way Islamic 
finance transactions are being structured, executed and reported.   
 
In this regard, the MASB Standing Committee on Islamic Financial 
Reporting (Standing Committee) has taken the agenda on board to 
review the PDs.  In doing so, a special Working Group, chaired by 
Dato’ Mohamed Rafique Merican was formed to lead the review of the 
PDs with the objective of understanding the impact of the PDs on 
financial reporting as well as identify any potential financial reporting 
challenges. This review is also timely in view of the fact that three 
major Standards, namely MFRS 9 Financial Instruments, MFRS 15 
Revenue from Contracts with Customers and MFRS 16 Leases would 
be mandatorily effective in 2018 and 2019. The review also 
considered how these recently issued Standards would interact with 
the requirements stipulated in the PDs.  
 
The main objective of the Report therefore is to highlight key areas 
and thought process that one ought to consider in accounting for the 
contracts. The Working Group acknowledged that financial reporting 
standards are principle and not rule-based and hence judgement 
plays an important role. In addition, Islamic financing arrangements 
more often than not involve linked transactions. This means the 
assessment would need to take into consideration the substance of 
the arrangement as well as its contractual form.  
 
I am very pleased to present this Report which is a compilation of 
some of the accounting considerations for the policy documents 
which have been considered by the Working Group.  
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This Report is made possible by the invaluable contribution of the 
Working Group under the leadership of Dato’ Rafique and backed 
by team leaders from EY, KPMG and PwC. I am also grateful to 
Bank Negara Malaysia, Securities Commission and industry players 
for the generous sharing of knowledge, commitment of time and 
effort in making this review possible. 
 
Lastly, I hope this Report will serve as a useful guide to a better 
understanding of financial reporting applicable to Shariah contract-
based transactions.  
 
Thank you. 
 

 
 
Dato’ Mohammad Faiz Azmi 
Chairman 
MASB Standing Committee on Islamic Financial Reporting  



Review of BNM Shariah Policy Documents from a Financial 

Reporting Perspective 

 

8 
 

FOREWORD BY CHAIRMAN OF MASB WORKING GROUP 
ON THE REVIEW OF BNM POLICY DOCUMENTS FROM A 
FINANCIAL REPORTING PERSPECTIVE 
 
It has been a privilege to chair the Working Group (WG) and work with 
a team of dedicated professionals who have demonstrated their 
strong commitment and effort to effectively review the policy 
documents.  Our WG was tasked to review the application of 
Malaysian Financial Reporting Standards (MFRS) to the Bank Negara 
Malaysia Shariah policy documents (PDs).  
 
Our review has been in-depth, taking into account that both clarity and 
integrity in financial reporting are part of the fundamental commitment 
to excellent and consistent accounting and reporting of Islamic 
financial transactions.  
 
The WG acknowledged the Shariah requirement that contracts must 
be entered independently of one another in the case of an 
arrangement that involves multiple contracts. 
 
Two key drivers were noted by the WG in determining the appropriate 
accounting treatment of a transaction, namely whether contracts are 
assessed as one (combined) or individually (separated), and the 
nature of the returns, i.e. whether the returns represent compensation 
for credit risk or any other element. 
 
Based on the review, the WG is not aware of any insurmountable 
issues in applying MFRS to Islamic finance transactions as guided by 
the PDs. 
 
The WG had reviewed 12 Shariah PDs, issued by BNM as at 5 June 
2017 and the Report is prepared based on information included in the 
12 PDs. In future, there may be new products or transactions and new 
PDs which may not be captured in this Report. 
 
I am pleased of the outcome of this Report and would like to thank the 
staff of MASB and the Malaysian Institute of Accountants, Group 
Leaders from EY, PwC and KPMG, Shariah scholars, and 
representatives from Islamic Financial Institutions for all their 
contribution which has been vital to the review undertaken by the WG. 
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To the authorities – Bank Negara Malaysia and the Securities 
Commission, our sincere gratitude and appreciation for the help and 
support extended to us. 
 
Thank you. 

 
Dato’ Mohamed Rafique Merican 
Chairman 
Working Group on the Review of  
BNM Shariah Policy Documents from a  
Financial Reporting Perspective  
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INTRODUCTION 
 
1. The MASB has established a Standing Committee on Islamic 

Financial Reporting (the Standing Committee). The Standing 
Committee is responsible to provide recommendations to the 
MASB on the applicability of Malaysian Financial Reporting 
Standards (MFRS) to Islamic finance transactions.  

 
2. In response to the issuance of Shariah policy documents by 

Bank Negara Malaysia (BNM), the Standing Committee 
acknowledged that it is important to identify any financial 
reporting issues which may arise from application of the said 
policy documents (PDs). For this purpose, the MASB through 
its Standing Committee has established a Working Group 
(WG) that is specifically tasked to review the application of 
MFRS1 on the PDs.  

 
3. The WG acknowledged the Shariah requirement that 

contracts must be entered independently of one another in 
the case of an arrangement that involves multiple contracts. 
For instance, ijarah and bai’ contracts in an ijarah muntahia 
bittamleek arrangement must be entered separately and in a 
proper sequence.  

 
4. From a financial reporting perspective, faithful representation 

provides information about the substance of economic 
phenomenon rather than its legal form. For instance, 
paragraph 10 of MFRS 1082 states: 

 
“In the absence of a MFRS that specifically applies to a 
transaction, other event or condition, management shall use 

                                                      
1  The review does not consider Malaysian Private Entities Reporting 

Standards (MPERS) as the policy documents are applicable to financial 
institutions, i.e. Islamic financial institutions and takaful operators. These 
institutions are not private entities as defined by Section 2 of the 
Companies Act 2016. Consequently, these entities must apply MFRS. 

 
2   MFRS 108 Accounting Policies, Changes in Accounting Estimates and 

Errors. 
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its judgement in developing and applying an accounting policy 
that results in information that is:  

(a) relevant to the economic decision-making needs of 
users; and 

(b) reliable, in that the financial statements:  

(i) represent faithfully the financial position, financial 
performance and cash flows of the entity:  

(ii) reflect the economic substance of transactions, 
other events and conditions, and not merely the 
legal form…” 

 
5. Recognising transactions based on its economic substance 

will enhance comparability with other economically similar 
transactions. In addition, substance over form is in line with 
the fiqh maxims which state: “matters are determined 
according to intention” and “In contracts, effect is given to 
intention and meaning and neither words nor forms”3. 

  
6. Generally, the WG noted two key drivers in determining the 

appropriate accounting treatment of a transaction. Firstly, on 
the level of aggregation i.e. whether contracts are assessed 
as one (combined) or individually (separated). This driver will 
determine whether: 

(a) to record multiple contracts independently (as several 
transactions) according to each contract; or 

(b) to record the multiple contracts as one transaction 
(linked transactions); 

according to the relevant MFRS. 
 

7. The second driver is the nature of the returns, i.e. does the 
return represent compensation for credit risk or any other 
elements. This driver will determine whether a contract is 
measured at amortised cost or fair value. Additionally, the 
level of returns also provides an indication of the extent of 
risks and rewards borne by Islamic financial institutions (IFI). 

                                                      
3   BNM Shariah Advisory Council Resolutions, 2nd Edition. 
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8. In the discourse on measurement of financial instruments at 
amortised cost, references are made to MFRS 9 Financial 
Instruments. There are two tests for a financial asset to be 
measured at amortised cost, i.e. business model test and 
solely payment of principal and interest (SPPI) test. In this 
regard, ‘interest’ in the context of SPPI refers to a defined 
term in MFRS 9 whereby paragraph 4.1.3 (b) of MFRS 9 
defines interest as “… consideration for the time value of 
money, for the credit risk associated with the principal amount 
outstanding during a particular period of time and for other 
basic lending risks and costs, as well as profit margin.” The 
term ‘interest’ is also mentioned in other parts of the Report, 
for instance ‘accrued interest’. In these instances, the term 
‘interest’ is reproduced as verbatim from the MFRS Standards 
and it should remain as such to avoid misinterpretation of the 
MFRS Standards.  
 

9. It is important to note that the Report includes only some of 
the accounting considerations related to the PDs. The Report 
is prepared based on information included in the 12 PDs as 
issued by BNM. In future, there may be new products or 
transactions which are not captured in this Report.  

 
10. Therefore, whilst care and due process have been 

undertaken to produce this Report, the eventual MFRS 
accounting treatment for a particular Shariah compliant 
product will be determined based on the contractual terms as 
stipulated in the documents which govern the products. The 
application of MFRS also involves judgment which needs to 
be applied to each Shariah compliant product on a case to 
case basis. Based on the review, the WG is not aware of any 
insurmountable issues in applying MFRS to Islamic finance 
transactions as guided by the PDs. 
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EXECUTIVE SUMMARY 
 

11. The WG has reviewed 12 Shariah PDs, issued by BNM as at 
5 June 2017. Table 1 lists the PDs reviewed, categorised into 
five groups, as per BNM’s guideline on Financial Reporting 
for Islamic Banking Institutions4. 

 

Table 1: Policy documents issued by BNM as at 5 June 2017  
 

No. Shariah policy 
document 

Issuance date Effective date 

Equity-based contracts 

1 Mudarabah 20 April 2015 1 June 2016 

2 Musyarakah 20 April 2015 1 June 2016 

Sale-based contracts 

3 Murabahah 23 December 
2013 

1 January 2014 

4 Tawarruq 17 November 
2015 

1 July 2016 

Construction-based contract 

5 Istisna' 23 December 
2015 

1 July 2016 

Lease-based contract 

6 Ijarah 19 August 2016 1 August 2018 

Loan contract  

7 Qard 3 August 2016 31 July 2018 

Others 

8 Wakalah 24 June 2016 1 July 2018 

9 Kafalah 2 August 2016 1 January 2018 

10 Hibah 3 August 2016 31 July 2018 

11 Wadiah 3 August 2016 31 July 2018 

12 Wa’d 2 February 2017 1 January 2019 

                                                      
4  Appendix 3 Guidance on classification of Shariah contracts, BNM’s 

Financial Reporting for Islamic Banking Institutions, 5 February 2016. 
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12. Of the 12 PDs, the review noted only several contracts which 
are commonly used by the Islamic financial institutions. Below 
is the composition of financing by concepts/Shariah contracts 
amounting to RM488 billion as at January 20185: 
 

 
13. In general, financial reporting considerations can be 

summarised as follows: 

(a) Identification of the applicable MFRS. Amongst others, 
this includes the following key considerations:  

(i) faithful representation of economic substance 
versus legal form; and  

(ii) elements of control and nature of returns 
associated with the contracts.  

                                                      
5   Source: Table 1.18.2 Islamic Banking System: Financing by Concept, 

BNM Monthly Statistical Bulletin.  
http://www.bnm.gov.my/index.php?ch=en_publication&pg=en_msb&ac
=254&lang=en&uc=2 

 

Murabahah 
(including 
Tawarruq)

40%

Ijarah
17%

Bai' 
Bithamin 

Ajil
13%

Musyarakah

10%

Others 
20%

Mudarabah and 
Istisna'

0%

Financing by concepts as at January 2018

http://www.bnm.gov.my/index.php?ch=en_publication&pg=en_msb&ac=254&lang=en&uc=2
http://www.bnm.gov.my/index.php?ch=en_publication&pg=en_msb&ac=254&lang=en&uc=2
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(b) Measurement of the contracts. The review noted that it 
is critical for an IFI to assess the components of cash 
flows to determine the appropriate classification and 
measurement of the contracts.  

 

Key findings from the review are summarised below.  
 

Equity-based contracts: Mudarabah and Musyarakah 
 
14. The review noted that equity-based contracts are less 

commonly used for financing but are currently applied for 
investment account (IA). In the case of an IA, the relevant 
accounting consideration depends on whether the IFI is acting 
as a rabbul mal (capital provider) or a mudarib (entrepreneur), 
as follows: 

(a) If the IFI acts as a mudarib – it needs to assess whether 
the capital received should be treated as liability or an 
off-balance sheet item. If the capital is invested in 
existing financial assets of the IFI, consideration needs 
to be given whether the invested asset qualifies for 
derecognition under MFRS 9. 

(b) If the IFI acts as a rabbul mal - it needs to assess the 
requirement of MFRS 9 on the classification of financial 
asset (i.e. at fair value or amortised cost) for the capital 
invested under a mudarabah contract. Additionally, the 
IFI also needs to consider whether such an investment 
represents an investment in subsidiary under MFRS 10 
Consolidated Financial Statements or investment in 
associates or joint ventures under MFRS 128 
Investments in Associates and Joint Ventures.  
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Sale-based contracts: Murabahah and Tawarruq 
 

15. For sale-based contracts, the IFI needs to consider whether the 
contracts fall within the scope of MFRS 156. MFRS 15 applies 
to ‘a contract with a customer’ whereby a customer is defined 
as a party that has contracted with an entity to obtain goods or 
services that are an output of the entity’s ordinary activities.  

 

16. Alternatively, the contracts may be recorded as financial 
assets within the scope of MFRS 97.   

 

Construction-based contract: Istisna` 
 

17. The review noted that istisna` is not prevalent in Malaysia. 
Istisna` may fall under MFRS 111 Construction Contracts8 if 
the IFI assumes construction risk of the asset under 
development. The review also noted that IFI would normally 
take part in a parallel istisna` contract or takaful contract to 
manage the construction risk. In this case, the contract may 
be reported as a financial asset under MFRS 9. 

 

Lease-based contract: Ijarah 
 

18. The Ijarah PD distinguishes between primary ijarah and ijarah 
financing. At the time the Report is written, application of 
primary ijarah is limited and ijarah financing is broadly used 
for hire purchase financing. Ijarah financing is accounted for 
in accordance to MFRS 16 Leases if the ijarah meets the 
definition of a lease and the IFI is exposed to not only credit 

risk but also the residual asset risk. Alternatively, if the IFI is 
merely a financier, the contract is likely to be accounted for 
under MFRS 9.  

                                                      
6   MFRS 15 Revenue from Contracts with Customers as issued by the 

MASB on 2 September 2014. 

 
7   MFRS 9 Financial Instruments as issued by the MASB on 17 November 

2014. 
 
8   MFRS 111 Construction Contracts is superseded by MFRS 15 Revenue 

from Contracts with Customers for annual periods beginning on or after  
1 January 2018.  
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Loan contract: Qard 
 

19. Qard can be applied in financing as well as deposit taking. For 
financial reporting purpose, BNM specifies that qard must not 
have any element of time value of money9; hence it needs to 
be measured at cost. In contrast, MFRS 9 measures financial 
asset and financial liabilities either at amortised cost10 or fair 
value. The review noted that for short term deposits, cost 
could be used as a proxy for amortised cost since the effect 
of time value of money may be immaterial. 
 

Other contracts: Wakalah, Kafalah, Hibah, Wadiah and 
Wa`d 
  

20. Among these contracts, the review noted that wakalah and 
wa`d are normally used as supplementary contracts in Islamic 
banking products. Consequently, the accounting treatment for 
these contracts would usually depend on the accounting for 
the main contracts as these contracts are unlikely to be used 
independently.  

 
21. Wakalah is widely used in the takaful industry as the main 

underlying contract whereby the takaful operator acts as an 
agent on behalf of the takaful participants, for a fee. The 
wakalah fee is part of the takaful contract in which case, it is 
accounted for under MFRS 4 Insurance Contracts. In addition 
to the Wakalah PD, there is another BNM guideline that 
governs operational requirements of takaful, i.e. Guidelines 

                                                      
9  Paragraph 8.3 of the BNM’s Financial Reporting for Islamic Banking 

Institutions dated 5 February 2016 states: “The application of time value 
of money is permissible only for exchange contracts that involve deferred 
payment and is strictly prohibited in loan transactions (qard).”  

 
10  Amortised cost is defined in MFRS 9 as follows: “The amount at which 

the financial asset or financial liability is measured at initial recognition 
minus the principal repayments, plus or minus the cumulative 
amortization using the effective interest method of any difference 
between that initial amount and the maturity amount and, for financial 
assets, adjusted for any loss allowance.” 
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on Takaful Operational Framework, dated 26 June 2013 
which is not covered in this review. 

 
22. Kafalah is a form of guarantee and the PD prescribes that the 

kafalah only applies to a financial guarantee contract. The 
review analyses the accounting consideration from the 
perspective of the IFI as issuer. In this case, the financial 
guarantee contract will be accounted for under MFRS 9. 

 
23. In theory, hibah is a benevolent contract for the unilateral 

transfer of ownership of an asset, or in short it represents a 
gift from a donor to a recipient without any consideration. In 
practice, hibah is commonly used to compensate depositors 
with returns or for other purpose as permitted by the Shariah. 
When hibah is used to pay returns to depositors, the IFI needs 
to assess whether hibah meets the definition of liability in 
accordance with MFRS 132 Financial Instruments: 
Presentation.  

 
24. The Wadiah PD solely prescribes the operational 

requirements for wadiah yad amanah, i.e. safe-keeping 
trusteeship. The PD does not cover the current contract used 
for savings deposits, i.e. wadiah yad dhammanah. Under the 
PD, such deposits need to adhere to the ruling of qard. 
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FINDINGS 
 

25. Findings are reported according to each of the PD and their 
accounting considerations that follow. The accounting 
considerations in this Report outline the thought process that 
IFI ought to consider in determining the appropriate MFRS 
and in itself is not guidance or conclusion on the accounting 
treatment.  
 

Structure 
 

26. Analysis of each PD is structured according to the following 
format: 
 

(a) Definition of each contract followed by its diagrammatical 
explanation. 

(b) Common products in the market. 

(c) Main points of the PDs as identified by the review. They 
are denoted with either an ‘S’ or a ‘G’ to indicate 
‘Standard/Requirement’ and ‘Guidance’ respectively. 

(d) Accounting considerations are underlined, followed by 
high level summary of the considerations; and detailed 

analysis which support the conclusion. 

(e) Excerpts from MFRS are in italic. 
 

Equity-based contracts: Mudarabah and Musyarakah 
 

Mudarabah 
 
Definition 
 
27. Paragraph S10.1 of the PD provides the following definition: 
 

“Mudarabah is a contract between a capital provider (rabbul 
mal) and an entrepreneur (mudarib) under which the rabbul 
mal provides capital to be managed by the mudarib and any 
profit generated from the capital is shared between the rabbul 
mal and the mudarib according to a mutually agreed profit 
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sharing ratio (PSR) whilst financial losses are borne by the 
rabbul mal provided that such losses are not due to the 
mudarib’s misconduct (ta`addi),  negligence (taqsir) or breach 
of specified terms (mukhalafah al-shurut).” 
 
Diagrams below show the roles of an IFI as a rabbul mal and 
as a mudarib. 

 

 

Source: Appendix 4 of the Mudarabah policy document.SPV 
and P/L refer to ‘special purpose vehicle’ and ‘profit or loss’ 
respectively.  
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Common products in the market 
 
28. The review noted that mudarabah contract is commonly 

applied in: 

(a) Financing; 

(b) Investment account (subject to additional operational 
requirements which is not covered by the review); 

(c) Takaful; and 

(d) Sukuk (not covered by the PD) 
 

Main principles of the PD 
 
29. The following table summarises the main principles of 

mudarabah as prescribed by the PD. 
 

Paragraph Excerpts 

S11.1 Mudarabah is a contract based on a fiduciary 
relationship (aqd al-amanah). Under this 
principle, a mudarib manages the mudarabah 
asset in trust and is not liable for the 
impairment of the asset except for impairment 
which is a result of the mudarib’s misconduct 
(ta`addi), negligence (taqsir) or breach of 
specified terms (mukhalafah al-shurut). 

S11.2 Any of the contracting parties has the right to 
terminate the contract unilaterally except in the 
following conditions: 

(a) the mudarib has commenced the work 
relating to the management of the capital 
of the rabbul mal; or 

(b) the contracting parties have agreed to 
enter into a mudarabah contract for a 
specified time; or 

(c) the contracting parties have agreed not to 
terminate the mudarabah contract within a 
specified time. 
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Paragraph Excerpts 

G11.3 A mudarabah is categorized into two types: 

(a) Unrestricted mudarabah (mudarabah 
mutlaqah) 

An unrestricted mudarabah is a contract 
in which the rabbul mal permits the 
mudarib to manage the mudarabah 
capital without any specific restriction. 

(b) Restricted mudarabah (mudarabah 
muqayyadah) 

A restricted mudarabah is a contract in which 
the rabbul mal imposes specific restrictions on 
the mudarabah terms. The rabbul mal may 
specify conditions restricting the mudarib such 
as the determination of location, period for 
investment, type of project and commingling of 
funds. 

S12.1 The contracting parties in a mudarabah are a 
rabbul mal and a mudarib. 

S14.1 A mudarib shall have the right to manage a 
mudarabah venture. 

S14.2 The mudarib is responsible to ensure proper 
management of the mudarabah venture and 
acts in the interests of the rabbul mal. 

S14.3 The mudarib’s mandate shall be provided 
under the terms and conditions of the contract. 

S14.5 A rabbul mal shall not be involved in managing 
the mudarabah venture but shall have a right of 
access to reasonable information regarding the 
mudarabah venture. 

S15.1 Capital is an asset provided by a rabbul mal to 
a mudarib for the purpose of a mudarabah 
venture. 

