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ABSTRACT

Shari’ah compliance is the backbone for the activities and governance of Islamic
banking and finance. IFIs are required to ensure sound Shari’ah governance to achieve
their target in ensuring a solid Shari’ah compliance mechanism. Oman adopted a
Shariah governance framework that is very similar with other countries such as
Malaysia, Pakistan, and Bahrain. Therefore, there is a very high potential that the same
issues of Shariah governance apply to in Oman too. This study aims to examine the
current practice of Shari’ah governance in Oman from the perspectives of Shari’ah
advisors, bankers and regulators. The study focuses on the present practice of Shari’ah
governance framework and related issues such as independence, competency and
disclosure. The study used descriptive research method in terms of collecting secondary
data and information for the literature review. Since the availability of data and
information on Shari’ah governance practices in Oman is very limited, a semi-
structured interview was conducted with Shari’ah advisors, officers and regulators to
explore their perceptions on Shari’ah governance and related issues. The findings of
the study reveal that the regulators have put in place an excellent Shari’ah governance
framework and it is considered one of the best frameworks in Islamic banking industry.
However, there are shortcomings and weaknesses in the current practice of Shari’ah
governance framework such as lack of experience, lack of research in the field of
Islamic banking and finance and low position of internal Shari’ah review. The study
suggests that Intensive training should be organized by the CBO for the Omani
members of SSB in the field of Islamic banking and finance.



Coudl o>

oda AUy 2y Syl Ojlall aaSimy 223 (g2l spenll s 2,0l G35
Lgbbn oo Aite 008 aSi 32 (3 bl Cmrly L) 2Dl W) Sl sl
Jall Jan me wlin ke il 1Sl [b] Olae s o9l 2020l 3l Oles (3
Dl Gaan 3l WL w5 OF oS Jlenm ! Sligh ardey coppmadly OnSThy Lpdle oo
ol cada Y s il g el s 3 o LS Oles (3 Byl 2aSed
Dbl sliaely cpabadl) jglaie o Olae @ UM B 2d) 2aSed) (Wbl iy &t ()
I il e Laf 2wl o) LS iyl Gjlall dbgs jang de il
cplaally 3sLSly a0yl oo dwloV) Wallas any Oles (3 de il 2S5l
& il Sliglally SUL aa G o eosll Eod) Cshal 2l sl
ard AL Ol szl & 6 gosl) Ua @ Sluhdl ald by il olal)
Jsm ofh aulll Ojlall dbse jany cpelally Zeeid) Olnlll cliael wo 2olail
ylaall de il Sl ) OF anhlll dms gl LOlas (3 &)l S alls;
AU ol W aslis a adasVly LYY il e iy pom Oles (3 2Ly
Sl iy sxd) 2d i ikl U axls aidly Caniall b Jan Sls OTY)
(o) MBS G ] 8LaYL Olee ¢ AWy 2yl Ojlall J2
slael (5 89,0 ) Ol (3 Bue il 8550 plad (s Lally (nedlill Ayl ol

AWy Yl @l Jlt (3 uileall (e e, 2) Ol



APPROVAL PAGE

The thesis of Abdulrahman Alnofli has been approved by the following:

Engku Rabiah Adawiah
Supervisor

Rusni Hassan
Co-Supervisor

Aznan Hasan
Internal Examiner

Mohamad Akram Laldin
External Examiner

Ruzian Markom
External Examiner

Radwan Jamal Yousef
Chairman



DECLARATION

| hereby declare that this thesis is the result of my own investigations, except where
otherwise stated. | also declare that it has not been previously or concurrently submitted
as a whole for any other degrees at IIUM or other institutions.

Abdulrahman Alnofli

SIgNAtUre .....ocveeeeieceee e Date ..o



INTERNATIONAL ISLAMIC UNIVERSITY MALAYSIA

DECLARATION OF COPYRIGHT AND AFFIRMATION OF
FAIR USE OF UNPUBLISHED RESEARCH

SHARI’AH GOVERNANCE FRAMEWORK OF ISLAMIC
BANKING IN OMAN

I declare that the copyright holders of this thesis are jointly owned by student and
HUM.

Copyright © 2020 Abdulrahman Alnofli and International Islamic University Malaysia. All rights
reserved.