S15.2 The capital of mudarabah (the capital) shall be 
provided by the rabbul mal and managed by 
the mudarib. 
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Paragraph Excerpts 

S15.10 The mudarib shall not guarantee the capital 
except in the case of his misconduct (ta`addi), 
negligence (taqsir) or breach of specified terms 
(mukhalafah al-shurut). 

S16.3 A mudarib shall not guarantee any profit. 

S16.4 A rabbul mal and a mudarib shall share profit 
based on a ratio mutually agreed between 
them. 

S16.8 The mudarabah contract shall not stipulate a 
pre-determined fixed amount of profit to one 
contracting party which deprives the profit 
share of the other contracting party. 

S16.16 Profit shall be recognized based on the 
following methodology: 

(a) realized basis by actual liquidation of 
assets of the mudarabah partnership (al-
tandid al-haqiqi); or 

(b) constructive basis according to 
acceptable profit recognition method 
which may include valuation according to 
acceptable market methodology, 
independent valuation or valuation based 
on estimated figures (al-tandid al-hukmi). 

S16.18 In the case of the profit recognized based on 
constructive basis, a final consolidation and 
adjustment shall be undertaken to determine 
the actual profit, either: 

(a) at the end of a certain period; or 

(b) at the point of actual profit realization. 

S17.1 Loss shall be borne by a rabbul mal up to the 
capital value. 

S17.2 A mudarib shall not be liable for any 
impairment of asset unless such loss isdue to 
the mudarib’s misconduct (ta`addi), negligence 
(taqsir) or breach of specified terms 
(mukhalafah al-shurut) of the contract. 
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Paragraph Excerpts 

S17.5 In the case where a mudarib commingles or 
injects his own fund to a mudarabah venture, 
the loss shall be borne based on the proportion 
of the mudarib’s capital contribution in the 
commingled fund. 

S25.6 As per paragraph 14.5, a mudarabah venture 
shall only be managed by the mudarib while 
the rabbul mal shall have access to 
information. In this regard, the rabbul mal shall 
not: 

(a) be involved in the decision making in 
respect of the mudarabah venture; 

(b) influence decision making in core 
business areas of the mudarabah 
venture; and 

(c) be involved in the day-to-day 
management of the mudarabah venture. 

 

Accounting considerations 
 
30. In accounting for mudarabah contracts, the IFI needs to 

establish among others, its role in the mudarabah contract, 
i.e. as rabbul mal (capital provider – used interchangeably in 
this Report) or as mudarib (entrepreneur – used 
interchangeably in this Report); whether the contract is for 
financing or a venture and last but not least the type of 
mudarabah, i.e. restricted or unrestricted mudarabah. 

 

Consideration 1: IFI as mudarib (entrepreneur): 
Should the mudarabah capital11 be treated as on or 
off-balance sheet?12 
 

31. If the capital is used to invest in existing financial asset 
of the IFI, the IFI needs to assess whether the asset 

                                                      
11   The review only discusses about capital in the form of cash. 
 
12   This consideration applies to a musyarakah too. 
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qualifies for derecognition in accordance with paragraph 
3.2.3 of MFRS 9. If the asset meets the derecognition test, 
it shall be treated off-balance sheet (together with the 
corresponding liability, i.e. the capital received). If the 
asset fails the derecognition test, it will remain on the 
IFI’s balance sheet and the corresponding entry is likely 
to be treated as financial liability of the IFI. 

 

Explanation 
 
32. Mudarabah is commonly used as an underlying contract 

investment account. In this case, the IFI is acting as the 
mudarib (entrepreneur) and the customer is the rabbul mal 
(capital provider). Therefore, the relevant consideration is 
whether the IFI should reflect the capital received on or off its 
balance sheet.  

 
33. With regards to the recognition of a financial instrument, 

paragraph 3.1.1 of MFRS 9 states: 
 

“An entity shall recognise a financial asset or a financial 
liability in its statement of financial position when, and only 
when, the entity becomes a party to the contractual provisions 
of the instrument…” 

 
Based on the above, it is important to establish whether the 
IFI is a party to the contractual provision. The review noted 
that the IFI and the customer are parties to the contractual 
provisions hence the mudarabah arrangement may meet the 
recognition criteria. 
 

34. With regards to the mudarabah capital that is invested by the 
IFI in its existing asset/financing portfolio, the IFI needs to 
consider whether that group of financial assets qualify for 
derecognition under MFRS 9. This is because, in the 
mudarabah arrangement, the IFI retains the contractual rights 
to receive cash flows from the existing asset/financing 
portfolio but assumes a contractual obligation to pay the cash 
flows to the customer according to the profit sharing ratio.  
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35. Paragraphs 3.2.3–3.2.6 of MFRS 9 explain the requirements 
of derecognition of financial asset as reproduced below: 

 
“3.2.3  An entity shall derecognise a financial asset when, 

and only when: 

(a)  the contractual rights to the cash flows from the 
financial asset expire, or 

(b)  it transfers the financial asset as set out in 
paragraphs 3.2.4 and 3.2.5 and the transfer 
qualifies for derecognition in accordance with 
paragraph 3.2.6. 

3.2.4 An entity transfers a financial asset if, and only if, it 
either: 

(a) transfers the contractual rights to receive the 
cash flows of the financial asset, or 

(b) retains the contractual rights to receive the cash 
flows of the financial asset, but assumes a 
contractual obligation to pay the cash flows to 
one or more recipient in an arrangement that 
meets the conditions in paragraph 3.2.5 

3.2.5 When an entity retains the contractual rights to 
receive the cash flows of a financial asset (the 
‘original asset’) but assumes a contractual obligation 
to pay those cash flows to one or more entities (the 
‘eventual recipients’), the entity treats the transaction 
as a transfer of a financial asset if, and only if, all of 
the following three conditions are met. 
 

(a) The entity has no obligation to pay amounts to 
the eventual recipients unless it collects 
equivalent amounts from the original asset. 
Short-term advances by the entity with the right 
of full recovery of the amount lent plus accrued 
interest at market rates do not violate this 
condition. 
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(b) The entity is prohibited by the terms of the 
transfer contract from selling or pledging the 
original asset other than as security to the 
eventual recipients for the obligation to pay them 
cash flows. 

(c) The entity has an obligation to remit any cash 
flows it collects on behalf of the eventual 
recipients without material delay. In addition, the 
entity is not entitled to reinvest such cash flows, 
except for investments in cash or cash 
equivalents (as defined in MFRS 107 Statement 
of Cash Flows) during the short settlement 
period from the collection date to the date of 
required remittance to the eventual recipients, 
and interest earned on such investments is 
passed to the eventual recipients.” 

 
36. If all of the three conditions in paragraph 3.2.5 of MFRS 9 are 

met, the IFI needs to assess whether it meets the risks and 
rewards test under paragraph 3.2.6 of MFRS 9. If both tests 
are met (3.2.5. and 3.2.6), the mudarabah arrangement will 
be treated as an off-balance sheet item. 
 

37. Paragraph 3.2.6 of MFRS 9 states: 
 

“When an entity transfers a financial asset, it shall evaluate 
the extent to which it retains the risks and rewards of 
ownership of the financial asset. In this case: 

(a) if the entity transfers substantially all the risks and 
rewards of ownership of the financial asset, the entity 
shall derecognise the financial asset and recognise 
separately as assets or liabilities any rights and 
obligations created or retained in the transfer. 

(b) if the entity retains substantially all the risks and rewards 
of ownership of the financial asset, the entity shall 
continue to recognise the financial asset.  

 



Review of BNM Shariah Policy Documents from a Financial 

Reporting Perspective 

 

28 
 

(c) if the entity neither transfers nor retains substantially all 
the risks and rewards of ownership of the financial asset, 
the entity shall determine whether it has retained control 
of the financial asset. In this case: 

(i) if the entity has not retained control, it shall 
derecognise the financial asset and recognise 
separately as assets or liabilities any rights and 
obligations created or retained in the transfer.  

(ii) if the entity has retained control, it shall continue 
to recognise the financial asset to the extent of its 
continuing involvement in the financial asset.” 

 
38. However, if any of the above conditions is not met, the 

financial assets of which the mudarabah capital is invested in, 
will continue to form part of the IFI's financial asset. 

 
39. If the financial asset remains on the balance sheet, it needs 

to consider the corresponding entry, i.e. whether the 
mudarabah capital meets the definition of a financial liability. 
The following section discusses whether the mudarabah 
capital meets the definition of a financial liability. 
 

40. Paragraph 11 of MFRS 132 defines financial liability as any 
liability that is a contractual obligation to: 

(a) deliver cash or another financial asset to another entity; or 

(b) exchange financial assets or financial liabilities with 
another entity under conditions that are potentially 
unfavourable to the entity. 

 
41. Under the mudarabah arrangement, the IFI as mudarib has 

a contractual obligation to deliver cash to the rabbul mal 
relating to: 

(a) the return of the funds invested upon redemption by the 
rabbul mal or at the maturity of the mudarabah 
arrangement; and 

(b) the distribution of profits based on the profit-sharing ratio 
(SPR) at each profit payable date. 
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Accordingly, the mudarabah capital will most likely be 
recognised as financial liability in the financial statements of 
the IFI.  

 
42. Although in theory the PD states that the mudarib shall not 

bear any loss (i.e. losses are borne by the customer), the 
review noted that this may not negate the IFI’s obligation to 
pay cash to the customer. For instance, some mudarabah 
‘investment account’ behaves like a deposit account where it 
offers customers with on-demand cash withdrawal through 
the automated teller machine (ATM). Therefore, it is important 
to note that accounting for the mudarabah arrangement 
should be driven by its contractual terms and economic 
substance. This is consistent with paragraph 18 of MFRS 132 
which states (in part): 

 
“The substance of a financial instrument, rather than its legal 
form, governs its classification in the entity’s statement of 
financial position. Substance and legal form are commonly 
consistent, but not always. Some financial instruments take 
the legal form of equity but are liabilities in substance and 
others may combine features associated with equity 
instruments and features associated with financial liabilities.” 

 
43. If the mudarabah capital is invested in new financial assets, 

the IFI needs to consider the following: 

(a) Whether the assets in which the mudarabah capital 
invested in meets the recognition test of a financial asset 
in accordance with MFRS 9; and 

(b) Whether the mudarabah asset meets the derecognition 
or pass-through test. 

 
44. Assessment of criteria in paragraph 43(a) above shall made 

with reference to paragraph 3.1.1 of MFRS 9. It states (in 
part): 
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“An entity shall recognise a financial asset or a financial 
liability in its statement of financial position when, and only 
when, the entity becomes party to the contractual provisions 
of the instrument…” 
 

45. Once it has been established that the asset meets the 
recognition test, the IFI also needs to consider the 
derecognition test as discussed earlier in paragraph 33 as the 
arrangement is likely to involve a ‘transfer of cash flow to 
eventual recipients’. If the asset does not meet the 
derecognition test, it will remain in the books of the IFI. 

 

Consideration 2: IFI as mudarib (entrepreneur): 
Investment in mudarabah venture13 

 
46. In this case, the IFI as entrepreneur is managing the 

customer’s capital through investment in a venture – 
which could be an existing entity or a business segment 
of an entity. Therefore, it is important to establish 
whether the IFI has control over the venture or is only 
acting as an ‘agent’14 on behalf of the customer. 

 
Explanation 

47. The principles in MFRS 1015 are applied to assess whether 
the IFI has control over the venture. Paragraph 7 of MFRS 10 
states that control exist when the entity has all the following: 

                                                      
13   Mudarabah venture is defined by the Mudarabah PD as: Business or 

profit generating activities undertaken by mudarib in managing capital 
provided by the rabbul mal. 

 
14   An agent is a party primarily engaged to act on behalf and for the benefit 

of another party or parties (the principal(s)) and therefore does not control 
the investee when it exercises its decision-making authority. Excerpt from 
paragraph B58 of MFRS 10 Consolidated Financial Statements.  

 
15  The MFRS defines the principle of control and establishes control as the 

basis for determining which entities are consolidated in the consolidated 
financial statements. Paragraph IN7, ibid. 

 



Review of BNM Shariah Policy Documents from a Financial 

Reporting Perspective 

 

31 
 

(a) power over the investee; 

(b) exposure, or rights, to variable returns from its 
involvement with the investee; and 

(c) the ability to use its power over the investee to affect the 
amount of the investor’s returns. 

 
Power over investee 

 
48. Paragraph 10 of MFRS 10 states that power is the right that 

gives an entity the ability to direct the relevant activities, i.e. 
the activities that significantly affect the investee’s returns.  

 
49. To have power over an investee, an investor must have 

existing rights that give the investor the current ability to direct 
the relevant activities. It should be noted that when the IFI 
assesses whether it has power over the investee, only 
substantive rights16 are considered.   

 
50. The review noted that paragraphs S14.5 and S25.6 of the PDs 

indicate that the rabbul mal shall not be involved in managing 
the mudarabah venture (including decision making and day-to-
day management) but shall have the right of access to 
reasonable information regarding the mudarabah venture.  

51. In this case, the IFI as mudarib seems to have the ability to 
direct the relevant activities of the venture such that the power 
is vested in the IFI.  
 

52. However, in practice the assessment depends on the 
contractual terms of the mudarabah venture. For instance, in 
a restricted mudarabah, the rabbul mal would normally 
specify conditions restricting the mudarib such as 
determination of location, period of investment, type of 
projects and commingling of funds 17 . If those restrictions 
could affect the venture’s returns (as mentioned in 

                                                      
16  Paragraphs B22 to B24 provide explanation about substantive rights for 

the purpose of consolidation under MFRS 10. 

 
17  Paragraph G11.3 (b) of the Mudarabah PD. 
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paragraph 10 of MFRS 10), the IFI has no ‘power’ over the 
venture, hence no control.  
 
Exposure or rights to variable returns 

 
53. Paragraph 15 of MFRS 10 states that “An investor is exposed, 

or has rights, to variable returns from its involvement with the 
investee when the investor’s returns from its involvement 
have the potential to vary as a result of the investee’s 
performance. The investor’s returns can be only positive, only 
negative or both positive and negative”. 

 
54. Paragraphs S16.1 and G16.2 of the PD state that profit-

sharing is the primary motive of a mudarabah contract and 
such profit is the value created over and above the capital. 
The review noted that exposure or rights to variable returns 
for IFI will be most likely dependent on the mudarabah profit-
sharing structure. In this regard, it should be noted that ‘fixed-
fee’ does not always mean that the return is not variable, as 
stated in paragraph B56 of MFRS 10 as follows: 

 
“Variable returns are returns that are not fixed and have the 
potential to vary as a result of the performance of an investee. 
Variable returns can be only positive, only negative or both 
positive and negative (see paragraph 15). An investor 
assesses whether returns from an investee are variable and 
how variable those returns are on the basis of the substance 
of the arrangement and regardless of the legal form of the 
returns. For example, an investor can hold a bond with fixed 
interest payments. The fixed interest payments are variable 
returns for the purpose of this MFRS because they are subject 
to default risk and they expose the investor to the credit risk 
of the issuer of the bond. The amount of variability (i.e. how 
variable those returns are) depends on the credit risk of the 
bond. Similarly, fixed performance fees for managing an 
investee’s assets are variable returns because they expose 
the investor to the performance risk of the investee. The 
amount of variability depends on the investee’s ability to 
generate sufficient income to pay the fee.” 
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Link between power and returns 
 

55. Paragraph 17 of MFRS 10 states that “An investor controls an 
investee if the investor not only has power over the investee 
and exposure or rights to variable returns from its involvement 
with the investee, but also has the ability to use its power to 
affect the investor’s returns from its involvement with the 
investee”. [Emphasis added] 

 
56. Paragraph 18 further states that “Thus, an investor with 

decision-making rights shall determine whether it is a principal 
or an agent. An investor that is an agent in accordance with 
paragraphs B58–B72 does not control an investee when it 
exercises decision-making rights delegated to it.” 
 

57. Therefore, if the IFI as mudarib has decision-making rights 
(which could be in the case of an unrestricted mudarabah), it 
needs to further determine whether it is acting in his capacity 
as an agent or principal in accordance with the above 
paragraph 18 of MFRS 10. If the IFI is an agent, it does not 
control the mudarabah venture. 

 
58. Paragraphs B58 to B72 of MFRS 10 provide further guidance 

in determining whether the decision-making rights given to the 
IFI is confined within the scope as an agent or principal.  
 
59. Therefore, the determination of control requires 
analysis of the above and the assessment always involve 
judgment based on facts and circumstances and the terms of 
the mudarabah venture. If the IFI has control (within the 
context of MFRS 10) over the venture, the investment will be 
consolidated in the IFI’s financial statements. 
 

60. If the IFI does not control the venture, the IFI needs to 
determine whether the investment in the venture represents 
an investment in: 
 

(a) associates and joint venture; or 

(b) joint arrangements 
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in accordance with MFRS 128 and MFRS 11 Joint 
Arrangements respectively.  
 

Consideration 3: IFI as rabbul mal (capital provider) 
– how should the investment be recognised in the 
financial statements of the IFI? 

 
61. Recognition of the investment depends on its nature, i.e. 

does it represent ‘equity interest’ in another entity or a 
simple investment with contractual rights to future cash 
flows. If it represents equity interest in another entity, the 
IFI needs to assess whether it is governed by either: 

(a) MFRS 10 Consolidated Financial Statements; 

(b) MFRS 128 Investments in Associates and Joint 
Ventures; or 

(c) MFRS 11 Joint Arrangements. 

If the mudarabah investment does not fall within the 
scope of these Standards, it is likely to be accounted for 
as a financial asset within the scope of MFRS 9. 
 

Explanation 
 
 Investment in financial assets 
 
62. If the mudarabah investment meets the definition of a financial 

asset under MFRS 9, the IFI needs to determine whether the 
financial asset should be classified and measured at 
amortised cost or fair value.  
 

63. The above is guided by paragraph 4.1.2 of MFRS 9 which 
states that a financial asset shall be measured at amortised if 
both of the following conditions are met: 

(a) The financial asset is held within the business model 
whose objective is to hold financial assets in order to 
collect contractual cash flows. This is referred to as the 
‘business model’ test. 
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(b) The contractual terms of the financial asset give rise on 
specified dates to cash flows that are - solely payments 
of principal and interest (SPPI) - on the principal amount 
outstanding. This is referred to as the ‘SPPI’ test. 
 

64. The review noted that it is likely that the IFI would meet the 
business model test unless the IFI intends to sell the financial 
asset.  
 

65. With regard to the SPPI test, the review noted that the 
methodology in which profit from the underlying mudarabah 
asset is derived will determine whether the investment meets 
the SPPI test or otherwise.  
 

66. If the mudarabah profit consists of: (1) the consideration for 
time value of money, (2) credit risk, (3) other basic lending 
risks and (4) a profit margin, the contracted cash flows are 
consistent with a basic lending arrangement. Therefore, the 
investment could be measured at amortised cost. For 
example, an IFI (capital provider) enters into a restricted 
mudarabah arrangement with another IFI (as mudarib) 
whereby the investment mandate is to invest in certain 
financing portfolios, such an arrangement may represent a 
basic lending arrangement.  
 

67. If the mudarabah investment fails to meet the SPPI test, it will 
be measured at fair value through profit or loss (FVTPL).  
 

68. The issue on presentation of mudarabah investment was 
considered and there are two views on the issue:  

(a) View 1: IFI to disclose the capital provided as ‘placement 
in mudarabah account’; and 

(b) View 2: the IFI should disclose the underlying mudarabah 
asset according to their respective categories. This is 
referred to as the ‘look through’ approach. 
 

69. Currently, there is no specific MFRS that governs the 
disclosure for the above and the review noted that 
presentation is largely determined by the investment 
mandate/terms. For instance, in a restricted mudarabah 
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investment account where the rabbul mal has the ability to 
dictate and impose specific restrictions on the use of his 
capital, a look through approach may be appropriate. 

 
70. Arguably, the IFI needs to further determine if it has ‘right’ 

over the specific underlying asset in the event of default or on 
liquidation. If, upon any event, the IFI has a right over the 
specific asset, ‘look through approach’ is justified.  
 

71. However, if the IFI’s investment is less granular, i.e. it is 
tagged to a pool (rather than the specific asset), a look-
through approach may not be appropriate.  
 

72. Regardless, additional disclosure in the financial statements 
could be made only if it enhances the usefulness of the 
financial statements. Paragraph 17(c) of MFRS 101 
Presentation of Financial Statements states that a fair 
presentation of the financial statements requires an entity “… 
to provide additional disclosures when compliance with the 
specific requirements in MFRSs is insufficient to enable users 
to understand the impact of particular transactions, other 
events and conditions on the entity’s financial position and 
financial performance.” 
 

73. The review also noted that the PD requires the IFI to make 
specific disclosures if the IFI is acting as rabbul mal – such 
that the information may be sufficient for users to understand 
the underlying mudarabah investment. Appendix 12 of the 
Mudarabah PD provides the following illustrative disclosure: 
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Investment in mudarabah venture 
 

74. If the IFI invests in a mudarabah venture, the IFI needs to 
consider whether such an investment represents an 
investment in subsidiary, an associate, a joint-venture (JV) or 
a joint-arrangement (JA)18. 

 
75. If the IFI controls the venture (see paragraphs 46 to 57 of the 

Report on consideration of control under MFRS 10), the 
venture will be consolidated akin to a subsidiary in the IFI’s 
financial statements.  
 

76. However, if it does not control the venture, it needs to 
determine whether the capital contribution represents: 

(a) investments in associates as defined by MFRS 128 or; 

(b) a joint arrangement (joint operator or joint venture) as 
defined by MFRS 11. 
 

77. Accounting for investment in associates is governed by 
MFRS 128 which defines an associate as “an entity over 
which the investor has significant influence”. Paragraph 5 of 
MFRS 128 states (in part): 

                                                      
18  The considerations also apply to a later discussion on accounting for a 

musyarakah venture. 
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“If an entity holds, directly or indirectly (e.g. through 
subsidiaries), 20 per cent or more of the voting power of the 
investee, it is presumed that the entity has significant 
influence, unless it can be clearly demonstrated that his is not 
the case.”  

 
Significant influence is defined as the power to participate in 
the financial and operating policy decisions of the investee but 
is not control or joint control over those policies. 

 
78. If the IFI has significant influence over the venture the 

investment shall be accounted for as an investment in 
associate. The investment in associate shall be equity 
accounted in accordance with paragraph 10 of MFRS 128.  
 

79. If the mudarabah investment is not an investment in associate 
the IFI needs to assess if the mudarabah investment meets 
the definition of a joint arrangement under MFRS 11. Joint 
arrangement is an arrangement where two or more parties 
have joint control. A joint arrangement is either a joint 
operation or a joint venture. Paragraph 5 of MFRS 11 
prescribes the following characteristics in establishing a joint 
arrangement: 
 

“(a)  The parties are bound by a contractual arrangement. 
 
(b)  The contractual arrangement gives two or more of those 

parties joint control of the arrangement.” 
 

80. There may be practical challenges in determining whether it 
is a joint operation or a joint venture in the case of a 
mudarabah venture. The determination is based upon the 
rights and obligations of the parties to the arrangement 
whereby: 

(a) In a joint operation, the parties that have joint control of 
the arrangement have rights to the assets, and 
obligations for the liabilities, relating to the arrangement. 

(b) In a joint venture, the parties that have joint control of the 
arrangement have rights to the net assets of the 
arrangement. 
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The IFI shall apply judgment in its assessment of a joint 
arrangement, as demonstrated by paragraph 17 of MFRS 11. 
It states (in part): 
 
“An entity applies judgement when assessing whether a joint 
arrangement is a joint operation or a joint venture … An entity 
assesses its rights and obligations by considering the 
structure and legal form of the arrangement, the terms agreed 
by the parties in the contractual arrangement and, when 
relevant, other facts and circumstances…” 
 

81. Once the arrangement has been established as either a joint 
operation or a joint venture, the IFI shall account for it 
according to the following: 

(a) A joint venture is accounted for using equity method in 
accordance with MFRS 128; 

(b) A joint operation is accounted for in accordance with 
MFRS 11, i.e. the joint operator shall recognise and 
measure the assets and liabilities (and recognise the 
related revenues and expenses) in relation to its interest 
in the arrangement in accordance with the relevant 
MFRS applicable to the particular assets, liabilities, 
revenues and expenses.  

 
82. For separate financial statements, paragraph 10 of MFRS 127 

states that an entity shall account for investment in 
subsidiaries, joint ventures and associates either: 
 
(a) at cost, in accordance with MFRS 9 or; 

(b) using the equity method as prescribed in MFRS 128.  
 
If the IFI elects, in accordance with MFRS 128 to measure its 
investment in associates or joint ventures at fair value through 
profit or loss in accordance with MFRS 9, it shall also account 
for those investments in the same way in its separate financial 
statements. 
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Musyarakah 
 

Definition 
 
83. Paragraph S10.1of the PD provides the following definition: 
 

“Musyarakah refers to a partnership between two or more 
parties, whereby all parties will share the profit and bear the 
loss from the partnership.” 
 

84. The PD splits musyarakah into two main structures namely 
musyarakah venture and musyarakah financing. Illustration of 
the two structures is shown below: 

 
Musyarakah venture 
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Musyarakah Mutanaqisah Financing 
 

 
Source: Appendix 4 of Musyarakah policy document 

 
Common products in the market 

 
85. The review noted that musyarakah contract is commonly 

applied in: 

(a) Term financing; and 

(b) Sukuk (not covered by the PD) 
 

Main principles of the PD 
 

86. The following table summarises the main principles of 
musyarakah as prescribed by the PD. 
 

Paragraphs Excerpts 

G15.2 The capital may be in the form of cash or in-
kind, including intangible assets. 

G16.4 The partners may agree on a PSR based on a 
specified profit threshold. 

In the event that: 

(a) the actual profit is equivalent or below 
the threshold, the profit shall be shared 
based on the agreed PSR. 

(b) the actual profit exceeds the threshold, 

the excess amount may be: 
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Paragraphs Excerpts 

(i) distributed based on a different PSR 
agreed by the partners; or 

(ii) paid to any of the partners as 
agreed. 

S16.8 
(read together 
with 
paragraph 
S27.26) 

Profit shall be recognised based on the 
following methodology: 

(a) Realised basis by actual liquidation of 
assets of musyarakah partnership (al-
tandid al-haqiqi); or 

(b) Constructive basis according to an 
acceptable profit recognition method 
which may include valuation according to 
acceptable market methodology or 
independent valuation or valuation based 
on estimated figures (al-tandid al-hukmi). 

G16.9 In the case of profit recognised based on 
constructive basis, a profit reserve may be 
created. 

S16.10 In the case of profit recognised based on 
constructive basis, a final consolidation and 
adjustment shall be undertaken to determine 
the actual profit, either: 

(a) at the end of a certain period; or 

(b) at the point of actual profit realisation. 

S18.1 Partners in musyarakah shall not guarantee 
the capital and/or profit. 

G22.2 Musyarakah mutanaqisah for the purpose of 
acquiring completed assets may be arranged 
whereby the partners jointly purchase an asset 
from a third party. Subsequently, one of the 
partners will lease his share of the asset 
ownership to the other partner based on ijarah. 
Simultaneously, the partner who is the lessee 
will purchase the share of the other partner on 
a gradual basis and ultimately become the 
sole owner of the asset. 

G22.3 Musyarakah mutanaqisah for the purpose of 
acquiring asset under construction may be 
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Paragraphs Excerpts 

arranged with istisna` whereby the partners 
enter into an istisna` contract with a third 
party. Subsequently, one of the partners will 
lease his share of the asset ownership to the 
other partners based on ijarah mawsufah fi 
zimmah until the asset is completed. 
Simultaneously, the partner who is the lessee 
will purchase the share of the other partner 
on a gradual basis and ultimately become the 
sole owner of the asset. 

S25.2 A musyarakah venture takes place in the 
following situations: 

(a) Provision of capital via acquisition of 
ordinary shares; where IFI enters into a 
musyarakah contract to acquire ordinary 
shares from a separate legal entity (e.g. 
Special purpose vehicle (SPV)) that 
undertakes Shariah-compliant activities; 
or 

(b) Provision of capital other than via 
acquisition of ordinary Shares 

S27.26 Notwithstanding the requirements in 
paragraph 16.8, the profit shall be recognized 
and measured based on the applicable 
MFRS. 

S27.27 As required under paragraph 27.26, the 
contracting parties shall conduct an 
assessment at the end of a certain period or 
upon actual realisation of profit to arrive at 
the actual amount of profit. A final adjustment 
in accordance with MFRS shall be 
undertaken on the amounts already 
recognized, to reflect the actual profit of the 
musyarakah venture. 

S27.28 Methodology used for determining profit 
distribution shall be objective, 
transparent and acceptable to all contracting 
parties. Where one or more of the partner(s) 
is involved in multiple projects, direct 
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Paragraphs Excerpts 

expenses under a musyarakah venture shall 
be identified and tagged to avoid 
commingling of the musyarakah venture’s 
capital with other non-musyarakah ventures’ 
capital. 

S27.29 The contracting parties shall determine the 
time period or date for profit distribution of a 
musyarakah venture. 

G32.1 Musyarakah financing may be structured 
based on the combination of a musyarakah 
contract and other Shariah contracts or 
concepts such as ijarah (leasing), ijarah 
mausufah fi-zimmah (advanced leasing), bai’ 
musawamah (sale contract49), or wa’ad 
(promise). A common example of 
musyarakah financing is musyarakah 
mutanaqisah. 

49 Without the disclosure of asset cost price 
and profit margin to the buyer. 

S32.3 Where asset is acquired pursuant to 
paragraphs 22.2 and 22.3, the price of such 
asset under the musyarakah financing shall 
be fixed at the time of entering into the 
musyarakah contract. 

S32.4 For gradual redemption51 under the 
musyarakah mutanaqisah financing, an IFI 
shall specify a specific formula in the legal 
documentation on the calculation and 
determination of the redemption amount. 

51 Also known as gradual share acquisition 
during the tenure of the musyarakah 
mutanaqisah financing. 

G32.5 In determining the formula for calculation of 
profit, an IFI may use a relevant pricing 
benchmark or an Islamic reference rate. 

S32.9 In the event of default of a musyarakah 
financing, the IFI shall ensure the following: 
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Paragraphs Excerpts 

(a) the customer, as a partner or joint-owner 
shall have the first right of refusal to 
purchase the asset; 

(b) the sale of such asset to a third party 
must be in accordance with Shariah 
requirements; 

(c) in the case of any shortfall from the 
customer, the IFI shall not redeem such 
shortfall from the customer until the loss 
is realised; and 

(d) in the case of the musyarakah 
mutanaqisah arranged with ijarah, the IFI 
shall only claim rental accrued if the 
customer is still enjoying the usufruct. 

S34.5 Where an asset under construction is 
acquired using musyarakah mutanaqisah 
financing, failure of the developer or 
manufacturer to deliver the asset at the 
agreed time shall not be a trigger event for 
the IFI to invoke a wa’d59. 
 
59 In line with SAC resolution 64th and 65th 
meeting dated 18th January 2007 and 30th 
January 2007 respectively which states that 
application of wa’d shall be applied fairly 
without denying the profit and loss sharing 
element amongst the contracting parties. 

 
Accounting considerations 
 
87. The accounting considerations are presented according to 

the two types of musyarakah as prescribed by the PD, i.e. 
musyarakah venture and musyarakah financing.  
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Consideration 1: Should a musyarakah venture be 
recognised as a subsidiary, joint arrangement or 
associate? 
 

88. The consideration is largely determined by ‘control’ i.e. if 
the IFI as a musyarakah partner has control (within the 
context of MFRS 10) over the venture, the venture is likely 
to be consolidated in the IFI’s financial statements as 
investment in subsidiary. If the IFI does not control the 
venture, the IFI needs to assess if the investment 
represents an investment in associate or joint venture. 

 
Explanation 

 
89. To determine if the investment in musyarakah represents an 

investment in a subsidiary, the IFI would first need to identify 
if there is control over the musyarakah venture as defined by 
paragraph 7 of MFRS 10: 
 
(a) power over the investee; 

 
(b) exposure, or rights, to variable returns from its 

involvement with the investee; and 
 

(c) the ability to use its power over the investee to affect the 
amount of the investor’s returns. 

 
Power over investee 

 
90. To have power over an investee, an investor must have 

existing rights that give the investor the current ability to direct 
the relevant activities. It should be noted that when the IFI 
assesses whether it has power over the investee, only 
substantive rights are considered.  Paragraphs B22 – B24 of 
MFRS 10 state the following regarding substantive rights: 
 
Paragraph B22: “An investor, in assessing whether it has 
power, considers only substantive rights relating to an 
investee (held by the investor and others). For a right to be 
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substantive, the holder must have the practical ability to 
exercise that right.” (Emphasis added) 
 
Paragraph B23 (in part): “Determining whether rights are 
substantive requires judgement, taking into account all facts 
and circumstances...” 
Paragraph B24: “To be substantive, rights also need to be 
exercisable when decisions about the direction of the relevant 
activities need to be made. Usually, to be substantive, the 
rights need to be currently exercisable. However, sometimes 
rights can be substantive, even though the rights are not 
currently exercisable.” 
 
On protective rights, paragraph B26 defines it as follows: 
“In evaluating whether rights give an investor power over an 
investee, the investor shall assess whether its rights, and 
rights held by others, are protective rights. Protective rights 
relate to fundamental changes to the activities of an investee 
or apply in exceptional circumstances. However, not all rights 
that apply in exceptional circumstances or are contingent on 
events are protective…” 
 

91. An example of control in which the IFI may have over the 
musyarakah venture includes having executive decisions 
over the activities as well as the removal of the manager of 
the venture. If the IFI has control over the musyarakah 
venture, it should be accounted for as a subsidiary, regardless 
of the percentage of interest in the venture and be 
consolidated in accordance with MFRS 10.  

 
Exposure or rights to variable returns 

 
92. Paragraph 15 of MFRS 10 states that “An investor is exposed, 

or has rights, to variable returns from its involvement with the 
investee when the investor’s returns from its involvement 
have the potential to vary as a result of the investee’s 
performance. The investor’s returns can be only positive, only 
negative or both positive and negative”. 
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Link between power and returns 
 

93. Paragraph 17 of MFRS 10 states that “An investor controls an 
investee if the investor not only has power over the investee 
and exposure or rights to variable returns from its involvement 
with the investee, but also has the ability to use its power to 
affect the investor’s returns from its involvement with the 
investee”. 

 
94. Paragraphs B58 to B72 of MFRS 10 provide further guidance 

in determining whether the decision-making rights given to the 
IFI is confined within the scope as an agent or principal.  
 

95. Therefore, the determination of control requires analysis of 
the above and the assessment always involve judgment 
based on facts and circumstances and the terms of the 
musyarakah venture.  If the IFI has control (within the context 
of MFRS 10) over the venture, the investment will be 
consolidated in the IFI’s financial statements. 

 
96. If the IFI does not have control over the musyarakah venture, 

it needs to assess whether the investment represents: 

(a) investment in associate as defined by MFRS 128 or; 

(b) a joint arrangement (joint operator or joint venture) as 
defined by MFRS 11. 
 

97. Accounting for investment in associate is governed by 
MFRS 128 which defines an associate as “an entity over 
which the investor has significant influence”. Paragraph 5 of 
MFRS 128 states (in part): 

 
“If an entity holds, directly or indirectly (e.g. through 
subsidiaries), 20 per cent or more of the voting power of the 
investee, it is presumed that the entity has significant 
influence, unless it can be clearly demonstrated that his is not 
the case.”  

 
Significant influence is defined as the power to participate in 
the financial and operating policy decisions of the investee but 
is not control or joint control over those policies. 
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98. If the IFI has significant influence over the venture it shall be 
accounted for as an investment in associate. The investment 
in associate shall be equity accounted in accordance with 
paragraph 10 of MFRS 128.  

 
99. If the musyarakah investment is not an investment in 

associate the IFI needs to assess if the musyarakah 
investment meets the definition of a joint arrangement under 
MFRS  11. Joint arrangement is an arrangement of which two 
or more parties have joint control. A joint arrangement is 
either a joint operation or a joint venture. Paragraph 5 of 
MFRS 11 prescribes the following characteristics in 
establishing a joint arrangement: 

(a) The parties are bound by a contractual arrangement. 

(b) The contractual arrangement gives two or more of those 
parties joint control of the arrangement. 

 
100. There may be practical challenges in determining whether it 

is a joint operation or a joint venture in the case of a 
musyarakah venture. For the above to apply in a musyarakah 
venture, decisions that are made would need to be 
unanimous among partners of the musyarakah venture and 
this may not necessarily mean equal contributions. The 
determination is based upon the rights and obligations of the 
parties to the arrangement whereby: 
 

(a) In a joint operation, the parties that have joint control of 
the arrangement have rights to the assets, and 
obligations for the liabilities, relating to the arrangement. 

(b) In a joint venture, the parties that have joint control of the 
arrangement have rights to the net assets of the 
arrangement. 

 
The IFI shall apply judgment in its assessment of a joint 
arrangement, as demonstrated by paragraph 17 of MFRS 11. 
It states (in part): 
 

“An entity applies judgement when assessing whether a joint 
arrangement is a joint operation or a joint venture … An entity 
assesses its rights and obligations by considering the 
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structure and legal form of the arrangement, the terms agreed 
by the parties in the contractual arrangement and, when 
relevant, other facts and circumstances…” 

 
101. Once the arrangement has been established as either a joint 

operation or a joint venture, the IFI shall account for it 
according to the following: 

(a) A joint venture is accounted for using equity method in 
accordance with MFRS 128; 

(b) A joint operation is accounted for in accordance with 
MFRS 11, i.e. the joint operator shall recognise and 
measure the assets and liabilities (and recognise the 
related revenues and expenses) in relation to its interest 
in the arrangement in accordance with the relevant 
MFRS applicable to the particular assets, liabilities, 
revenues and expenses.  

 
102. It should be noted however that in the situation of a private 

equity or venture capital entered into as part of the 
musyarakah contract, it may qualify for exemptions from 
applying the equity method under MFRS 128. Paragraph 18 
of MFRS 128 states that: 
 
“When an investment in an associate or a joint venture is held 
by, or is held indirectly through, an entity that is a venture 
capital organisation, or a mutual fund, unit trust and similar 
entities including investment-linked insurance funds, the 
entity may elect to measure investments in those associates 
and joint ventures at fair value through profit or loss in 
accordance with MFRS 9.” 
 

103. For separate financial statements, paragraph 10 of MFRS 127 
states that an entity shall account for investment in 
subsidiaries, joint ventures and associates either: 

(a) at cost, 

(b) in accordance with MFRS 9; or 

(c) using the equity method as prescribed in MFRS 128.  
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If the IFI elects, in accordance with MFRS 128 to measure its 
investment in associates or joint ventures at fair value through 
profit or loss in accordance with MFRS 9, it shall also account 
for those investments in the same way in its separate financial 
statements. 
 

Consideration 2: Is recognition of profit reserve 
consistent with MFRS? 
 

104. Although the PD provides guidance on the creation of a 
profit reserve, the review noted that the PD also states 
that such a reserve, if created by the IFI must be in 
accordance with the requirements of MFRS.  

 
Explanation 

 
105. Pre-IFSA, there was a debate whether profit equalisation 

reserve or PER is allowed under MFRS. The creation of PER 
as a method to smoothen future profits/losses raises doubt 
whether PER meets the definition of an ‘expense’ in 
accordance with Conceptual Framework for Financial 
Reporting (2011) and a ‘liability’ under MFRS  139. 
 

106. In 2014, Investment Account (IA) policy document was issued 
by the BNM in response to the need to distinguish between a 
deposit and an investment account according to IFSA. 
Paragraph 13.5 of the IA policy document dated 14 March 
2014 prohibits IFIs from implementing profit smoothing 
practices or displaced commercial risk techniques. 
Consequently, PER is no longer allowed and under the 
transitional arrangement, PER must be released gradually to 
zerorise the balance.  

 
107. However, the review noted that paragraph G16.9 of the 

Musyarakah PD allows ‘profit reserve’ to be created when 
profit of a musyarakah venture is calculated based on a 
constructive basis. The review also noted that the above 
paragraph must be read together with paragraph S27.26 on 
the operational requirement of a musyarakah venture. The 
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latter states that compliance with MFRS must be observed if 
a profit reserve is created pursuant to paragraph G16.9.    
 

Consideration 3: Musyarakah financing – does it 
meet the solely payment of principal and interest 
(SPPI) test under MFRS 9?  
  

108. The determination of SPPI is based on the contractual 
cash flows of a financial asset. In the case of a 
musyarakah financing, for example musyarakah 
mutanaqisah, the IFI needs to assess whether the 
contractual cash flows represent considerations for time 
value of money, credit risk and a profit margin. If the cash 
flows represent considerations for other than the above 
– such as fluctuation of market price of the underlying 
asset – the SPPI test is unlikely to be met. Failure to meet 
the SPPI test would result in the IFI measuring the 
musyarakah financing at fair value through profit or loss. 
 

Explanation  
 
109. A common form of musyarakah financing is musyarakah 

mutanaqisah. Under MFRS 139, musyarakah financing is 
currently classified as ‘Loans and Receivables’ measured at 
amortised cost. 

 
110. However, under MFRS 9 regime, classification of the financial 

asset depends solely on payment of principal and ‘interest’ 
(SPPI) test. A financial asset can be measured at amortised 
cost only if it passes two tests i.e. business model test and 
SPPI test failing which, the financial asset shall be classified 
as fair value (through other comprehensive income or profit 
or loss).  
 

111. In practice, the SPPI test is essentially to determine if the 
structure and cash flows of the financial asset is consistent 
with a basic lending arrangement whereby the profit 
represents consideration for time value of money, credit risk 
and profit margin. 
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112. A musyarakah financing may fail the SPPI test given that the 
structure of musyarakah financing has elements of profit and 
loss sharing. However, in practice, musyarakah financing 
may be priced according to an Islamic reference rate such as 
Kuala Lumpur Islamic Reference Rate (KLIRR) such that the 
‘profit’ or return to the IFI, arguably represents a ‘basic lending 
arrangement’. 