No part of this unpublished research may be reproduced, stored in a retrieval system,
or transmitted, in any form or by any means, electronic, mechanical, photocopying,
recording or otherwise without prior written permission of the copyright holder except
as provided below

1. Any material contained in or derived from this unpublished research may
be used by others in their writing with due acknowledgement.

2. 1IUM or its library will have the right to make and transmit copies (print
or electronic) for institutional and academic purposes.

3. The HUM library will have the right to make, store in a retrieved system
and supply copies of this unpublished research if requested by other
universities and research libraries.

By signing this form, | acknowledged that | have read and understand the
[TUM Intellectual Property Right and Commercialization policy.

Affirmed by Abdulrahman Alnofli

Signature Date

Vi




This research is dedicated to my parents, my wife, and children

vii



ACKNOWLEGDGEMENTS

In the Name of Allah, the Beneficent, the Merciful.

| am deeply grateful to those who have provided insights, additions and
comments to achieve this feat in my academic career. May Allah grant all the best
rewards. Special appreciation to my supervisor Prof. Dr. Engku Rabiah. Her invaluable
guidance, patience and continued encouragement are highly commendable. | would like
to thank my co-supervisor Prof. Dr Rusni Hassan for her guidance and insightful
comments during my academic journey.

Next, my heartfelt gratitude and sincere thanks go to my family including my
parents, my wife and my children for their support throughout my academic journey. |
would like to thank 1HUM for giving me opportunity to pursue my studies at this
university. My heartfelt gratitude goes to ministry of endowments and religious affairs
in Oman that give me this chance to complete my academic journey in this beautiful
country.

Finally, 1 would like also to convey my gratefulness to all friends for their

unwavering support to overcome challenges | experienced during this academic
journey. Any mistakes and oversight are of course, my own fault and Allah knows best.

viii



TABLE OF CONTENTS

ADSTTACT ... bbb i
ADSEFACE IN ATADIC ...ttt sre e ii
APPIOVAL PAGE.....eciieeieiie ettt re e ra e reere s iv
[ =Tod 2T = U1 o] o OSSOSO v
(000 0)Y 0|41 0 To =TSRSS vi
=T [ o= U1 o] o ISR vii
ACKNOWIEGUAGEMENTS......eiivieiieeie ettt re e e e nrees viii
LISt OF TaDIES ...ttt nre s xiii
LISt OF FIGUIES ...ttt et ste e e e nna e e Xiv
LiSt OF ADDIEVIALIONS .....eveeieieieiece et XV
CHAPTER ONE: INTRODUCTION ..ottt 1
1.1 INErOTUCTION. ...t et 1

1.2 THE MAIN ISSUBS .....vvevieieeiie sttt ettt sttt s ste e nree e e 2

1.2.1 INAEPENAENCE ......vveveeee ettt 2

1.2.2 COMPELENCY ..vviiiiiieieeiieste et 3

1.2.3 Disclosure and TranSParenCy ........c.coceevvereereereeseeseesreseeseeseeseesnens 4

1.3 Problem Statement of the StUdY ........ccocoiiiiiiiiii e, 5

1.4 ReSeArch ODJECHIVES.....cc.ccieiiecie ettt 6

1.5 ReSeArch QUESTIONS......cuiiieiieeieiie sttt 6

1.6 Significance of the StUY .........ccccoeiieii i, 7

1.7 Scope and Limitations of the Study ...........c.ccoovviiiiiiinee, 7

1.8 Conceptual Framework of the Study ...........ccccoeviiieiiiec e, 9

1.9 LItErature REVIEW ......c.coveieiiieiieeiesie sttt ee e ens 10

1.9.1 Corporate Governance in IFIS........ccccvveveiiiiiccece e 10

1.9.2 Shari’ah Governance in Selected COUNtries .........ccocoovveiveieienen, 12

1.9.3 Issues in Shari’ah GOVEIMANCE. ..........oeveierierienie e e, 15

1.10 Research Methodology ..........coeiiiiiiiiiiiieee e 18
CHAPTER TWO: CORPORATE GOVERNANCE .......ccccooeiiiiveeece e 19
2.1 INEOTUCTION ...ttt 19