 
113. It is a question of judgment as to whether a musyarakah 

financing meets or fails the SPPI test. Most importantly, an IFI 
needs to assess if the contractual cash flows of the 
musyarakah financing are consistent with a basic lending 
arrangement. On ‘basic lending arrangement’, paragraph 
B4.1.7A of MFRS 9 states (in part): 
 
“… In a basic lending arrangement, consideration for the time 
value of money (see paragraphs B4.1.9A–B4.1.9E) and credit 
risk are typically the most significant elements of interest. 
However, in such an arrangement, interest can also include 
consideration for other basic lending risks (for example, 
liquidity risk) and costs (for example, administrative costs) 
associated with holding the financial asset for a particular 
period of time. In addition, interest can include a profit margin 
that is consistent with a basic lending arrangement… 
However, contractual terms that introduce exposure to risks 
or volatility in the contractual cash flows that is unrelated to a 
basic lending arrangement, such as exposure to changes in 
equity prices or commodity prices, do not give rise to 
contractual cash flows that are solely payments of principal 
and interest on the principal amount outstanding…” 

 
114. If a musyarakah financing fails the SPPI test, it needs to be 

measured at fair value through profit or loss in accordance 
with paragraph 4.1.4 of MFRS 9. It states: 
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“A financial asset shall be measured at fair value through 
profit or loss unless it is measured at amortised cost in 
accordance with paragraph 4.1.2 or at fair value through other 
comprehensive income in accordance with paragraph 4.1.2A. 
However an entity may make an irrevocable election at initial 
recognition for particular investments in equity instruments 
that would otherwise be measured at fair value through profit 
or loss to present subsequent changes in fair value in other 
comprehensive income (see paragraphs 5.7.5–5.7.6).” 

 
Sale-based contracts: Murabahah and Tawarruq 
 

Murabahah 
 
Definition 
 
115. Paragraph S10.1 of the PD provides the following definition: 
 

“Murabahah refers to a sale and purchase of an asset where 
the acquisition cost and the mark-up are disclosed to the 
purchaser”.  
 
Below is an illustration of a Murabahah structure.  
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Common products in the market 
 
116. The review noted that murabahah contract is commonly 

applied in: 

(a) Murabahah;  

(b) Murabahah to Purchase Orderer – Financing; and 

(c) Tawarruq based on the concept of Commodity 
Murabahah - Financing and deposits (covered in 
Tawarruq PD) 

 
Main principles of the PD 
 
117. The following table summarises the main principles of 

murabahah as prescribed by the PD. 
 

Paragraphs Excerpts 

S11.2 The specific inherent nature of the contract of 
murabahah is the sale contract which is 
based on the element of trust in disclosing the 
cost and mark-up. The common inherent 
nature of a sale contract is the transfer of 
ownership of the asset from the seller to the 
purchaser. 

S12.5 
 

The murabahah contract shall be entered into 
through an offer and acceptance between the 
contracting parties. 

G12.6 
 

The offer and acceptance may be expressed 
by appropriate documentation or by any other 
methods accepted by customary business 
practice (`urf tijari) which do not contravene 
the Shariah principles. 
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Paragraphs Excerpts 

S13.1 
 
 
 
 

Asset to be traded in a murabahah contract 
shall meet the following conditions:  

(a) the asset is recognised by the Shariah, 
valuable, identifiable and deliverable; 
and  

(b) the asset is already in existence and 
owned by the seller.  

S13.5 
 

The ownership in the murabahah asset must 
be effectively transferred from the seller to the 
purchaser.  

S13.6 
 

The transfer of ownership is effected upon 
entering into a valid sale and purchase 
contract even though there is no legal 
registration of the ownership, provided that 
the sale and purchase is supported by 
evidence of transaction.  

S13.7 
 

The transfer of ownership shall take effect by 
the seller disposing of the right of ownership 
(takhliyah) resulting in the purchaser having 
access to the asset (tamkin) and assuming its 
risk through any mechanism permitted by the 
Shariah and generally accepted by customary 
business practices (‘urf tijari).  

S13.8 
 

Possession of the asset shall either be in the 
form of physical possession (qabd haqiqi) or 
constructive possession (qabd hukmi).  

S13.9 
 

Pursuant to paragraph 13.8, the rights and 
liabilities of the purchaser as the owner of the 
asset shall be established upon his 
possession of the asset.  

S13.10 
 

The seller shall bear the liability for loss or 
damage of the asset before disposing the 
right of ownership (takhliyah), which results in 
the purchaser having accessibility to the asset 
(tamkin).  
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Paragraphs Excerpts 

S14.1 The price and the currency used shall be 
determined and mutually agreed at the time 
of entering into the murabahah contract.  

S14.2 
 

The price shall be based on the disclosed 
acquisition cost and added mark-up at the 
time of entering into the contract.  

G14.3 
 

Pursuant to paragraph 14.2, the mark-up may 
be determined either in the form of an 
absolute amount or a certain percentage of 
the acquisition cost or a reference rate such 
as the Base Lending Rate (BLR), the Base 
Financing Rate (BFR), Kuala Lumpur 
Interbank Offered Rate (KLIBOR) or Cost of 
Funds (COF). 

S14.6 Indirect expenses to a particular murabahah 
transaction, such as premise rental, utility 
bills, staff wages and labour charges, shall 
not be included in the acquisition cost. 

S14.8 
 

Any direct expenses to be incurred after 
entering into the murabahah contract shall not 
form part of the acquisition cost and shall be 
borne by the purchaser. 

G14.11 
 

A murabahah contract may be entered into on 
a cash or deferred basis. 

S15.1 Murabahah to the purchase orderer (MPO) 
refers to an arrangement whereby the 
purchase orderer (purchaser) promises 
(wa`d) to purchase an identified and specified 
asset from a seller on murabahah terms upon 
the latter’s acquisition of the asset. 

S15.2 
 

The wa`d to purchase the asset shall be 
binding on the purchase orderer when the 
seller has taken an action to acquire the 
asset. 
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Paragraphs Excerpts 

S15.3 
 

The wa`d shall be executed separately from, 
and before entering into the murabahah 
contract. 

S15.5 
 

The purchase orderer who promised to 
purchase and take delivery of the asset but 
refused to enter into the murabahah contract 
upon the seller’s purchase of the asset as per 
the agreed terms shall be held liable for 
breach of wa`d. 

S15.6 
 

Pursuant to paragraph 15.5, the purchase 
orderer shall compensate the seller for actual 
costs incurred in the acquisition of the asset 
and its disposal to a third party and the 
shortfall in the disposal price compared to the 
purchase price (if any). 

S15.7 
 

The murabahah contract shall not be entered 
into prior to the purchase of the murabahah 
asset by the seller. 

S15.8 
 

In the event that the purchase orderer has 
purchased the asset from the supplier, the 
seller in the MPO arrangement shall establish 
his ownership of the asset either by 
terminating the purchase contract and 
entering into a new purchase contract with 
the supplier, or by any other means of 
transfer of ownership which is in compliance 
with Shariah. 

S15.10 Upon acquisition of an asset by the seller and 
until the murabahah contract is entered into 
with the purchase orderer, the seller shall 
assume the ownership risk of the asset. 

S15.17 
 

Loss or damage of assets in the possession 
of the purchaser (seller under the MPO) after 
acquisition of the asset from the supplier and 
prior to sale to the purchase orderer shall be 
borne by the purchaser. 
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Accounting considerations 
 
118. The discussion is split into two arrangements, i.e. a 

murabahah contract and murabahah to the purchase orderer 
(MPO) due to the differences in fact patterns between the two 
as highlighted in the PD. One of the main differences is that 
under a murabahah contract, there is not necessarily a 
promise from a customer to purchase the asset. In contrast, 
in an MPO, there is a promise (wa’d) to purchase an identified 
asset from the IFI upon the IFI’s acquisition of the asset19. 
 

Consideration 1: Does murabahah contract fall 
within the scope of MFRS 15? 

 
119. Murabahah contract may fall within the scope of MFRS 15 

(i.e. IFI will record revenue and cost of sales of the 
murabahah asset and finance income) if the contract is a 
‘contract with a customer’ as defined by MFRS 15. MFRS 
15 states that customer in this context is a party to which 
it has contracted with an entity to obtain goods or 
services that are an output of the entity’s ordinary 
activities. If the underlying asset of the murabahah 
contract is an output of the IFI and the IFI assumes all 
risks pertaining to the asset (such as inventory and 
market risks), the contract is likely to fall within the scope 
of MFRS 15.  
 

Explanation  
 

120. MFRS 15 states that the Standard applies to a contract with 
a customer. Paragraph 6 states: 
 
“An entity shall apply this Standard to a contract (other than a 
contract listed in paragraph 5) only if the counterparty to the 
contract is a customer. A customer is a party that has 
contracted with an entity to obtain goods or services that are 
an output of the entity’s ordinary activities in exchange for 
consideration. A counterparty to the contract would not be a 

                                                      
19  Paragraph 15.1 of the Murabahah Policy Document, 23 December 2013. 
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customer if, for example, the counterparty has contracted with 
the entity to participate in an activity or process in which the 
parties to the contract share in the risks and benefits that 
result from the activity or process (such as developing an 
asset in a collaboration arrangement) rather than to obtain the 
output of the entity’s ordinary activities.”  

 
121. In addition, the recognition criteria in paragraph 9 of MFRS 15 

states: 
 

“An entity shall account for a contract with a customer that is 
within the scope of this Standard only when all of the following 
criteria are met: 

(a) the parties to the contract have approved the contract (in 
writing, orally or in accordance with other customary 
business practices) and are committed to perform their 
respective obligations; 

(b) the entity can identify each party’s rights regarding the 
goods or services to be transferred; 

(c) the entity can identify the payment terms for the goods 
or services to be transferred; 

(d) the contract has commercial substance (i.e. the risk, 
timing or amount of the entity’s future cash flows is 
expected to change as a result of the contract); and 

(e) it is probable that the entity will collect the consideration 
to which it will be entitled in exchange for the goods or 
services that will be transferred to the customer. In 
evaluating whether collectability of an amount of 
consideration is probable, an entity shall consider only 
the customer’s ability and intention to pay that amount of 
consideration when it is due. The amount of 
consideration to which the entity will be entitled may be 
less than the price stated in the contract if the 
consideration is variable because the entity may offer the 
customer a price concession (see paragraph 52).”  

 
122. In a murabahah contract, the review noted that the IFI will 

purchase an asset and hold it until a customer is identified. 
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In this case, the IFI is likely to bear the liability for loss or 
damage of the asset, including the potential loss in the value 
of the asset. Assuming that the IFI controls 20  the asset,  
the murabahah asset held by the IFI meets the general 
definition of an asset under the Conceptual Framework i.e. 
it is a resource controlled by the entity as a result of past 
events which future economic benefits are expected to flow 
to the entity21.  
 

123. Therefore, it follows that the asset seems to meet the 
definition of inventory under paragraph 6(a) of MFRS 102 
Inventories, i.e. it is an asset held for sale by an entity in the 
ordinary course of business. Accordingly, the asset shall be 
measured at the lower of cost and net realisable value 
according to paragraph 9 of MFRS 102.  

  
124. Based on the above, the contract may fall within the scope of 

MFRS 15. Therefore, the IFI needs to apply the principles in 
MFRS 15 using a five-step model: 

(a) Identify the contract(s) with a customer  

(b) Identify the performance obligations in the contract  

(c) Determine the transaction price  

(d) Allocate the transaction price to the performance 
obligations in the contract  

(e) Recognise revenue when (or as) the entity satisfies a 
performance obligation  

 
125. Paragraph G14.11 of the PD allows the customer to purchase 

the asset on cash or deferred terms. When the IFI is selling 
the asset on deferred terms, paragraph 60 of MFRS 15 needs 
to be considered. It states: 

                                                      
20  Control for the purpose of revenue recognition under MFRS 15 refers to 

the ability to direct the use of, and obtain substantially all of the remaining 
benefits from, the asset. 

 
21  Paragraph 4.3 of Conceptual Framework (2018) defines asset as a 

present economic resource controlled by the entity as a result of past 
events. 
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“In determining the transaction price, an entity shall adjust the 
promised amount of consideration for the effects of the time 
value of money if the timing of payments agreed to by the 
parties to the contract (either explicitly or implicitly) provides 
the customer or the entity with a significant benefit of financing 
the transfer of goods or services to the customer. In those 
circumstances, the contract contains a significant financing 
component. A significant financing component may exist 
regardless of whether the promise of financing is explicitly 
stated in the contract or implied by the payment terms agreed 
to by the parties to the contract.” 

 
126. Paragraphs 61–72 of MFRS 15 provide guidance on 

accounting for significant financing component, among others 
they state: 

 
“The objective when adjusting the promised amount of 
consideration for a significant financing component is for an 
entity to recognise revenue at an amount that reflects the 
price that a customer would have paid for the promised goods 
or services if the customer had paid cash for those goods or 
services when (or as) they transfer to the customer (i.e. the 
cash selling price)…” [paragraph 61] 

 
“To meet the objective in paragraph 61 when adjusting the 
promised amount of consideration for a significant financing 
component, an entity shall use the discount rate that would be 
reflected in a separate financing transaction between the 
entity and its customer at contract inception. That rate would 
reflect the credit characteristics of the party receiving 
financing in the contract, as well as any collateral or security 
provided by the customer or the entity, including assets 
transferred in the contract…” [paragraph 64] 

 
“An entity shall present the effects of financing (interest 
revenue or interest expense) separately from revenue from 
contracts with customers in the statement of comprehensive 
income…” [paragraph 65] 
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127. Consequently, MFRS 15 states that receivables that arise 
from contracts under the scope of MFRS 15 shall be 
accounted for in accordance with MFRS 9. Paragraph 108 
states (in part): 

 
“An entity shall account for a receivable in accordance with 
MFRS 9. Upon initial recognition of a receivable from a contract 
with a customer, any difference between the measurement of 
the receivable in accordance with MFRS 9 and the 
corresponding amount of revenue recognised shall be 
presented as an expense (for example, as an impairment 
loss).”  
 

128. In addition to the above requirements, the IFI must also 
observe the relevant disclosure requirements under 
MFRS 15. The objective of the disclosure requirement 
under MFRS 15 is for an entity to disclose sufficient 
information to enable users of financial statements to 
understand the nature, amount, timing and uncertainty of 
revenue and cash flows arising from contracts with customers. 
 

129. The review also noted that this form of murababah is less 
commonly applied in the market and the common form is 
murabahah financing or referred to by the PD as murabahah 
to the purchase orderer (MPO).  

 
Consideration 2: MPO (murabahah financing) – does 
MPO fall within the scope of MFRS 15?22 
 

130. In an MPO, the asset will only be purchased when there 
is a binding promise (wa’d) from a customer to buy it at a 
later date. In this case, the review noted that the period 
between the time the IFI purchase the asset and the 
subsequent sale to the customer is normally very short 
(within a day, if not almost immediately). Therefore, it 
follows that an MPO may not be a contract with a 
customer under MFRS 15 as the IFI is unlikely to control 
the asset. As such, this murabahah financing contract is 
likely to be within the scope of MFRS 9. 

                                                      
22  The same considerations will apply to a later discussion on tawarruq. 
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Explanation 
 
131. In an MPO, the initial purchase of the MPO asset and its 

subsequent sale will only happen when there is an existing 
purchase commitment from the buyer or customer. The IFI will 
only purchase the asset only after a customer has made a 
unilateral promise (wa’d) to purchase the asset from the IFI. 
Although it is a unilateral promise, paragraph S15.2 of the PD 
states that wa’d shall be binding on the purchase orderer 
(customer) when the seller (IFI) has taken an action to acquire 
the asset. In addition, if the customer refuses to enter into the 
murabahah contract, the PD requires the customer to 
compensate the IFI for (i) actual costs incurred in the 
acquisition, (ii) disposal to third party and (iii) the shortfall in 
the disposal price compared to the purchase price.  

 
132. Regarding wa’d, the PD states that wa’d is binding upon the 

promisor when it is attached to a condition, time, price, 
conduct or event. It further states that the promisor shall not 
unilaterally revoke his wa’d. In this case, there seems to be 
an obligation from the customer to honor the purchase 
contract with the IFI. 
 

133. Therefore, the IFI is less likely to be exposed to the inventory 
risk because: 

(a) The asset will only be purchased from a third party when 
there is a commitment from the customer to purchase it 
at a later date; and  

(b) The IFI will be reimbursed for any losses incurred if the 
customer did not fulfill the contract/refuse to enter into 
the contract.  
 

134. The review noted that the purchase and sale of murabahah 
asset under an MPO normally happens within a day, if not 
almost immediately. Therefore, although the IFI takes 
momentary possession of the asset prior to the sale, the IFI 
is unlikely to have control of the asset within such a short 
period. In the absence of control, the asset held prior to the 
sale may not meet the definition of an asset, hence it will not 
be recognised in the financial statements as inventories.  
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135. Paragraph S15.10 of the PD requires the IFI to reflect its 
ownership on the murabahah asset and the review noted that 
there are differing views on whether the wa’d can be perceived 
as ‘contractual’ term in assessing the MPO transaction as it is 
a mere promise. Also, importantly, ownership may not 
translate into ‘control’ for the purpose of accounting. 
 

136. There are differing views on whether wa’d is contractually 
binding at the point when the MPO is entered into.  

 
137. View 1: Wa’d does form part of the contractual terms as it is 

binding and shall not be revoked unilaterally. Additionally, 
paragraph S15.2 of the PD states that the wa`d to purchase 
the asset shall be binding on the purchase orderer when the 
seller has taken an action to acquire the asset; and paragraph 
S23.8 of the PD further states that if a purchase undertaking 
(wa’d) is employed, IFI shall document the purchase 
undertaking provided by the customer separately from 
murabahah contract. IFI must ensure that the purchase 
undertaking document is legally enforceable and provides 
adequate right for IFI to claim compensation for losses 
suffered due to any breach of terms by the customer.  
The above suggests that wa’d should be taken into 
consideration when considering the contractual terms of the 
MPO contract. 
 

138. View 2: Wa’d is not binding as it is only a promise. If the 
customer backs off, the IFI will need to sell the asset back to 
the market and assumes the risk of holding the asset (market 
risk). Therefore, this view does not consider wa’d in the 
overall transaction and hence believes that the IFI is the 
owner of the asset even for that short period of time which 
may result in the asset being in the IFI’s financial statements 
prior to the sale. 
 

139. Since MPO involves a linked sale and purchase contracts, the 
review noted that it is important that the assessment of the 
appropriate accounting standards be considered in relation to 
the overall economic effect of those contracts.  
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140. As stated in paragraph 123 of MFRS 101 (in part): 
“In the process of applying the entity’s accounting policies, 
management makes various judgements, apart from those 
involving estimations, that can significantly affect the amounts 
it recognises in the financial statements. For example, 
management makes judgements in determining:  

(a) …. 
 

(b) when substantially all the significant risks and rewards of 
ownership of financial assets and lease assets are 
transferred to other entities;  
 

(c) whether, in substance, particular sales of goods are 
financing arrangements and therefore do not give rise to 
revenue; and 
 

(d) …” 

 
Consideration 3: Does MPO financing meet the SPPI 
test under MFRS 9? 

 
141. The contractual cash flows for an MPO contract is likely 

to pass the SPPI test if the profit/mark-up represents 
consideration for time value of money, credit risk and 
profit margin.  
 

Explanation  
 
142. An MPO contract that does not fall within the scope of 

MFRS 15 is likely to be accounted for under MFRS 9. Under 
MFRS 9, the IFI needs to determine if the contractual cash 
flows of the receivable/financing meet the SPPI test. In this 
case, the review noted that the basis of determining the price 
or mark-up is the key factor in assessing whether the 
contractual cash flows of an MPO represent basic lending 
arrangement.  
 

143. The PD requires the price under murabahah arrangement to 
be determined and mutually agreed at the time of entering into 
the contract. Paragraph 14.3 of the PD further allows the 
mark-up to be determined either (i) in the form of an absolute 
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amount or a certain percentage of the acquisition cost or (ii) a 
reference rate such as the Base Lending Rate (BLR), the 
Base Financing Rate (BFR), Kuala Lumpur Interbank Offered 
Rate (KLIBOR) or Cost of Funds (COF).  

 

144. If the mark-up is determined based on any of the methods 
stated in paragraph G14.3 of the PD (i.e. consideration for 
time value of money, credit risk and profit margin), the cash 
flows of the MPO contract do reflect basic lending 
arrangement.  
 

145. If the mark-up is determined using other methods which are 
not consistent with a basic lending arrangement, the 
contractual cash flows may not pass the SPPI test and hence, 
the MPO contract will need to be measured at fair value.  

 
146. Other than ‘price’ factor, the review also noted that an MPO 

contract will include a clause on ibra’ for any early settlement. 
The existence of ibra’ may evident that MPO is a basic lending 
arrangement as the customer does not need to compensate 
the IFI for anything other than time value of money, credit risk 
and profit margin.  

 

Tawarruq  
 

Definition 
 
147. Paragraph S9.1 of the PD provides the following definition: 
 

“A tawarruq consists of two sale and purchase contracts. The 
first involves the sale of an asset by a seller to a purchaser on 
a deferred basis. Subsequently, the purchaser of the first sale 
will sell the same asset to a third party on a cash and spot 
basis”. 
 

148. Diagrams below indicate financing and deposit structures of 
tawarruq.   
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Tawarruq financing 
 

 

 Explanatory notes: 
 

A customer requires financing of RM100,000 from the IFI. 
Upon this request, the IFI executes the tawarruq 
arrangement. 
 

Step 1: The IFI purchases the asset with selling price of 
RM100,000 from Asset Supplier 1. 

Step 2: The IFI pays cash to Asset Supplier 1. 

Step 3: Subsequently, the IFI sells the asset to the 
customer at an agreed selling price of RM120,000 
(RM100,000 + profit RM20,000). 

Step 4: Customer makes deferred payments through 
monthly instalments for a period of 5 years. 

Step 5: Subsequently, the customer appoints the IFI as its 
agent to sell the asset to Asset Supplier 2 on spot at 
selling price of RM100,000. 

Step 6: The customer obtains a cash of RM100,000 
required for financing. 
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Tawarruq deposit 
 
 

 
 
Explanatory notes: 
 

A customer makes a fixed deposit placement of RM100,000 
with the IFI for a 90-day period. Upon this request, the IFI 
executes the tawarruq arrangement. 
 

Step 1: The customer appoints the IFI as his agent to 
purchase the asset from Asset Supplier 1 with selling 
price of RM100,000. 

Step 2: The IFI uses the cash deposit placed by customer to 
pay for the purchase. 

Step 3: Subsequently, the IFI customer appoints the IFI as 
ihis agent to sell the asset to the IFI itself at an 
agreed selling price of RM100,863 (RM100,000 + 
profit RM863, i.e. 3.5% per annum). 

Step 4: The IFI makes deferred lumpsum payment to customer 
upon maturity of the deposit placement. 

Step 5: Subsequently, the IFI sells the asset to Asset 
Supplier 2 on spot at selling price of RM100,000. 

Step 6: The IFI obtains cash of RM100,000 as per the 
deposit placement. 

Source: Appendix 3 of the Tawarruq policy document.  
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Common products in the market 
 

149. The review noted that tawarruq contract is commonly applied in: 

(a) Tawarruq financing; 

(b) Tawarruq deposits; 

(c) Tawarruq trade lines; 

(d) Treasury products - money market, derivatives and 
structured products; and 

(e) Sukuk (not covered by the PD) 
 

Main principles of the PD 
 

150. The following table summarises the main principles of 
tawarruq as prescribed by the PD. 

 

Paragraphs Excerpts 

S10.1 Each sale and purchase contract in the 
tawarruq is binding in nature and shall not 
be terminated unilaterally by any of the 
contracting parties.  

S10.2 The common inherent nature of each sale 
and purchase contract in the tawarruq is the 
transfer of ownership of the asset from the 
seller to the purchaser for a consideration.  

S11.1  The contracting parties to each sale and 
purchase contract in the tawarruq shall be a 
seller and a purchaser.  

S11.2 In relation to paragraph 11.1, the seller in 
the first sale and purchase contract shall 
not be the purchaser in the second sale and 
purchase contract in the same tawarruq. 

S13.1  An asset which is eligible to be used as the 
subject matter of a tawarruq shall either be 
a tangible or an intangible asset provided 
that the asset is:  
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Paragraphs Excerpts 

(a) recognised by Shariah as valuable, 
identifiable and deliverable; and  

(b) already in existence and owned by the 
seller in each respective sale and 
purchase contracts involved.  

S13.7 Transfer of ownership from the seller to the 
purchaser shall take effect upon entering 
into a valid sale and purchase contract; 
notwithstanding there is no registration of 
legal ownership to the purchaser.  

S13.8 The purchaser shall take possession of the 
asset before the asset can be sold to a third 
party. 

S13.9 Possession of the asset shall either be in 
the form of qabd haqiqi (physical 
possession) or qabd hukmi (constructive 
possession).  

S13.10 Possession of the asset shall take effect 
upon takhliyah (the seller releasing the 
asset to the purchaser) through any 
mechanism permitted by Shariah including 
`urf tijari (customary business practice) in 
order for tamkin (the purchaser would have 
access to the asset) to take place and for 
the purchaser to assume its ownership risk. 

S13.11 The seller shall be liable for any loss or 
damage of the asset before the purchaser 
takes possession of the asset.  

S13.12 Any defect in the asset which occurred 
before entering into any sale and purchase 
contract in the tawarruq discovered by the 
purchaser after the execution of the 
contract shall entitle the purchaser to the 
khiyar al-`ayb (defect option). 

G13.16 Notwithstanding paragraph 13.12, the 
contracting parties may mutually agree for 
the seller to waive liability for any defect on 
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Paragraphs Excerpts 

the asset before entering into the sale and 
purchase contract. 

S14.1  The price used for each sale and purchase 
contract in the tawarruq shall be determined 
and be mutually agreed by the contracting 
parties at the time of entering into each of 
the respective sale and purchase contract.  

S14.2 Where the sale and purchase contract in 
the tawarruq is on a murabahah basis, the 
requirements on price in the murabahah 
sale shall be complied with, including of 
disclosure of cost and profit.  

S16.15 Where a sale and purchase contract in the 
tawarruq is executed by the agent on a date 
later than the date on which the fund is 
received from the principal, the following 
requirements shall be observed: 

(a) the fund must be held based on 
amanah (trust) by the agent; and 

(b) both the agent and principal must 
ensure that funds received from the 
principal shall not be treated as qard to 
the agent prior to the purchase of the 
underlying asset. 

S16.16 Notwithstanding paragraph 16.15, in a 
situation where the funds need to be 
treated as qard to the agent due to 
necessity and tabi’ (unavoidable incidental 
circumstances), such treatment is 
allowed.23 

                                                      
23   The review noted that BNM SAC has issued a ruling that the IFI is allowed 

to treat the fund received as an “incidental qard”. This ruling allows the 
IFI to treat the fund as qard without a separate qard contract with the 
customer. [Source: BNM SAC ruling, 178th meeting dated 25 July 2017]  
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Paragraphs Excerpts 

G18.1 In a tawarruq, the purchaser may provide a 
promise to purchase the asset from the 
seller upon its acquisition from a third party. 

S18.2 The tawarruq shall not contain any 
condition that requires the purchaser to 
promise that the asset will be sold to a third 
party. 

S25.21 In line with paragraph 16.15, where the IFI 
as an agent is not able to execute the 
tawarruq on the same day, the IFI shall 
comply with the requirements of amanah 
(trust) and segregate the funds received 
from other funding sources. 

S25.22 Notwithstanding paragraph 25.21 and 
pursuant to paragraph 16.16, the IFI as an 
agent shall be allowed to treat the funds 
received as qard when the IFI is not able to 
execute the tawarruq on the same day due 
to the following circumstances: 

(a) normal close of business/operation 
including public holidays and other 
state holidays; 

(b) unexpected disruptions to operation 
e.g. system breakdown, force majeure 
event, unexpected holiday; or 

(c) reasonable period required for the 
processing of tawarruq application from 
the customer which shall be no later 
than 3 working days from the date that 
the funds were received  
i.e. T+2. 

Accounting considerations 
 

151. Tawarruq, as defined by the PD consists of two sales and 
purchase contracts. The first leg is the sale of an asset by a 
seller to a purchaser on a deferred basis. In the second leg, 
the purchaser will sell the same asset to a third party on a 
spot basis for cash.  
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Consideration 1: Does tawarruq fall within the scope 
of MFRS 15?  

 
152. Tawarruq represents a tripartite agreement which uses 

murabahah as the underlying contract. Therefore, the 
preceding considerations under murabahah apply to 
tawarruq. Similar to an MPO, a tawarruq financing may 
not be within the scope of MFRS 15 as the IFI is less likely 
to have control over the underlying asset and the asset 
is mainly used to facilitate the objective of financing. 
 

Explanation 
 
153. In a tawarruq financing arrangement where an IFI acts as the 

“seller”, the IFI is required to own the assets along with all 
risks and rewards incidental to ownership - prior to selling it to 
the customer. hence, the IFI needs to assess if the sale 
contract falls within the scope of MFRS 15. 

 
154. MFRS 15 shall be applicable to all contracts with customers 

except for contracts listed in paragraph 5 of MFRS 15, i.e. 
lease contracts, insurance contracts, financial instruments 
contracts and non-monetary exchanges between entities. 
Since the nature of tawarruq is buy-and-sell, it follows that 
tawarruq may be within the scope of MFRS 15.  

 
155. However, for the purpose of applying the Standard, MFRS 15 

defines customer as a party that has contracted with an entity 
to obtain goods or services that are an output of the entity’s 
ordinary business activities in exchange for consideration. 
 

156. The IFI must also consider whether it ‘controls’ the underlying 
asset of the tawarruq in the assessment of applicability of 
MFRS 15. 
 

157. The revenue recognition principle in MFRS 15 is that an entity 
recognises revenue when the customer obtains control of the 
goods or services. Therefore, it is understood that for a 
contract to be within the scope of MFRS 15, an entity must 
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first obtain control of the goods or services before it could be 
transferred to the customer.  
 

158. In the case of a tawarruq financing, it is critical for an IFI as 
the ‘seller’ to establish if it has control of the asset before it is 
sold to the customer. As discussed above, if an IFI purchased 
the asset even before there is a commitment from the 
customer to purchase it (for financing purpose), the tawarruq 
may be within the scope of MFRS 15. This is mainly because 
the sale of asset is arguably the IFI’s ordinary business 
activities in exchange for consideration. 

 
159. The review also noted that in general, the IFI will not enter into 

a tawarruq without a prior binding promise from the customer 
to buy the asset acquired by the IFI at a later date. Therefore, 
in this case, the purchase and sale transactions of the 
tawarruq does not form part of the IFI’s ‘ordinary business 
activity’.  
 

160. Wa`d in tawarruq may reduce the IFI’s exposure to inventory 
risk but paragraph S18.2 of the PD prescribes that the 
tawarruq shall not contain any condition that requires the 
purchaser (customer) to promise that the asset will be sold to 
a third party. Theoretically, this indicates that the customer 
has the option not to continue with the second leg of the 
transaction and this would require the IFI to hold the asset 
before it is put back to the market. 

 
161. The review also noted that some IFIs will enter into a binding 

bilateral wa’d (muwa’adah) with the customer as a form of risk 
mitigation. In this case, both parties would agree to buy and 
sell the asset at the second leg, hence reducing the IFI’s 
exposure to inventory risk.  
 

162. With regard to timing, the PD prescribes what is considered 
to be the ‘customary business practice’ for a tawarruq 
transaction.  

 
163. Paragraph S25.22 states ‘reasonable period’ shall be no later 

than 3 days from the funds were received, i.e. T+2. The 
‘reasonable period’ takes into account that in normal cases, 
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tawarruq transaction (first and second leg) can be completed 
within the same day as the transactions are largely performed 
on an electronic trading platform. One of the common 
platforms is Bursa Suq Al Sila (BSAS), a wholly-owned 
subsidiary of Bursa Malaysia. Additionally, there is no Shariah 
prohibition on ‘momentarily’ ownership as the PD states that 
possession of the tawarruq asset can either be in the form of 
physical possession or constructive possession.  

 
164. Paragraph S15.5 of the PD disallows for the tawarruq contract 

to contain provision that restrict the purchaser from taking 
delivery of the asset. This paragraph requires an IFI to 
assume the obligation to deliver the asset to customer and 
hence increases the potential risk associated with holding the 
asset before its delivery to the customers. Operationally, 
some IFIs would arrange a binding wa’d with the customer as 
a risk mitigating mechanism.  
 

165. As the IFI must have possession of the asset (physical 
possession or constructive possession) even for a very short 
period, with all the risk and rewards incidental to ownership 
before subsequent sale; one may argue that the tawarruq 
should first pass through MFRS 15, before it is reported as a 
receivable under MFRS 9. However, it must be noted that 
ownership here may not mean control from the perspective of 
MFRS 15 (which refers to the ability to direct the use of, and 
obtain substantially all of the remaining benefits from, the 
asset.) 

 
166. Although tawarruq involves sales and purchase contracts, 

they are executed to meet the objective of a financing to the 
customer. Generally, the customer does not expect delivery 
of the underlying asset (goods or services within the context 
of MFRS 15) but cash i.e. for financing purpose. The sales 
and purchase of assets in a tawarruq contract may not be 
considered as the IFI’s ordinary activities as these activities 
were only incidental to achieve the objective of financing. 
Therefore, tawarruq contract may not be within the scope of 
MFRS 15.  
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Consideration 2: Does tawarruq financing meet the 
SPPI test under MFRS 9? 

 
167. In the assessment of the SPPI test, the IFI needs to 

determine whether contractual cash flows from tawarruq 
financing is consistent with a basic lending arrangement. 
In a basic lending arrangement, consideration for the 
time value of money and credit risk is typically the most 
significant element of ‘interest’. Generally, tawarruq 
financing contract will pass the SPPI test as it is priced 
according to base financing rate.  

 

Explanation 
 

168. When an IFI concludes that tawarruq is a financial asset 
under MFRS 9, the next consideration is to determine the 
classification of the asset, i.e. at amortised cost or fair value. 
The classification at amortised cost depends on two tests, 
i.e. business model test and SPPI test. Paragraph 4.1.2 of 
MFRS 9 states (in part): 

 
“A financial asset shall be measured at amortised cost if both 
of the following conditions are met: 

(a) the financial asset is held within a business model whose 
objective is to hold financial assets in order to collect 
contractual cash flows and  

(b) the contractual terms of the financial asset give rise on 
specified dates to cash flows that are solely payments of 
principal and interest on the principal amount 
outstanding.” 

 
169. If the tawarruq is priced according to a base financing rate 

(the equivalent of base rate had the financing is done under 
the conventional banking concept), arguably, the cash flows 
met the SPPI test. Additionally, BNM has mandated ibra’ for  
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all sale-based contract24. This stresses the point that the IFI’s 
contractual cash flows represent consideration for time value 
of money, credit risk and profit margin instead of consideration 
for the tawarruq assets like in the case of a sale of goods.  
 

170. If the tawarruq financing fails the SPPI test, such a financial 
asset shall be measured at fair value through profit or loss, as 
prescribed by paragraph 4.1.4 of MFRS 9. 
 

Lease-based contract: Ijarah 
 

Definition 
 
171. Paragraph S8.1 of the PD provides the following definition: 
 

“An ijarah refers to – 

(a) a lease contract that transfers the ownership of a 
usufruct of an asset to another person for a specified 
period in exchange for a specified consideration; or 

(b) a contract for hiring of services of a person for a specified 
period in exchange for a specified consideration.” 

 
172. The PD is applicable only to ijarah of category (a) as stated 

above and is not applicable to the contract of hiring of 
services. 
 

173. The PD splits ijarah into two main structures as specified in 
paragraphs 1.4 and 1.5 of the PD: 

 

“1.4  An ijarah refers to a contract that transfers ownership 
of usufruct or service for a specified period in 
exchange for a specified consideration. There are two 
main structures of the ijarah in the context of Islamic 
financial transactions, namely the primary ijarah and 
ijarah financing.” 

                                                      
24  Paragraph 6 of the BNM’s Guideline on Ibra’ (Rebate) for Sale-Based 

Financing dated 31 January 2013 states (in part): “IFIs are required to 
grant ibra’ to all customers who settle their financing before the end of 
the financing tenure …” 
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“1.5 Under the primary ijarah structure, the customer intends 
to obtain benefits from the leased asset, instead of 
committing to own the asset. As such, at the end of 
the lease period, the ownership of the asset may still 
remain with the IFI as the lessor. Meanwhile, the 
ijarah financing is structured to transfer the ownership 
of the asset to the customer at the end of the lease 
period. For this, the ijarah would be structured with 
supporting arrangements and/or other contracts to 
enable the transfer of the ownership of the leased 
asset from the IFI to the customer, for example, using 
the mechanism of hibah (gift) or bai’ (sale).” 

 

174. The diagrams below show examples of the structures of 
primary ijarah and ijarah financing: 
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Source: Appendix 3 of the Ijarah policy document. 

 
Common products in the market 
 
175. Based on discussion with WG members, ijarah contract is 

commonly applied in: 

(a) Ijarah Muntahia Bittamleek (IMB); 

(b) Al-Ijarah Thumma Al-Bai’ (AITAB) for vehicle financing; 

(c) Musharakah Mutanaqisah financing; and  

(d) Sukuk Ijarah (not covered by the PD) 

 

Main principles of the PD 
 
176. The following table summarises the main principles of ijarah 

as prescribed by the PD. 
 

Paragraphs Excerpts 

S7.1  An IFI which uses the ijarah contract for its 
products and services shall ensure that 
such products and services are in 
compliance with Part B of this policy 
document. 
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Paragraphs Excerpts 

S13.3 The asset and its usufruct shall be owned 
by the lessor. 

G13.4 The lessor may appoint the lessee or a third 
party as an agent to acquire the asset to be 
leased. 

S15.1 The lessee shall use the leased asset 
solely for the purpose that has been 
mutually agreed between the contracting 
parties which does not in contravention with 
Shariah principles. 

S15.2 If the ijarah contract does not specify the 
purpose for which the leased asset may be 
used, the lessee shall use the leased asset 
for any purpose in accordance with the `urf 
so long it does not contravene Shariah 
principles. 

S16.1 The rights and liabilities arising from the 
ownership of the leased asset shall be 
assumed by the lessor while the rights and 
liabilities arising from the usage of the 
leased assets shall be assumed by the 
lessee. 

S16.2 Risks associated with the ownership of the 
leased asset shall be assumed by the 
lessor including any loss or impairment 
relating to the leased asset. Any expenses 
incurred in maintaining the availability and 
accessibility of the usufruct of the leased 
asset shall therefore be borne by the lessor. 

G16.8 Notwithstanding paragraphs 16.1 and 16.2, 
the lessor may alternatively appoint the 
lessee to maintain the leased asset and/or 
to obtain a takaful coverage for the leased 
asset. 

S16.9 In respect of paragraph 16.8, where the 
lessor appoints the lessee to maintain the 
leased asset and/or to obtain the takaful 
coverage on its behalf, the lessee shall be 
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Paragraphs Excerpts 

entitled to recover all costs incurred for 
such maintenance from the lessor in the 
absence of any mutual agreement to the 
contrary. As such, the lessee shall 
accordingly be reimbursed by the lessor 
pursuant to any claim made by the lessee. 

G16.10 Notwithstanding paragraphs 16.8 and 16.9, 
and subject to the terms of ijarah contract, 
the contracting parties may mutually agree 
on who will bear the cost of maintenance 
and takaful coverage of the leased asset. 

G22.2 The transfer of ownership of the leased 
asset from the lessor to the lessee at the 
end of the lease period may be effected by 
way of sale, conditional hibah or promise to 
hibah.  

S22.3 The transfer of ownership of the leased 
asset from the lessor to the lessee shall be 
effected as follows:  

(a) by way of sale, where a sale contract 
shall be executed separately after the 
expiry or termination of the ijarah 
contract; 

(b) by a conditional hibah, where the 
transfer shall be effective once the 
relevant condition is fulfilled; or  

(c) by way of a promise to hibah, where 
the hibah shall be executed separately 
from the ijarah contract. 

S29.2 The roles and responsibilities of the Board 
shall include the following:  

(a) approve and oversee policies and 
procedures governing the operations 
of the ijarah financing including policies 
on−  

(i) recognition of advance rental and 
its return in the case of non-
delivery of the asset or termination 
by the customer arising from 
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Paragraphs Excerpts 

failure to meet the agreed 
specification on the asset;  

(ii) permissibility of sub-lease and 
usage of the leased asset by a 
third party; and  

(iii) repossession of the leased asset 
for ijarah financing involving 
consumer goods3 and motor 
vehicles4; and  

(b) ensure policies and procedures 
pertaining to Shariah matters are 
endorsed by the SC. 

3 Consumer goods means asset purchased 
for personal, family or household purposes. 
   

4 Motor vehicles include motor cycles, motor 
cars including taxi cabs and hire cars and 
buses.  

G30.3 The IFI may use any of the following 
mechanisms to reflect the customer’s 
intention to own the asset or the IFI’s 
intention to transfer the ownership of the 
asset to the customer upon maturity− 

(a) a wa`d to purchase by the customer or 
a third party; 

(b) a wa`d to give a hibah by the IFI; 

(c) a wa`d to sell by the IFI; or 

(d) a conditional hibah by the IFI. 

S30.6 If an ijarah contract is arranged with other 
Shariah contract, the IFI shall adopt an 
appropriate sequence of the contracts and 
concepts that is required by Shariah in the 
ijarah financing to ensure its effectiveness. 

S30.7 Where the structure of the ijarah financing 
involves a wa`d to purchase or sell as 
specified in paragraphs 30.3(a) and 30.3(c) 
respectively, the IFI shall determine and 
notify the customer on the sale price of the 
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Paragraphs Excerpts 

asset or its formula at the inception of the 
contract. 

S30.8 Where the wa`d under paragraphs 30.3(a) 
and (c) are adopted and the ijarah financing 
is used to finance the acquisition or 
refinancing of consumer goods or motor 
vehicles8, the IFI shall determine and notify 
the customer that the final instalment 
amount shall be considered as the selling 
price of the asset. 
 
8 Consumer goods and motor vehicles as 
defined in paragraph 29.2.   

G30.12 In negotiating cost of maintenance and 
takaful coverage of the leased asset, the IFI 
may take into consideration the following: 

(a) Adjusted rental 
Where the customer agrees to bear 
the cost of maintenance and takaful 
contribution for the asset, the 
customer may enjoy a lower or a 
more competitive rental; or 

(b) Total enjoyment rights 
The IFI may negotiate for the cost of 
maintenance and takaful contribution 
for the leased asset to be borne by 
the customer where the customer has 
the right to total enjoyment of the 
asset during the ijarah period as 
specified in the ijarah financing 
contract10. 