2.2 The Definition of Corporate GOVEINANCE ..........ccccereerrerienerenienieneeeeneans 19

2.3 Defining Corporate Governance in the Financial Services SectoR .......... 22

2.4 Role of Corporate GOVEIMANCE .........ccceiuerieriiriiaiesieieie et 22

2.5 Models of Corporate GOVEINANCE .......ccccveiieiieeiecieesie e 23

2.5.1 The Anglo-Saxon MOdEl..........cccooiiiiiiiiiieee e 25

2.5.2 The European Model...........coveiiiiiieiii e 26

2.6 Importance of Corporate GOVEIMANCE. ........ccvriiireeieieriesie et 29

2.7 Corporate Governance in Financial InStitutions............c.ccccceveeeieeiiecnnennn, 30

2.7.1 Key Players in Corporate GOVEIrNaNCE.........ccoovrerereerienesieeeeieenen, 31

2.7.2 Internal Key PartiCipantS.........ccccvevieiieeiieesiie e 31

2.7.3 IMANAGEIS ...ttt 32

2.8 Corporate Governance from the Islamic Perspective ...........cccccccvevveenne, 34



2.8.1 Foundation of Corporate Governance from the Islamic

PEISPECTLIVE ... 35
2.8.1.1Tawhid EpIStEMOIOQY .....covvveieiieiecie e 35
2.8.2 Stakeholders-oriented APProach..........cccoceveienencneninisieseeee, 37
2.9 Roles of Corporate Governance in IFIS........ccccoocviieiieiieiie i, 37
2.10 CONCIUSTON ..ttt bbbt sre e 39
CHAPTER THREE: SHARI’AH GOVERNANCE INIFIS .....c.cooooooiiirienne. 41
3.1 INEFOTUCTION . bbb 41
3.2 Shart’ah GOVEIMANCE........ccouieieieiieeiee sttt ae e 41
3.3 HISDAN. .. e 42
3.4 Conceptual Framework of Shari’ah GOVEINANCE. ........ccocvvvververeerieeeenes 43
3.5 The Significance of Shari’ah GOVEINANCE ...........cccevvevveiiieieeie e seeee e 45
3.6 Corporate Governance Versus Shari’ah GOVEIMANCE .........cccoeeveereeerneanne 46
3.7 Maqasid Al-Shari’ah in Shari’ah GOVEINANCE ......ccevververiereienesieieeens 50
3.8 Role of a Shari’ah BOArd ..........cccooveiiiieiiieiiee e 51
3.8.1 MACIO LEVEL ..ot 53
3.8.2 MICIO LEVEL ...t 53
3.9 International Standard-setting AgQENCIES .......ccccveveevreieiieieee e 54
3.9.1 Accounting and Auditing Organization for IFIs (AAOIFI)............ 55
3.9.2 The ODBJECLIVES ...cveeiiieiecieee et 55
3.9.3 Islamic Financial Services Board (IFSB)..........cccoovvininiiiiinicninnn, 56
3.10 Shari’ah GOVEINANCE PIOCESS .......ccceeiiiiiieiieaieesie e 57
3.11 Definition of Shari’ah Supervisory Board ............cccoceeeiiniiinniieicnenn, 58
3.11.1 Appointment of Shari’ah Board Members ............cccccvevvevveieennnnn, 60
3.11.2 Composition of Shari’ah Board............cccccoovviiiniiiiniiiiiceene, 61
3.11.3 Qualification of Shari’ah Board Members ............ccccevevvevveireennnnn, 62
312 SHArT’ ah REVIEW......cccuvieiceee ettt aee e saae e evee e 63
3.13 Internal SAari’ah REVIEW ..........ccoveiieieiiii e 64
314 Shary’ah AUIL...........cccooiiiiieeeeeee e 65
3.15 Shari’ah REPOIT ..o e 66
3.16 Comparative and Analysis of Models of Shari’ah Governance............... 68
3.16.1 Centralized MOEl ..........ccoveriiiiiiiiiceee e 70
3.16.2 Self-regulation Model ... 73
3.16.3 HYbrid MOGEL .......ocveieieieeecece e 74
3.16.4 Analysis of the MOdEIS.........cccooiiiiiiiiiic e 75
T 0] 4 Tod 1] o] PSSR 77
CHAPTER FOUR: REGULATORY FRAMEWORK OF SHARI’'AH
GOVERNANCE SYSTEM IN OMAN ....oooiiiiiiie sttt 79
4.1 INTrOTUCTION ..t 79
4.2 1slamic Banking in OMaN..........cccoieiiiiienieiesesie e 79
4.3 Types of Institutions Operating Islamic Banking in Oman ...................... 81
4.4 Shari’ah Boards in OMaN.........cccccveriiieenieee e 82
4.5 Shari’ah Governance Framework of Oman..........ccooevviiiinneene e, 83
4.6 Shart’ah Supervisory Board (SSB).........ccocviiiiiniiniinieie e 85
4.6.1 Requirements of the Shari’ah Supervisory Board (SSB) ............... 86
4.6.2 Roles and Responsibilities of the SSB........c.ccccoocvvieiiiiie i 87
4.6.3 Confidentiality .......ccooiiiiiiei 90



4.6.4 INAEPENUENCE ...ccvviiieieete ettt sre e nns 90

4.6.5 Grounds for Disqualification of SSB Members..........c.cccocvevvenenne. 93
4.6.6 Management's DUtieS t0 SSB.........cccccvvveiiericic e 93
4.7 Internal Shari’ah Reviewer (Appointment and Removal)...........cc.cce...e. 94
4.7.1 Roles and ResponSibItIES ..........ccuevveiiiiieieeie e 95
4.8 Shari’ah Compliance unit (Roles and Responsibilities) ...........ccccoveennee. 96
4.8.1 Fit and Proper Criteria ........cccevevieeieeri s sre e 97
4.9 Shari’ah Audit Unit (Roles and Responsibilities) .........ccccocvviiiiiiienn, 97
4.9.1 Fit and Proper Criteria for Internal Shari’ah Audit........................ 99
4.10 External Shart’ah AUITOT .........coooveiiiiiiie e 101
4.10.1 Requirements of External Shari’ah Auditor............c.cccoceveevvenene. 103
4.11 Operational Procedures for Shari’ah Supervisory Board...................... 105
A.12 Shari’ah REPOI.......ocviiiiie it 106
4.13 Higher Shart’ah Supervisory Authority (HSSA)......ccccoovvvvviieiiennn, 107
4.13.1 Requirements Of HSSA.........coooe i 107
4.13.2 Duties and Responsibilities of HSSA ... 108
4.13.3 Grounds for Disqualification of the HSSA Members.................. 109
O 0o o [od 113 o] o S SPSR 110
CHAPTER FIVE: RESEARCH METHODOLOGY .....c.cccoiiveiiieseseeeeieienns 112
5.1 INEFOTQUCTION ..ot e 112
5.2 RESEAICN DESIGN ...ttt 113
5.3 Data Collection Methods ..........ccoveriieieniiiseeee e 113
5.3.1 Semi-Structured INTEIVIEW .........coveveeiieriiiiesie e 114
5.3.2 INErVIEW DESIGN .....civveiiiiiiicce e 115
5.3.3 Administration of the Semi-structured Interview ............cc.ccccveu.e. 116
5.4 Reliability and Validity ..........ccccooveiiiiiiieie e 117
5.5 SAMPIING ..ttt 118
5.6 POt STUAY ...ocvvieieiece e 119
5.6.1 Objective of the A Pilot StUAY ..........cocovviiiiiiieiceeee 119
5.7 Pre-Testing Interview QUESHIONS ........c.cccvevviiieiieieiie e 119
5.8 Alteration to Interview QUESLIONS.........cccveveriereeieiieseee e ie e 120
5.9 Planning the INTErVIEW.........c.coviiieii e 120
5.10 Conduct of the INtEIVIEWS.........ccviieiieri e 120
5.11 CONCIUSION ...ttt et 122
CHAPTER SIX: ANALYSIS OF INTERVIEW DATA ..o 123
6.1 INrOAUCTION ..o nne s 123
6.2 The Structure of the Interview Data ...........cccovveveieiini i 124
6.2.1 Interview QUESEIONS (1-4): .ccvoiiiiiiiiiieieee e 124
6.2.2 Interview QUESLIONS (5-8): .....covviiiiiiiieiie e 124
6.2.3 Interview QUESEIONS (9-11): ...ooviiiiiieieieee e 125
6.2.4 Interview QUEeStion (12-15):.....ccccciviiieiiiieesie e 125
6.2.5 Interview QUEStion (16-20):........covvriririirienese s 126
6.2.6 Interview QUESLION (21-23):...ccciciieiiieiie e 126
6.2.7 Interview QUESEION (24-25) . ...ccciiiiiiiieieienese s 127
6.3 Analysis of Interview QUESLIONS.........ccceeiiiiiiiiiieiie e 127
6.3.1 Analysis of the Practice of Shari’ah Governance Framework
Q (L-4) e s 127