 
10 For example, in the case of an ijarah 
financing for residential house, customer 
may make modification on the house so 
long it does not impair the usufruct of the 
house and rental instalments are paid 
within the stipulated period. 
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Paragraphs Excerpts 

S30.29 As a lessor, the IFI shall ensure that it has 
relevant documentations18 evidencing its 
ownership on the asset prior to executing 
the ijarah financing contract. 
 
18 For example, purchase invoice, novation 
agreement, purchase agreement or agency 
agreement. 

 

Accounting considerations 
 
177. Currently, ijarah muntahia bittamleek (IMB)/al ijarah thumma 

al bai (AITAB) – a form of ijarah financing - is accounted for 
as a financial asset under MFRS 139 instead of a lease under 
MFRS 117.  
 

178. In Malaysia, ijarah contract in IMB and AITAB is arranged with 
other contracts or concepts such as wa’d, bai, hibah, ‘urbun 
and others. IC Interpretation 127 Evaluating the Substance of 
Transactions Involving the Legal Form of a Lease states that 
accounting shall reflect the substance of the arrangement 
where the overall economic effect cannot be understood 
without reference to the series of transactions as a whole.  
As such, the whole arrangement shall be considered. 
Paragraph 5 of IC Interpretation 127 (in part) also provides 
some indicators to demonstrate when an arrangement may 
not in substance involve a lease under MFRS 117 as follows: 

“(a) an Entity retains all the risks and rewards incident to 

ownership of an underlying asset and enjoys 

substantially the same rights to its use as before the 

arrangement; 

(b) the primary reason for the arrangement is to achieve a 

particular tax result, and not to convey the right to use 

an asset; and 

(c) an option is included on terms that make its exercise 
almost certain (e.g. a put option that is exercisable at a 
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price sufficiently higher than the expected fair value 
when it becomes exercisable).”  

 
179. Following the guidance in IC Interpretation 127, the review 

noted that IMB and AITAB are accounted for under MFRS 139 
as they met the indicators stated above. 
 

Consideration 1: Does MFRS 16 Leases apply to 
ijarah? 

 
180. MFRS 16 may apply to an ijarah if it involves a transfer of 

the right to control the use of the ijarah asset for a period 
of time in exchange for consideration.   The decision tree 
in paragraph 193 of the Report will help the IFI to 
determine if its ijarah contract is a lease contract under 
MFRS 16. If an IFI’s ijarah meets the definition of a lease, 
the IFI is more likely to be a lessor in a finance lease than 
an operating lease. In this case, the IFI’s finance lease 
receivables is subject to impairment requirements in 
MFRS 9, as required by paragraph 77 of MFRS 16. 

 

Explanation  
 
181. IC Interpretation 127 and MFRS 117 will be withdrawn once 

MFRS 16 Leases becomes effective on 1 January 2019. 
MFRS 16 provides more guidance in identifying whether a 
contract is, or contains a lease as compared to MFRS 117. 
As such, there is a need to assess whether ijarah financing 
will continue to be accounted for under MFRS 9 (the Standard 
that replaces MFRS 139) or under MFRS 16.  
 

182. MFRS 9 clearly states in its scope section that the Standard 
does not cover rights and obligations under leases to which 
MFRS 16 applies. Consequently, an IFI shall first assess 
whether ijarah financing fall under MFRS 16. The following 
sections discuss the assessment of ijarah financing to 
determine if such transaction is indeed a lease.  

 
183. Paragraph 9 of MFRS 16 states that “…A contract is, or 

contains, a lease if the contract conveys the right to control 
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the use of an identified asset for a period of time in exchange 
for consideration…”  
 
The above is further explained in paragraph B9 of MFRS 16 
where it states: 
 
“To assess whether a contract conveys the right to control the 
use of an identified asset for a period of time, an entity shall 
assess whether, throughout the period of use, the customer 
has both of the following: 

(a) the right to obtain substantially all of the economic 
benefits from use of the identified asset; and 

(b) the right to direct the use of the identified asset.” 
 

184. Paragraphs B21 to B23 of MFRS 16 provides guidance to 
determine whether a customer has the right to obtain 
economic benefits from use of the identified asset. Paragraph 
B21 states that a customer can obtain economic benefits from 
use of an asset directly or indirectly in many ways, such as by 
using, holding or sub-leasing the asset. 
 

185. In the case of ijarah financing, it is clear that customer has the 
right to obtain economic benefits by having exclusive use of 
the asset throughout the agreed period. The PD imposes a 
requirement for the IFI to ensure that customer has access to 
the usufruct of the identified asset during the lease period. In 
addition, the PD also allows customer to sub-lease the 
identified asset although customer is required to obtain 
permission from IFI to sub-lease [paragraph S30.31(c)(v)].  

 
186. Paragraph B24 of MFRS 16 clarified that a customer has the 

right to direct the use of an identified asset throughout the 
period of use only if either: 

 

“(a) the customer has the right to direct how and for what 
purpose the asset is used throughout the period of use; 
or 

(b) the relevant decisions about how and for what purpose 
the asset is used are predetermined and: 
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(i) the customer has the right to operate the asset (or to 
direct others to operate the asset in a manner that it 
determines) throughout the period of use, without the 
supplier having the right to change those operating 
instructions; or 

(ii) the customer designed the asset (or specific aspects 
of the asset) in a way that predetermines how and for 
what purpose the asset will be used throughout the 
period of use.” 

 
187. In determining how and for what purpose the asset is used as 

required under paragraph B24(a), paragraph B25 states that 
“in making this assessment, an entity considers the decision-
making rights that are most relevant to changing how and for 
what purpose the asset is used throughout the period of use. 
Decision-making rights are relevant when they affect the 
economic benefits to be derived from use”.  
 

188. Paragraph B26 further quoted a few examples of decision 
making rights that, depending on the circumstances, grant the 
right to customer to change how and what purpose the asset 
is used, which include: 

(a) Rights to change the type of output that is produced by 
the asset; 

(b) Rights to change when the output is produced; 

(c) Rights to change where the output to produced; and 

(d) Rights to change whether the output is produced, and 
the quantity of that output. 
 

189. The review noted that based on products available in the 
market, the economic benefit from ijarah financing is mainly 
from the usage of the ijarah asset. Customers, would most of 
the time, have the rights to determine when to use the asset, 
how the asset would be used i.e. for customers’ own usage 
or for sub-lease and where the asset will be used. 

  
190. However, such rights may be restricted in the future following 

the requirements in the PD where: (i) customer has the 
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responsibility to notify the IFI where there is a change in the 
location of a moveable asset [paragraph S30.31(c)(vi)], (ii) 
customer to seek permission to sub-lease the asset or a third 
party to utilise it [paragraph S30.31(c)(v), and (iii) customer to 
seek permission from IFI if the asset is to be used for other 
purpose from that has been mutually agreed/customary 
practice [paragraph S15.3].  
 

191. Nevertheless, it can also be argued that the imposition of the 
above requirements in the PD is merely reflecting the 
protective rights of the IFI on the identified asset. Accordingly, 
customers would still have the right to direct the use of the 
identified asset. This is consistent with the clarification 
provided in paragraph B30 of MFRS 16 where: 

 
“A contract may include terms and conditions designed to 
protect the supplier’s interest in the asset or other assets, to 
protect its personnel, or to ensure the supplier’s compliance 
with laws or regulations. These are examples of protective 
rights. For example, a contract may (i) specify the maximum 
amount of use of an asset or limit where or when the customer 
can use the asset, (ii) require a customer to follow particular 
operating practices, or (iii) require a customer to inform the 
supplier of changes in how an asset will be used. Protective 
rights typically define the scope of the customer’s right of use 
but do not, in isolation, prevent the customer from having the 
right to direct the use of an asset.” [Emphasis added] 
 

192. With regard to the requirement in paragraph B24(b)(ii) of 
MFRS 16, the requirement is applicable in limited scenario 
where customers are involved in designing the asset (or 
specific aspects of the asset) in a way that predetermines how 
and for what purpose the asset will be used throughout the 
period of use. This may be the case for specialised equipment 
and machinery such as military and marine tank. 

 
193. The following flowchart from MFRS 16 may assist IFI in 

making the assessment of whether a contract is or contain a 
lease. 
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Consideration 2: Does ijarah meet the SPPI test under 
MFRS 9? 

 

194. If the IFI determines, based on the above facts and the 
requirements of MFRS 16 that ijarah is not a lease 
contract, MFRS 9 is likely to apply. Under MFRS 9, the IFI 
needs to consider the SPPI test for the purpose of 
amortised cost classification (assuming business model 
test to hold the asset to collect contractual cash flows is 
met). For the purpose of SPPI test, paragraph 4.1.3 (b) of 
MFRS 9 states: 

 

“interest consists of consideration for the time value of 
money, for the credit risk associated with the principal 
amount outstanding during a particular period of time 
and for other basic lending risks and costs, as well as a 
profit margin…” 
 

Explanation  
 

195. Based on the current practice of an ijarah financing in 
Malaysia such as al ijarah thumma al bai (AITAB), the IFI 
seems to be exposed mainly to credit risk. Therefore, it is 
likely that the financing meets the SPPI test under MFRS 9. 

 
196. Some fact patterns which may support the argument that the 

IFI’s exposure is mainly to credit risk are as follows: 

(a) Customer maintains the ijarah asset and bear the related 
costs and expenses in maintaining the, including to 
obtain the takaful coverage without much interference 
from the IFI; 

(b) Customers is held liable for any loss, damage or 
impairment of the ijarah asset; 

(c) Ijarah financing contract is normally arranged with wa’d 
(promise) whereby either the lessor will transfer or sell 
the leased asset to the customer upon expiry of the lease 
period/early termination or the customer will purchase 
the asset upon occurrence of an event. This evidences  
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that the IFI does not have any intention to own the leased 
asset and the leased asset is merely used to facilitate the 
ijarah financing. 
 

197. It should be noted that paragraph 1.8 of the PD states that 
under ijarah financing, the IFI is mainly exposed to the credit 
risk of the customer. This is also supported by the 
requirement in the PD that the customer is liable to 
compensate the IFI in the event where proceeds from 
liquidation is inadequate to cover claims from IFI due to 
default or breach of terms by lessee [paragraph G22.9 of the 
PD]. Moreover, any excess from the proceeds of collateral 
liquidation after deduction of claims will belong to the 
customer [paragraph S22.10 of the PD]. These may indicate 
that the ijarah financing passes the SPPI test hence be 
measured at amortised cost. 

 

Consideration 3: Disclosure on ownership of ijarah 
asset under financing  

 
198. Paragraph S33.1 requires IFI to disclose the following 

information in additional notes to the financial statement: 

(a) assets funded under this mode of financing are 
owned by the IFI throughout the tenure of the ijarah 
financing; and 

(b) ownership of the assets will be transferred to the 
customer via suitable mechanism at the end of the 
ijarah financing. 

 

Explanation  
 
199. The review noted that the disclosure is required to clarify the 

Shariah aspect of an ijarah, whereby a lessor must own the 
ijarah asset throughout the ijarah period, hence enable users 
of the financial statements to recognise and understand ijarah 
financing transactions. 
 

200. The review also noted that, currently, the disclosure 
requirement above has already been met by IFI in its financial 
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statements. For example, the following is an extraction of a 
disclosure made by an IFI in its financial statements: 
 
“Ijarah is a contract of lease ending with transfer of ownership 
from the lessor to the lessee either in the form of gift or sale 
transaction based on agreed terms and conditions. There are 
two contracts in this arrangement. The first contract is ijarah 
where the lessee enjoys the usufruct of the assets at an 
agreed rental during an agreed period while the ownership 
remains with the lessor. The second contract is to transfer the 
ownership of the assets which may takes place at the end of 
the ijarah tenure or at any point of time during the tenure 
subject to the agreed terms and conditions between the 
contracting parties. Income is recognised on effective profit 
rate basis over the lease term.” 

 
201. Despite the above, the review also noted that there are 

discussions about the legal aspects of an ijarah financing that 
is used in a hire purchase. On one hand, the Hire Purchase 
Act 1967 recognises the IFI/financing bank as the owner 
whilst the customer as the hirer. This is consistent with the 
requirement of the PD. On the other hand, the Road Transport 
Act 1987 recognises the customer as the owner of any vehicle 
registered under his name.  

 
202. The review is uncertain whether the legal issues will have any 

impact to the disclosure in the financial statements as 
required by the PD. As far as accounting for ijarah is 
concerned, the legal issues may have less impact as 
accounting looks at ‘control’ and put less emphasis on legal 
title. Paragraph B45 of MFRS 16 states: 

“A lessee may obtain legal title to an underlying asset before 
that legal title is transferred to the lessor and the asset is 
leased to the lessee. Obtaining legal title does not in itself 
determine how to account for the transaction.” 
 

203. Additionally, the review also noted that the disclosure 
requirement by the PD is meant to clarify or re-emphasise the 
Shariah aspect of ijarah financing. 
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Consideration 4: How IFI accounts for ijarah under  
MFRS 16 from lessee’s perspective?’ 

 
204. When an IFI enters into an ijarah contract as a ‘lessee’, 

MFRS 16 requires lessee to recognise right-of-use (ROU) 
asset with a corresponding lease liability in its financial 
statements. This is the major change in MFRS 16 as 
compared to the existing requirements for lessee 
accounting under MFRS 117.  

 
205. ROU asset shall be treated similar to any fixed asset of an IFI 

and shall be depreciated and tested for impairment, similar to 
the requirement of MFRS 116 Property, Plant and Equipment.  

 
206. The review noted that the recognition of ROU asset will result 

in higher capital requirement of the IFI but the increase in 
capital is not likely to be material. 

 

Construction-based contract: Istisna’ 
 

Definition 
 
207. Paragraph S9.1 of the PD provides the following definition: 

 
“Istisna` refers to a contract which a seller sells to a purchaser 
an asset which is yet to be constructed, built or manufactured 
according to agreed specifications and delivered on an agreed 
specified future date at an agreed pre-determined price.” 
Below is the illustration of an istisna’ structure. 
 

 
 



Review of BNM Shariah Policy Documents from a Financial 

Reporting Perspective 

 

95 
 

Source: Appendix 3 of the Istisna’ policy document. 

Common products in the market 
 
208. Based on discussion with WG members, istisna’ contract is 

less common in Malaysia but it has been applied in: 

(a) Istisna’ Wa Ijarah; 

(b) Project Financing/Bridging; and 

(c) Sukuk istisna’ (not covered by the PD) 
 

Main principles of the PD 
 
209. The following table summarises the main principles of istisna’ 

as prescribed by the PD. 

Paragraphs Excerpts 

S14.1 The istisna` asset is the subject matter of 
the contract, to be constructed, built or 
manufactured by the seller on the instruction 
of or at the request of the purchaser 
according to mutually agreed specifications. 

S15.1 Pending delivery of the istisna` asset, 
ownership remains with the seller. 
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Paragraphs Excerpts 

S15.2 Ownership of the istisna` asset must 
transfer from the seller to the purchaser 
upon the purchaser taking possession of the 
istisna` asset that meets the agreed 
specifications. 

S15.3 Possession of the istisna` asset must take 
effect by the seller releasing the asset 
(takhliyah) to the purchaser through any 
mechanism permitted by Shariah including 
customary business practice (`urf tijari) so 
that the purchaser would have an access to 
the istisna` asset (tamkin) and would have 
assumed its ownership risk. 

G16.3 The agreed price of the istisna` asset may 
be revised after entering into the istisna` 
contract and before delivery of the istisna` 
asset to the purchaser due to the following 
circumstances: 

(a) a reduction in the cost of constructing, 
building or manufacturing of the istisna` 
asset. In this case, the seller may 
reduce the istisna` selling price 
accordingly. 

(b) an increase in the cost of constructing, 
building or manufacturing of the istisna` 
asset. In this case− 

(i) the purchaser may agree to revise 
the agreed price of the istisna` 
asset to effect the transfer of the 
cost to the purchaser; or 

(ii) the purchaser does not agree to 
revise the agreed price. 

(c) the purchaser requests for a change in 
the agreed specifications of the istisna` 
asset. In this case, if the seller agrees 
to the purchaser’s request, the 
contracting parties may agree to revise 
the agreed price. 
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Paragraphs Excerpts 

S16.4 In relation to paragraph 16.3(b)(ii), the seller 
must bear the increased cost of 
constructing, building or manufacturing of 
the istisna` asset. 

S17.7 Delay in the agreed delivery period must 
entitle the purchaser to claim actual loss or 
damage from the seller as a result of the 
latter’s failure to deliver on time. 

G30.3 In the event of demise (in the case of 
individuals) or dissolution (in the case of 
legal entities) or loss of legal capacity of the 
seller, the purchaser may exercise the 
following options: 

(a) take possession of the istisna` asset on 
an as-is basis; or 

(b) notwithstanding paragraph 30.1, 
dissolve the istisna` contract 
unilaterally. 

 

Accounting considerations 
 

Consideration 1: Does istisna’ contract fall within the 
scope of MFRS 15? 
 

210. Istisna’ by nature is a sale contract whereby the 
underlying asset is yet to be built, constructed or 
manufactured. Therefore, an IFI needs to establish 
whether the contract meets the definition of a contract 
with a customer for the purpose of MFRS 15. 
 

Explanation  
 
211. In the case of the istisna' as shown above where the IFI buys 

the property under construction and sell it to the customer 
upon completion, the contract seems to be a contract with a 
customer under MFRS 15. In this case, the IFI’s ‘performance 
obligation’ is to deliver the completed property to the 
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customer, as opposed to merely providing finance. 
Performance obligation is defined by MFRS 15 as: 

 
“A promise in a contract with a customer to transfer to the 
customer either: 

(a) a good or service (or a bundle of goods or services) that 
is distinct; or 

(b)  a series of distinct goods or services that are 
substantially the same and that have the same pattern 
of transfer to the customer.” 

 
212. Therefore, if MFRS 15 applies, the IFI needs to follow the  

5-step revenue recognition model to determine whether the 
revenue should be recognised at a point in time or over time. 

 
213. The next consideration for MFRS 15 is on the timing of the 

revenue recognition, i.e. whether the customer will obtain 
control of an istisna’ asset at a point in time or over time. 
Consequently, the IFI will recognise revenue either in full at a 
point in time or over time – depending on how the 
performance obligation is satisfied.  

 
214. The review noted that this type of istisna’ is not common in 

the market. A more common type of istisna’ is when the IFI 
enters into a parallel istisna’ with another contractor to 
transfer the construction and all other associated risks. In this 
case, MFRS 9 would likely to apply for the financing contract 
between the IFI and the customer.   
 

Loan contract: Qard 
 

Definition 
 
215. Paragraph S8.1 of the PD defines qard as “a contract of 

lending money by a lender to a borrower where the latter is 
bound to repay an equivalent replacement amount to the 
lender”. 

 
In addition, paragraph G8.2 states that money may include 
cash in any currency, gold or silver. 
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Common products in the market 
 
216. The review noted that qard is commonly applied in: 

(a) Deposits from customer (replace Wadi’ah Yad 
Dhammanah); 

(b) Financing to customers (Credit Card); and 

(c) Takaful (as a top-up from the operator to the funds) 
 

Main principles of the PD 
 
217. The following table summarises the main principles of qard as 

prescribed by the PD. 
 

Paragraphs Excerpts 

S9.1 A qard contract is established when 
ownership of a sum of money belonging to 
the lender is transferred to the borrower and 
the borrower is obliged to repay the lender in 
full. 

S14.1 The qard contract must not contain any 
contractual benefit to the lender. This 
includes–  

(a) execution of contracts for sale of assets 
conditional on the purchaser (borrower) 
borrowing money from the seller 
(lender);  

(b) pre-agreed periodic rebate (ibra’) to the 
purchaser on the instalment of a 
deferred selling price which is linked to 
the qard contract from the purchaser to 
the seller;  

(c) any form of incentives based on a 
binding promise (wa`d mulzim) to a 
lender to enter into a qard contract; or  

(d) hibah granted by the borrower to the 
lender in the form of cash, in kind or 
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Paragraphs Excerpts 

benefit that is conditional to the qard 
contract.  

S14.4 Identified services, facilities or privileges 
provided by the borrower which are not 
exclusive to the lender shall not be construed 
as contractual benefit to the lender and are 
permissible.  

S14.5 The borrower under a qard contract must not 
grant hibah that is conditional to the qard 
contract to the lender, in the form of cash, in 
kind or benefit. 

S14.10 The money borrowed under the qard contract 
must be repaid according to the agreed term 
of the qard contract or, in the event that there 
is no such term, at the request of the lender. 

G15.1 A lender in a qard contract may impose an 
ujrah in exchange of providing identified 
services, benefits, facilities or privileges 
which are in accordance with paragraph 14.4. 

S15.2 In relation to paragraph 15.1, the identified 
services, benefits, facilities or privileges must 
be Shariah compliant and must not in any 
way be related to the qard contract or 
provided exclusively to the lender. 

S15.3 The lender must not charge ujrah for 
providing the identified services, benefits, 
facilities or privileges that relate to the qard 
contract. 

G15.4 Notwithstanding paragraph 15.3, the lender 
may impose charges to cover the direct costs 
of providing the identified services, benefits, 
facilities or privileges that relate to the qard 
contract. 

S15.7 The ujrah must not be imposed on loan 
extension, delay in loan repayment or 
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Paragraphs Excerpts 

exchange of cash with cash at a different 
value (cash back services). 

S16.1 A qard contract completes upon fulfilment of 
all obligations of the contracting parties under 
the qard contract, which include settlement of 
the qard amount either by way of– 

(a) full settlement of the qard amount at 
maturity; 

(b) early settlement through mutual 
agreement of the contracting parties; 

(c) full transfer of the obligation of the 
borrower to pay the qard amount to a 
third party; 

(d) full waiver by the lender of his right to 
receive the qard amount; or 

(e) full set-off (muqassah) of the qard 
amount between the contracting 
parties. 

 

Accounting considerations 
 

Consideration 1: How should qard be measured 
under MFRS 9? 

 
218. Qard deposits will be measured at amortised cost in 

accordance with MFRS 9 and there is no change in the 
principles for financial liabilities from MFRS 139 to 
MFRS 9. Paragraph S14.10 of the PD states that money 
borrowed under qard must be repaid according to the 
agreed terms, if not at the request of the customer. In this 
case, the IFI seems to have contractual obligation to 
return the money to the customer as and when required, 
hence qard meets the definition of financial liability under 
MFRS 132 and it is likely to be measured at amortised 
cost, instead of fair value. 
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Consideration 2: How to account for qard in takaful 
operator’s financial statements?  

 
219. Qard is also applicable to the takaful industry whereby 

qard is provided by the takaful operator (TO) to its takaful 
funds (TF) which are in deficit as required by Section 95 
of Islamic Financial Services Act 2013 (IFSA). 
 

Explanation  
 

220. In practice, qard is measured at cost less any accumulated 
impairment losses in accordance with MFRS 127 Separate 
Financial Statements25. Since takaful operator prepares its 
financial statements using columnar format, qard is presented 
as a receivable in the TO’s column and as payable in the TF’s 
column. 

221. Therefore, in the overall takaful operator’s financial 
statements, qard is eliminated unless when qard is written off, 
it will be recognised as an expense to the TO. 

 
Consideration 3: Does qard meet the SPPI test? 

 
222. The review noted that if a qard contract stipulates 

repayment terms, it may pass the SPPI test because there 
is a repayment of principal amount and such an 
arrangement could constitute a basic lending 
arrangement.  

 

Explanation  
 
223. The review noted that qard is commonly used as the 

underlying concept for cash withdrawal in credit card product. 
In addition, the concept of ujrah is applied by the IFI as a 

                                                      
25  Please refer to MIA Guidance on Special Matter No.2 Presentation of 

Financial Statements for Takaful Companies; and Classification and 
Measurement of Qard, available at: 
http://www.mia.org.my/v2/downloads/ppt/accounting/guidance/Guidanc
e_on_Special_Matter_No_2.pdf 

 

http://www.mia.org.my/v2/downloads/ppt/accounting/guidance/Guidance_on_Special_Matter_No_2.pdf
http://www.mia.org.my/v2/downloads/ppt/accounting/guidance/Guidance_on_Special_Matter_No_2.pdf
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means to charge the customer for the utilisation of credit card. 
Other than credit card, qard is also applied in ‘staff loan’.  

 
224. Ujrah is applied in credit card facility as a mechanism to 

calculate finance income due from the customer. In this case, 
ujrah that is set at the beginning of the contract is adjusted 
according to the actual utilisation of the credit limit by the 
customer, via ibra’ or rebate. The amount charged 
commensurate with the principal (amount utilised by the 
customer) and time, i.e.  the current charge will be accumulated 
with future charges as a total financing due from the customer. 
Therefore, it appears that ujrah in this case is integral to the 
effective profit rate, which is applied to calculate finance income 
on the financing amount. Therefore, qard contract that is used 
as financing with ujrah may meet the SPPI test for the 
amortised cost measurement under MFRS 9. 
 

225. Based on the reading of the MFRS 9, SPPI represents cash 
flows that are solely payment of principal and interest on the 
principle amount outstanding on specified dates. In this case, 
principle is the fair value of the financial asset at initial 
recognition and ‘interest’ is; 
 
“consideration for the time value of money, for the credit risk 
associated with the principal amount outstanding during a 
particular period of time and for other basic lending risks and 
costs, as well as a profit margin”. 

 
226. Paragraph 14.10 of the PD states: “The money borrowed 

under the qard contract must be repaid according to the 
agreed term of the qard contract or, in the event that there is 
no such term, at the request of the lender.” 
 
Therefore, if a qard contract stipulates repayment terms, it 
may pass the SPPI test because there is a repayment of 
principal amount and such an arrangement could constitute a 
basic lending arrangement. 
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Consideration 4: How to present incidental qard 
arising from tawarruq? 

 
227. The review also noted that tawarruq deposits shall be 

classified as qard (liability) in between the interval of the IFI 
receiving money from customer and the time that the tawarruq 
is transacted at the commodity platform such as BSAS. In this 
regard, BNM SAC has ruled that such a qard can be 
construed as incidental qard and it does not necessarily 
require a separate contract26. In this regard, the review noted 
that such classification may not affect the accounting 
consideration as the original contractual terms remain as 
tawarruq.  
 

Other contracts (Kafalah, Wakalah, Hibah, Wadi’ah, and 
Wa’d) 
 

Kafalah 
 

Definition 
 
228. Paragraph S8.1 of the PD provides the following definition: 
 

“Kafalah refers to a contract where the guarantor conjoins the 
guaranteed party in assuming the latter’s specified liability.” 

 
Common products in the market 
 
229. The review noted that kafalah contract is commonly applied in: 

(a) Bank Guarantee-i; and 

(b) Letter of Credit-i 
 

                                                      
26  The 178th Meeting of the Shariah Advisory Council (SAC) of Bank Negara 

Malaysia dated 25 July 2017. In summary, the ruling states: ‘The SAC 
ruled that incidental qard may be concluded by conduct (mu`atah) and 
flexibility may be accorded by the regulator to allow Islamic financial 
institutions (IFI) to conclude such qard without qard documentation.’ 
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Main principles of the PD 
 
230. The following table summarises the main principles of kafalah 

as prescribed by the PD. 
 

Paragraphs Excerpts 

1.7 For the purpose of the policy document, the 
subject matter of kafalah is confined to 
financial guarantees (kafalah bi al-mal). 
Therefore, guarantee on ensuring presence 
of certain person (kafalah al-nafs) and 
appearance of certain person (kafalah al-
wajh) are excluded from the application of 
this policy document. 

S8.1 Kafalah refers to a contract where the 
guarantor conjoins the guaranteed party in 
assuming the latter’s specified liability.  

S9.1 The specific inherent nature of kafalah is to 
provide assurance on the fulfilment of an 
obligation of the guaranteed party’s liability.  

S9.2 Kafalah is binding on the guarantor. 

S14.8 If the guaranteed liability becomes claimable 
before its maturity due to the demise or 
dissolution of the guaranteed party or any 
agreed trigger events, the kafalah contract 
remains enforceable unless otherwise 
specified. 

Accounting considerations 
 

Consideration 1: Does kafalah fall within the scope of  
MFRS 9? 

 
231. Notably, financial guarantee contract may have various 

legal forms. Therefore, an IFI needs to assess whether 
the contract meets the definition of a financial guarantee 
contract under MFRS 9. For the purpose of this Report, it 
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is assumed that the financial guarantee contract is within 
the scope of MFRS 9. As such, the contract will be initially 
measured at fair value. 
 

Explanation 
 

232. Paragraph 1.7 of the PD states that for the purpose of the PD, 
the subject matter of kafalah is confined to financial 
guarantees. The review focuses accounting consideration 
when IFI is an issuer of a financial guarantee contract. 

 
233. MFRS 9 defines financial guarantee contract as: 

 
“A contract that requires the issuer to make specified 
payments to reimburse the holder for a loss it incurs because 
a specified debtor fails to make payment when due in 
accordance with the original or modified terms of a debt 
instrument.” 

 
234. Paragraph 4.2.1 (c) of MFRS 9 states that all financial 

liabilities shall be subsequently measured at amortised cost 
except for financial guarantee contract. After initial 
recognition, an issuer of a financial guarantee contract shall 
measure it at the higher of: 

(a) The amount of loss allowance (equals to the 12-month 
expected credit losses) and 

(b) The amount initially recognised (i.e. at fair value), less, 
when appropriate the amount of income recognised 
under MFRS 15. 

 
235. Expected credit losses of a financial guarantee are the cash 

shortfalls adjusted by risks that are specific to the cash flows. 
Paragraph 5.5.6 of MFRS 9 states: 
 
“For loan commitments and financial guarantee contracts, the 
date that the entity becomes a party to the irrevocable 
commitment shall be considered to be the date of initial 
recognition for the purposes of applying the impairment 
requirements.” 
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Wakalah 
 

Definition 
 
236. Paragraph S8.1 of the PD provides the following definition: 

 
 “Wakalah refers to a contract where a party, as principal 

(muwakkil) authorizes another party as his agent (wakil) to 
perform a particular task on matters that may be delegated, 
with or without imposition of a fee.” 

 

Common products in the market 
 
237. The review noted that wakalah contract is commonly applied in: 

(a) Investment Account (subject to its own operational 
requirements in another policy document which is not 
covered by the review); 

(b) Standby Letter of Credit-i/ Letter of Credit-i; and  

(c) Takaful (subject to a separate operational policy 
document which is not covered by the review) 

 

Main principles of the PD 
 
238. The following table summarises the main principles of 

wakalah as prescribed by the PD. 
 

Paragraphs Excerpts 

S9.1 The inherent nature of wakalah is the 
delegation of powers to, or authorization of, 
the agent by the principal which gives rise to 
the agent having fiduciary duties (amanah) 
towards the principal within what he has 
been authorized to do. 

S9.2 A wakalah contract shall be binding in any of 
the following situations: 

(a) the wakalah contract involves rights of 
third party; 
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Paragraphs Excerpts 

(b) the wakalah contract involves a fee 
(wakalah bi al-ujrah) to be paid to the 
agent; 

(c) the agent has commenced the work that 
he has been authorized to do and 
discontinuance of the work would cause 
the principal or the agent to suffer 
damages; or 

(d) the principal and the agent have agreed 
not to terminate the wakalah contract 
within a specified time. 

G9.3 The wakalah contract may take the following 
forms: 

(a) unrestricted agency (wakalah 
mutlaqah): an agency contract in which 
the principal appoints someone as 
agent to perform a particular task 
without any specific restriction or 
condition; or 

(b) restricted agency (wakalah 
muqayyadah): an agency contract in 
which the principal appoints someone 
as agent to perform a particular task 
with specific restriction or condition. 

S11.4 The principal must authorize the agent and 
notify him of his appointment under the 
wakalah contract. 

S11.5 If a person is acting on behalf of another 
person without wakalah contract or an 
appointed agent act beyond the scope of his 
authorization under the wakalah contract, 
such person or agent is referred to as 
unauthorized agent (fuduli). The transaction 
entered by the unauthorized agent may be 
ratified, subject to conditions stipulated 
under paragraph 16.1. 

G15.1 A wakalah contract may be arranged for a fee 
(wakalah bi al-ujrah). 
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Paragraphs Excerpts 

S16.1 In relation to paragraph 11.5, a prospective 
principal may ratify – 
(a) a sale transaction where an 

unauthorized agent sells the assets of 
the prospective principal to a third 
party; or 

(b) a purchase transaction entered into by 
an unauthorized agent only in the 
following – 

(i) the unauthorized agent purchases 
an asset using prospective 
principal’s money; or 

(ii) the unauthorized agent purchases 
an asset using his own money and 
discloses that the purchase is 
made on behalf of prospective 
principal. 

G 18.1 An agent in a wakalah contract may enter 
into a separate kafalah contract to 
guarantee the performance of a third party’s 
obligation towards the principal. 

S 18.2 Where an agent enters into a separate 
kafalah contract in accordance to paragraph 
18.1, the agent shall then assume the role of 
a guarantor (kafil). 

G20.1 A wakalah contract may be entered into for 
the purpose of investment (wakalah bi al-
istithmar). 

S20.3 In the event of agent’s misconduct, 
negligence, or breach of specified terms that 
results in a lower profit rate than the 
expected profit rate of such investment, the 
agent shall – 

(a) repay the investment capital; 

(b) pay the actual profit up to the event of 
breach; and 
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Paragraphs Excerpts 

(c) compensate such loss and damage 
which the principal is entitled to in 
accordance with paragraph 14.11. 

G20.4 For the avoidance of doubt, breach of 
specified terms referred to in paragraph 20.3 
includes, but not limited to, breach of the 
following terms: 

(a) the fund shall be invested in such a 
manner that generates a certain 
expected profit rate and the agent 
breaches that condition which results in 
a lower profit rate than the expected 
profit; and 

(b) the fund shall be invested only in a 
specific instrument or portfolio and the 
agent breaches the condition by 
investing in another instrument or 
portfolio which results in lower profit 
than the expected profit of the specified 
instrument or portfolio. 

G20.9 In the event that the actual profit is lower 
than the agreed expected profit, the agent 
may give hibah to the principal to 
compensate for the difference. 

S20.10 In connection with paragraph 20.9, such 
hibah must not be made obligatory on the 
agent. 

 
Accounting considerations 

 
239. The accounting consideration focuses on IFI’s role as an 

‘agent’ in a wakalah contract. 
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Consideration 1: How to account for wakalah when it 
is applied as financial guarantee contract? 

 
240. When using wakalah contract for letter of credit, the bank 

is acting as an agent of the customer to make payment to 
a third party, say an importer supplying goods to the 
customer. In this case, the bank will make payment to the 
importer on behalf of the customer (normally using the 
customer’s deposit amount) and will charge fee (ujrah) 
for its services. The PD also states that when an IFI enters 
into a guarantee contract (kafalah), it shall assume the 
role of a guarantor27. 

 
241. For the purpose of this Report, it is assumed that the letter of 

credit is a type of financial guarantee contract that is within 
the scope of MFRS 9. Therefore, the same accounting 
considerations under kafalah in paragraphs 233 to 235 apply. 

 

Consideration 2: How to account for wakalah when it 
is not applied as financial guarantee contract? 

 
242. If the letter of credit under wakalah contract does not 

meet the definition of a financial guarantee contract 
under MFRS 9, it will be within the scope of MFRS 137. 
 

Explanation  
 

243. MFRS 137 states that a liability is a present obligation of the 
entity arising from past events, the settlement of which is 
expected to result in an outflow from the entity of resources 
embodying economic benefits.  

 
244. Paragraph 13 of MFRS 137 distinguishes between a provision 

and a contingent liability. It states: 
 

“(a)   provisions – which are recognised as liabilities 
(assuming that a reliable estimate can be made) 
because they are present obligations and it is probable 

                                                      
27  Paragraphs G18.1 and S18.2 of the PD.  
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that an outflow of resources embodying economic 
benefits will be required to settle the obligations; and 

(b) contingent liabilities – which are not recognised as 
liabilities because they are either: 

(i) possible obligations, as it has yet to be confirmed 
whether the entity has a present obligation that 
could lead to an outflow of resources embodying 
economic benefits; or 

(ii) present obligations that do not meet the recognition 
criteria in this Standard (because either it is not 
probable that an outflow of resources embodying 
economic benefits will be required to settle the 
obligation, or a sufficiently reliable estimate of the 
amount of the obligation cannot be made).” 

 
245. Therefore, it follows that if a wakalah letter of credit does not 

meet the recognition criteria of a liability under paragraph 14 
of MFRS 137–i.e. present obligation, it is probable that an 
outflow is required to settle the obligation and the obligation 
can be reliably estimated – it shall be disclosed as contingent 
liabilities.  
 

Consideration 3: How to account for wakalah that is 
applied in investment account?  
 

246. The PD states that wakalah can be used for the purpose 
of investment and it is referred to as wakalah bi al 
istithmar. In general, the investment account contracts 
are entered into with customers (muwakkil) where the IFI 
acts as the agent (wakil) to the customer. In return, the IFI 
will earn a wakalah fee for their role as wakil. In this case, 
the same considerations in mudarabah investment 
account apply to wakalah whereby the IFI needs to 
assess if the wakalah asset is subject to the 
derecognition test under MFRS 9. If not, the wakalah 
asset is likely to remain on the IFI’s balance sheet.  
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Explanation  
 

247. Wakalah investment may be in the forms of restricted and 
unrestricted (paragraph G9.3 of the PD). For an unrestricted 
wakalah, the IFI as wakil has full discretion over the 
investment decision. For a restricted wakalah, the customer 
as muwakkil/principal may impose certain conditions or 
restrictions over the investment mandate.  
 

248. If the IFI has the contractual rights to the cash flows, the 
financial asset is recognised in its financial statements. 
However, the IFI would need to assess if it also assumes a 
contractual obligation to pay the cash flows to one or more 
recipients (in this case the customer as principal) and meets 
the ‘pass-through’ test as per MFRS 139 paragraph 19 or 
MFRS 9 paragraph 3.2.5 as follows: 

 
“(a) … 

(b) The entity has no obligation to pay amounts to the 
eventual recipients unless it collects equivalent 
amounts from the original asset. Short-term advances 
by the entity with the right of full recovery of the amount 
lent plus accrued interest at market rates do not violate 
this condition.  

(c) The entity is prohibited by the terms of the transfer 
contract from selling or pledging the original asset other 
than as security to the eventual recipients for the 
obligation to pay them cash flows.  

(d) The entity has an obligation to remit any cash flows it 
collects on behalf of the eventual recipients without 
material delay. In addition, the entity is not entitled to 
reinvest such cash flows, except for investments in cash 
or cash equivalents (as defined in MFRS 107 Statement 
of Cash Flows) during the short settlement period from 
the collection date to the date of required remittance to 
the eventual recipients, and interest earned on such 
investments is passed to the eventual recipients.”  
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249. If all of the above conditions are met, the IFI needs to go 
through the risk and rewards assessment in paragraph 3.2.6 
of MFRS 9 before concluding whether the underlying financial 
asset should be derecognised. Paragraph 3.2.6 states: 

 
“When an entity transfers a financial asset (see paragraph 
3.2.4), it shall evaluate the extent to which it retains the risks 
and rewards of ownership of the financial asset. In this case:  

(a) if the entity transfers substantially all the risks and 
rewards of ownership of the financial asset, the entity 
shall derecognise the financial asset and recognise 
separately as assets or liabilities any rights and 
obligations created or retained in the transfer. 

 
(b) if the entity retains substantially all the risks and rewards 

of ownership of the financial asset, the entity shall 
continue to recognise the financial asset. 
 

(c) if the entity neither transfers nor retains substantially all 
the risks and rewards of ownership of the financial asset, 
the entity shall determine whether it has retained control 
of the financial asset. In this case: 
 
(i) if the entity has not retained control, it shall 

derecognise the financial asset and recognise 
separately as assets or liabilities any rights and 
obligations created or retained in the transfer.  

(ii) if the entity has retained control, it shall continue to 
recognise the financial asset to the extent of its 
continuing involvement in the financial asset (see 
paragraph 3.2.16).” 
  

250. However, in practice the assessment depends on the 
contractual terms of the wakalah investment. For instance, in 
a restricted wakalah, the customer as principal may impose 
certain conditions or limit the authority of the IFI in its capacity 
as an ‘agent’. Hence, the IFI may not have ‘power’ over the 
investment.  
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251. Paragraph 15 of MFRS 10 states that “An investor is exposed, 
or has rights, to variable returns from its involvement with the 
investee when the investor’s returns from its involvement 
have the potential to vary as a result of the investee’s 
performance. The investor’s returns can be only positive, only 
negative or both positive and negative”’. 

 

252. Depending on the nature of the wakalah arranagement, the 
IFI as an ‘agent’ may be compensated a fixed fee regardless 
of the performance of the investment. In this case, the IFI may 
not be exposed to variable returns as a result of the 
investment performance. In other case, the fee may be 
performance in nature where it corresponds to the 
performance of the investment.  
 

253. Paragraph 17 of MFRS 10 states that “An investor controls an 
investee if the investor not only has power over the investee 
and exposure or rights to variable returns from its involvement 
with the investee, but also has the ability to use its power to 
affect the investor’s returns from its involvement with the 
investee”. 
 

254. Paragraph 18 further states that “Thus, an investor with 
decision-making rights shall determine whether it is a principal 
or an agent...” 
 

255. Therefore, if the IFI as ‘agent’ has decision-making rights, it 
needs to further determine whether it is acting in his capacity 
as an agent or principal in accordance with paragraph 18 of 
MFRS 10 above. If the IFI is an agent, it does not control the 
wakalah investment.  
 

256. Paragraphs B58 to B72 of MFRS 10 provide further guidance 
in determining whether the decision-making rights given to the 
IFI is confined within the scope as an agent or principal. 
Excerpts of some of the paragraphs are as follows: 
 
Paragraph B60 states: 

 
“A decision maker shall consider the overall relationship 
between itself, the investee being managed and other parties 
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involved with the investee, in particular all the factors below, 
in determining whether it is an agent: 

(a) the scope of its decision-making authority over the 
investee (paragraphs B62 and B63). 

(b) the rights held by other parties (paragraphs B64–B67). 

(c) the remuneration to which it is entitled in accordance with 
the remuneration agreement(s) (paragraphs B68–B70).  

(d) the decision maker’s exposure to variability of returns 
from other interests that it holds in the investee 
(paragraphs B71 and B72). 

Different weightings shall be applied to each of the factors on 
the basis of particular facts and circumstances.”  
Paragraph B61 states: 

 
“Determining whether a decision maker is an agent requires 
an evaluation of all the factors listed in paragraph B60 unless 
a single party holds substantive rights to remove the decision 
maker (removal rights) and can remove the decision maker 
without cause (see paragraph B65).” 

 
257. The review noted that in a restricted wakalah, the IFI is likely 

not to have control over the investment. Therefore, it shall be 
treated as off-balance sheet item. In addition, the IFI may not 
bear the risk and rewards of the investment as the PD 
prescribes that the IFI as agent must not guarantee the capital 
or return on the investment in any form.  
 

Consideration 3: How to account for wakalah fee in a 
takaful contract? 
 

258. The review also noted that wakalah is a common contract 
used for takaful contract whereby the takaful operator 
will charge wakalah fee for every takaful contract 
concluded with the participants. The wakalah fee usually 
is in the form of fixed percentage over the contribution 
receivable from the participants. The fee forms part of the 
takaful activity and hence it is likely to be accounted for 
in accordance with MFRS 17 Insurance Contracts. 
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Explanation  
 
259. Currently, the review noted that the wakalah fee is accounted 

for under MFRS 4 Insurance Contracts. Additionally, the 
review noted that MFRS 17 Insurance Contracts which will 
take effect on 1 January 2021 contains guidance about ‘fixed 
fee’. Paragraphs 8 and B6 of MFRS 17 state: 

 
“Some contracts meet the definition of an insurance contract 
but have as their primary purpose the provision of services 
for a fixed fee. An entity may choose to apply MFRS 15 
instead of MFRS 17 to such contracts that it issues if, and 
only if, specified conditions are met. The entity may make 
that choice contract by contract, but the choice for each 
contract is irrevocable. The conditions are:  

(a)  the entity does not reflect an assessment of the risk 
associated with an individual customer in setting the 
price of the contract with that customer;  

(b) the contract compensates the customer by providing 
services, rather than by making cash payments to the 
customer; and  

(c)  the insurance risk transferred by the contract arises 
primarily from the customer’s use of services rather than 
from uncertainty over the cost of those services.” 

 
(Paragraph B6, in part) 
 

“Fixed-fee service contracts that meet the conditions 
specified in paragraph 8 are also insurance contracts, but 
applying paragraph 8, an entity may choose to account for 
them applying either MFRS 17 or MFRS 15.”  

 
Consideration 4: How to account for wakalah that is 
used as a supplementary contract? 

 
260. The review also noted that wakalah is often used as a 

supplementary contract for instance in an AITAB and 
tawarruq arrangements. In this case, the accounting 
considerations should be determined together with the 
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main contract/(s). Although contracts are entered into 
separately and independently, assessing the contract in 
isolation may not represent faithfully the transaction as 
the contracts are linked such that their economic effect 
cannot be understood without referencing to one 
another.   

 
Hibah 
 
Definition 
 
261. Paragraph S8.1 of the PD defines hibah as a transfer of 

ownership of an asset from a donor (wahib) to a recipient 
(mawhub lahu) without any consideration. Hibah arrangement 
is a form of gift.  

 
Common products in the market 
 
262. Hibah is commonly applied by financial institution together 

with other contracts for the purpose of transfer of assets upon 
the maturity of contract or to distribute profits to depositor. 

 
263. The review noted that hibah is generally in the form of cash 

rather than non-cash. As such, discussion will focus only on 
hibah in the form of cash or financial assets and from the 
perspective of an IFI as the donor. 
 

Main principles of the PD 
 

Paragraphs Excerpts 

S9.1 Hibah is a form of benevolent (tabarru`) 
contract. The inherent nature of a hibah is 
the unilateral transfer of ownership of a 
hibah asset from the donor to the recipient 
without any consideration.  

S10.1 Hibah arrangement shall consist of the 
following components: 

(a) parties involved, comprising donor and 
recipient; 
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Paragraphs Excerpts 

(b) offer (ijab) of hibah; and 

(c) hibah asset. 

S12.1 A hibah arrangement must be entered into 
through an offer of a hibah by the donor. 

S14.1 Hibah shall take effect upon– 

(a)  the recipient, his guardian (in respect of 
the recipient who is a minor) or his 
agent (wakil) taking possession of the 
hibah asset; or 

(b)  fulfilment of the condition(s) stipulated 
in the hibah arrangement in the case of 
conditional hibah; 

at which point ownership of a hibah asset 
must transfer from the donor to the recipient. 

G15.1 A donor may offer hibah contingent upon a 
certain condition or event in the future. 

S20.5 The borrower shall have the discretion to 
disclose historical information on the hibah 
granted provided that such information shall 
not– 

(a)  be construed as an indicator of hibah; 
or  

(b)  give rise to any obligation on the part of 
the borrower to provide such hibah to 
the lender. 

 
Accounting considerations 
 

Does hibah (in the form of returns to depositors) 
meet the definition of liability? 

 
264. The review noted that hibah should be accrued when the 

IFI has declared the payment of hibah at a particular 
financial reporting period. The accrual is made based on 
the reading of paragraph 10 of MFRS 137 which states 
that “A liability is a present obligation of the entity arising 
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from past events, the settlement of which is expected to 
result in an outflow from the entity of resources 
embodying economic benefits.” 

 

Explanation 
 

265. When the concept of hibah is used to pay returns to 
depositors, the issue is whether the IFI should accrue for the 
hibah payment. In this regard, paragraph S20.5 of the PD 
states that the borrower 28  has the discretion to disclose 
historical information on the hibah granted provided that such 
information shall not be construed as an indicative hibah. 
 

266. The above suggests that the IFI should not establish any 
contractual obligation to provide hibah to the customers, i.e. 
it should be at all times at the discretion of the IFI. Therefore, 
it raises a question whether hibah should be accrued by the 
IFI. In this situation, the review noted that once the IFI 
declared payment of hibah, present obligation exists and 
hence the amount should be recognised as liabilities.  

 
Wadiah 
 

Definition 
 
267. Paragraph S8.1 of the PD defines wadi`ah as a contract 

where an asset is placed with another party for safekeeping. 
 

268. Paragraph S9.1 states that the inherent nature of wadi’ah is 
trusteeship, referred to as wadi`ah yad amanah in which any 
of the contracting parties may terminate the contract 
unilaterally. 
 

  

                                                      
28   In this context, borrower in a qard deposit is the IFI and the lender is the 

customer.  
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Common products in the market 
 
269. Wadi’ah is commonly applied in: 

(a) Safe Deposit Box; and 

(b) Deposits from customer 

Main principles of the PD 
 
270. The following table summarises the main principles of wadiah 

as prescribed by the PD. 
 

Paragraphs Excerpts 

S10.1 Wadi`ah contract shall consist of the following 
components: 

(a)  Contracting parties, comprising a 
custodian (wadi`) and a safekeeping 
depositor (mudi`); 

(b)  offer (ijab) and acceptance (qabul); and 

(c) wadi`ah asset. 

S11.3 A safekeeping depositor must be the owner or 
a person who has full legal authority over the 
ownership of the asset placed in custody. If 
there is more than one owner of the wadi`ah 
asset, consent from all owners must be 
obtained by the safekeeping depositor for the 
wadi`ah contract. 

S13.1 A wadi`ah asset under a wadi`ah contract shall 
be an asset that is: 

(a) deliverable; 

(b) identifiable; and 

(c) consistent with the principles of Shariah. 

S14.1 A wadi`ah asset is held on trust by the 
custodian for safekeeping. The custodian must 
return the wadi`ah asset placed in custody to 
the safekeeping depositor according to the 
agreed terms of the wadi`ah contract or in the 
event that there is no such contractual term, it 
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Paragraphs Excerpts 

must be at the request of the safekeeping 
depositor. 

S14.3 The custodian must ensure the safety of the 
wadi`ah asset placed in custody and must act 
in the interest of the safekeeping depositor. 

S14.5 The custodian must not be liable for any loss 
or damages to the wadi`ah asset under the 
wadi`ah contract except for those arising from 
his own misconduct (ta`addi), negligence 
(taqsir) or breach of specified terms 
(mukhalafah al-shurut) or that of his agents or 

representatives’. 

G15.1 The contracting parties may agree to a 
payment of charges by the safekeeping 
depositor in consideration for the safekeeping 
service provided by the custodian. 

S15.2 Upon the agreement described in paragraph 
15.1, the relationship between the contracting 
parties must transform into an ijarah contract and 
be governed by the principles of ijarah whereby 
the custodian must be the lessor and the 
safekeeping depositor must be the lessee. 

S15.3 As a lessor, the custodian must be fully 
responsible for the loss or damages of the asset 
placed in custody unless he can prove that such 
loss or damages was not due to his own 
misconduct (ta`addi), negligence (taqsir) or 
breach of specified terms (mukhalafah al-shurut) 
or that of his agents or representatives’. 

S16.1 A wadi`ah contract shall be construed as a 
qard contract and shall be governed by the 
principles of qard if− 

(a) the wadi`ah asset is a fungible asset (mal 
mithli) such as money; and 

(b) the custodian is allowed to utilise the 
asset. 

S27.1 An IFI must refer to the policy document on 
Qard for transition arrangement of existing 
products and services using wadi`ah contract 
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Paragraphs Excerpts 

as prescribed under paragraph 16 of this 
policy document. 

S27.2 Upon the completion of this transition 
arrangement, activities such as placement of 
money with permission to utilise must be 
referred to as qard. 

Accounting considerations 
 

Consideration 1: How to account for wadi`ah that is 
applied in safe deposit box? 

 
271. The wadi`ah asset is an asset held on trust by the 

custodian for safekeeping. Hence, IFI as the custodian 
does not have the right to use the wadi’ah assets. 
Therefore, the wadi`ah asset under the custody will not 
be recorded on the IFI’s balance sheet. If, the IFI charges 
wadi’ah fee for the safekeeping service, the fee will be 
recognised as income when it is earned.  
 

272. In this regard, the IFI should consider whether the fee income 
is within the scope of MFRS 15. MFRS 15 applies to a 
contract with a customer and for that purpose, customer is 
defined as “a party that has contracted with an entity to obtain 
goods or services that are an output of the entity’s ordinary 
activities in exchange for consideration”. 
 

273. Therefore, if the safekeeping service is a contract within the 
scope of MFRS 15, the IFI needs to identify the performance 
obligation that is involved in the contract and the timing of 
revenue recognition.  
 

Consideration 2: How to account for wadiah when 
the underlying asset is money? 
 

274. Paragraph S16.1 of the PD explains that the ruling of qard 
applies when wadi’ah asset is a fungible asset such as 
money. Therefore, the accounting consideration on qard 
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deposit is applicable to wadiah. In this regard, 
paragraphs S27.1 and S27.2 provide transitional 
arrangements for existing products and services using 
wadiah: 

 
“An IFI must refer to the policy document on Qard for 
transition arrangement of existing products and services 
using wadi`ah contract as prescribed under paragraph 16 
of this policy document. 
 
Upon the completion of this transition arrangement, 
activities such as placement of money with permission to 
utilise must be referred to as qard.” 
 

Explanation 
 

275. The above indicates that the Wadi’ah PD will not be 
applicable to the existing wadi’ah savings deposit products 
(referred to as Wadiah Yad Dhammanah). Instead, the ruling 
of qard applies. 

  
276. The review noted that as prescribed by the qard PD, the IFI 

as borrower shall not pay any form of returns including hibah 
to the lenders (customers). However, granting of hibah that is 
solely based on the discretion of the borrower to the lender is 
allowed.29 Additionally, under the ruling of qard, the borrower 
(IFI) is obliged to repay the lender in full30.  

 
277. In this regard, the qard deposits shall be initially recognised 

at fair value and subsequently measured at amortised cost in 
accordance with paragraph 4.2.1 of MFRS 9 which states: 
 

“An entity shall classify all financial liabilities as subsequently 
measured at amortised cost, except for: 

(a) financial liabilities at fair value through profit or loss… 

                                                      
29  Paragraphs S14.5 to S14.8 on Granting hibah in qard, Qard policy 

document, 3 August 2016. 
 
30  Paragraph S9.1, ibid.  
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(b) financial liabilities that arise when a transfer of a financial 
asset does not qualify for derecognition or when the 
continuing involvement approach applies… 

(c) financial guarantee contracts… 

(d) commitments to provide a loan at a below-market 
interest rate… 

(e) contingent consideration recognised by an acquirer in a 
business combination to which MFRS 3 applies…” 

 
Wa’d 
 
Definition 
 
278. Paragraph S8.1 of the PD provides the following definition: 
 

“Wa`d is a unilateral promise which refers to an expression of 
commitment given by one party to another to perform certain 
action(s) in the future”. 

 

Example of Wa’d application in Murabahah for Purchase 
Orderer 
  

Source: Appendix 3 of the Wa’d policy document.  
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Common products in the market 
 
279. The review noted that wa’d (as a stand-alone contract) is 

commonly applied in: 

(a) Islamic Derivatives Swap Agreement; 

(b) Islamic Derivatives Options Agreement; and 

(c) Islamic Derivatives Forwards Contract. 

 

Main principles of the PD 
 
280. The following table summarises the main principles of wa’d 

as prescribed by the PD. 

Paragraphs Excerpts  

S11.5 Wa`d shall not be provided in exchange for 
a counter value such as a fee to the 
promisor. 

S12.3 The promisee has a right to claim 
compensation for any actual loss suffered 
due to the failure of the promisor to fulfil his 
wa`d. 

S12.4 In relation to paragraph 12.3, the 
promisee’s actual loss shall be determined 
either by: 

(a) an authoritative body; or  

(b) a methodology accepted as customary 
market practice (`urf tijari). 

G18.8 For the avoidance of doubt, the IFI may 
impose or pay counter values such as fees 
or charges6 on other Shariah contracts or 
arrangements used together with wa`d or 
incurred for expenses incidental7 to the use 
of wa`d. 
 
6 In line with the policy documents under 
Guidelines on the Imposition of Fees and 
Charges on Financial Products and 
Services that was issued by the Bank. For 
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Paragraphs Excerpts  

example, brokerage fees on commodity 
murabahah transactions. 
 
7 Such as costs for legal documentations. 

S18.9 For the purpose of paragraph 12.4(a), the 
IFI shall ensure that the actual loss 
consists of the following:  

(a) at minimum –  

(i) the amount of shortfall between 
the outstanding principal amount 
and recoverable value of the 
asset;  

(ii) where applicable, the amount of 
shortfall between the cost of asset 
acquisition and the disposal value 

of the asset;  

(iii) direct costs or loss, based on 
actual or estimated amount; and  

(b) any additional components with regard 
to wa`d as specified in the policy 
documents issued by the Bank 
including on Shariah contracts8

.  
 
8 Such as actual loss as specified in 
paragraph 25.26 of policy document on 
Tawarruq. 

S18.18 An IFI shall ensure that the application of 
wa`d in currency exchange transactions19, 
including derivatives, is used to mitigate 
pre-existing risk exposures of at least one 
of the transacting parties.20 

 
19 Refers to currency exchange not on spot 
basis, for example wa’d to enter into Bai al-
sarf contract in the future. 
 
20 At least one of the transacting parties 
(i.e. either the customer or the IFI) has a 
pre-existing exposure that needed to be 
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Paragraphs Excerpts  

hedged prior to entering into wa`d 
arrangement.   

S18.19 For the purpose of paragraph 18.18, the IFI 
shall –  

(a) obtain or maintain the documentary 
evidence21 that wa`d is used only in 
transactions for risk mitigation 
purposes; and  

(b) assess the features22 of the product 
used in the currency exchange 
transactions to determine whether it is 
used for risk mitigation purposes. 

 
21 Such as documentation on customer’s 
actual exposures or customer’s declaration 
on use of derivatives for risk mitigation 
purposes. 
 
22 For example, the party writing an option 
signifies the use of currency transaction as 
yield enhancement and not for risk 
mitigation. 

G21.2 An IFI may provide clarity in notes to the 
accounts on the impact27 of applying wa`d 
together with Shariah contracts on a 
particular product or service.  
 

27 For example, while co-ownership of 
asset in musyarakah mutanaqisah between 
the IFI and obligor may signify equity risk, 
the application of wa`d to transfer asset 
ownership to the obligor creates credit risk 
profile for the product. 
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Accounting considerations 
 

Consideration 1: How should wa’d be recognised 
when it is applied in an Islamic derivative contract? 
 

281. IFI needs to determine if wa’d that is used in an Islamic 
derivative contract meets the definition of derivative 
under MFRS 9: 

  
“A financial instrument or other contract within the scope 
of this Standard with all three of the following 
characteristics: 

(a) its value changes in response to the change in a 
specified interest rate, financial instrument price, 
commodity price, foreign exchange rate, index of 
prices or rates, credit rating or credit index, or other 
variable, provided in the case of a non-financial 
variable that the variable is not specific to a party to 
the contract (sometimes called the ‘underlying’). 

(b) it requires no initial net investment or an initial net 
investment that is smaller than would be required for 
other types of contracts that would be expected to 
have a similar response to changes in market factors. 

(c) it is settled at a future date.” 
 

282. If the above definition is met, the contract shall be recognised 
as a derivative in accordance with MFRS 9. Derivative 
contracts (self-standing such as purchased options, swaps 
and forward contracts) shall be measured at fair value through 
profit or loss.  
 

Consideration 2: How to account for wa’d when it is 
used as a supplementary contract? 

 
283. The review noted that wa’d is often used as a 

supplementary contract to some main contracts like 
murabahah, ijarah and musyarakah. In this case, the 
review noted that the accounting considerations should 
be determined together with the main contract/(s). 
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Although contracts are entered into separately and 
independently, assessing the contract in isolation may 
not faithfully represent the transaction as the contracts 
are linked.  
 

Consideration 3: Is wa’d binding? 
 

284. On one hand, there were some who argued that since 
wa’d is not a contract, it should not be taken into account 
in determining the economic effect of a transaction. On 
the other hand, some argued that since wa’d has a 
binding effect, it should be taken into consideration when 
assessing the overall economic effect of a transaction.  
 

285. However, based on the features of wa’d as explained in the 
PD – such as it is binding on the promisor and could not be 
revoked unilaterally - wa’d could be construed as being part 
of the contractual terms. Additionally, the PD also prescribes 
that wa’d could be arranged as bilateral wa’d (muwa’adah)31 
to structure a transaction involving currency exchange. In this 
case, although wa’d is a promise, it is binding and enforceable 
on both parties.  
 

286. It is also important to note that BNM has clarified that non-
binding wa’d is excluded from the scope of the PD32.  

                                                      
31  Paragraph S15.2 of the PD states Muwa`adah2 shall be binding and 

enforceable on the promisor. (2 The muwa’adah is not a contract) 

 
32  BNM’s Response to Feedback Received, Wa’d, dated 2 February 2017. 
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Appendix 1 – Meeting summary 
 

No Meeting 
Dates 

Policy Documents Team 
leaders 

1 22-Mar-17 Murabahah EY 

2 05-Apr-17 Murabahah and 
Tawarruq 

EY 

3 04-May-17 Tawarruq and 
Mudarabah 

EY 

4 24-Mar-17 Ijarah PwC 

5 03-Apr-17 Ijarah PwC 

6 25-Apr-17 Ijarah, Wa`d and 
Kafalah 

PwC 

7 18-May-17 Wakalah, Wa`d and 
Kafalah 

PwC 

8 26-May-17 Wakalah PwC 

9 27-Mar-17 Musyarakah and 
Istisna` 

PwC 

10 04-Apr-17 Musyarakah and 
Istisna` 

PwC 

11 04-May-17 Istisna` and Hibah PwC & 
KPMG 

12 01-Jun-17 Qard and Wadi’ah KPMG 
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Appendix 2 – Illustration of tawarruq accounting 
 

In its course of discussion, the review noted that the following 
entries are common for some IFIs. They are reproduced here 
mainly for illustration purpose. 
 

Illustration: A customer requires financing of RM100,000 from the IFI. 
Upon this request, the IFI executes the tawarruq agreement. 
 

 Transaction and asset 
flow 

Accounting entries RM 

1(a) The IFI purchase the asset 
with the selling price of 
RM100,000 from Asset 
Trader 1 

Dr. Commodity 
Murabahah asset 

 

Cr. Commodity 
Murabahah 
settlement 

100,000 

 

 

(100,000) 

1(b) The IFI pays cash to the 
Asset Trader 1 

Dr. Commodity 
Murabahah 
settlement 

 

Cr. Cash to Asset 
Trader 1  

100,000 

 

 

 

(100,000) 

2(a) Subsequently, the IFI sells 
the asset to the customer at 
an agreed selling price of 
RM120,000 (RM100,000 + 
RM20,000) 

Dr. Financing 
receivable 

 

Cr. Commodity 
Murabahah asset 

 

Cr. Unearned 
income 

 

120,000 

 

 

(100,000) 

 

 

(20,000) 

2(b) The customer makes 
deferred payments through 
installments for a period of 
5 years. 

3 Subsequently the customer 
appoints the IFI as its agent 
to sell the asset to Asset 
Trader 2 on spot at selling 
price of RM100,000. 

Dr. Cash from Asset 
Trader 2 

 

Cr. Cash to 
Customer 

100,000 

 

 

(100,000) 

4 The customer obtains cash 
of RM100,000 required for 
the financing. 

  

 