Xi



6.3.2 Analysis of the Features and Strengths of Shari’ah Governance

Framework Q (5-8)....ccveiiiiiiieiieie e s 130

6.3.3 Analysis of the Problems and Weaknesses of Shari’ah
Governance Framework Q (9-11) .....cccovviviiienine e 133
6.3.4 Analysis of Main Issues of Shari’ah Governance Framework....137
6.3.4.1 Competency Q (12-15)...ccccviiiiiiiiieneee e 137
6.3.4.2 Independence Q (16-19).....cccccevveiiiienieie e 141
6.3.4.3 Disclosure Q (20-22) .....ccceereerieieniene e 143
6.3.5 Analysis of Recommendations and Suggestions ..............cc.cuc.v... 146
6.4 CONCIUSION ...ttt ettt nre s 148
6.5 Recommendation for Future ReSearch ...........ccoocevvvviiiiiieniiisseennn 149
6.6 Contribution of the StUAY .........ccoeiiiiii e 150
REFERENGCES. . ...ttt et e e e e e nne e e 151

APPENDIX A: SEMI-STRUCTURED INTERVIEW QUESTIONS AND
A SUMMARY OF THE ANSWERS. ..., 164
APPENDIX B: SEMI-STRUCTURED INTERVIEW QUESTIONS AND A
SUMMARY OF THE ANSWERS WITH SCHOLARS
WHO ARE NOT Working IN OMANI ISLAMIC BANKING
INDUSTRY Lot 172
APPENDIX C e e 176

xii



Table 2.1

Table 2.2

Table 3.1

Table 3.2

Table 3.3

Table 3.4

Table 3.5

Table 3.6

Table 3.7

Table 4.1

Table 4.2

Table 4.3

Table 5.1

Table 5.2

LIST OF TABLES

Models of Corporate Governance

The Difference of the Anglo-Saxon and the European Models
of Corporate Governance

Institutional Arrangement in Shari’ah Governance System
Institutional Arrangement in Shari’ah Governance System
Comparison between OECD Principles and Islamic Principles
Standards of AAOIFI Relevant to Shari’ah Governance

List of Standards and Guiding Principles by IFSB

Four Key Elements and Principles of IFSB-10

Table the Difference between Centralized, Decentralized and
Hybrid Models

Full-fledged Islamic Banks

Commercial Banks Offering Islamic Banking (Islamic
Window)

The Comparison between Internal Shari’ah Reviewer, Shari’ah
Compliance Unit and Shart’ah Audit Unit

The Linkage between the Questions and Research Objectives

Details of the Respondents

Xiii

24

28

44

48

49

55

56

S7

75

81

81

100
116

122



Figure 1.1
Figure 2.1
Figure 2.2
Figure 4.1

Figure 5.1

LIST OF FIGURES

Conceptual Framework

The Anglo-Saxon Model of Corporate Governance

The Structure of Corporate Governance in the European Model
The Two-tier Shari’ah Governance of Islamic Banking in Oman

The Distribution of the Interviewees

Xiv

26

27

83

121



AAOIFI
AGM
BCBS
BNM
BOD
CBB
CBO
CEO
CIS
CSB
GCC
GS
HAS
HSSA
IAASB
IBRF
IFls
IFSA
IFSB
IFSB
IFS
ISRA
MIS
OECD
SBP
SKM
SSB

LIST OF ABBREVIATIONS

Accounting and Auditing Organisation for Islamic Financial Institutions
Annual General Assembly

Basel Committee for Banking Supervision

Bank Negara Malaysia (Central Bank of Malaysia)
Board of Directors

Central Bank of Bahrain

Central Bank of Oman

Chief Executive Officer

Commonwealth of Independent States

Central Shari’ah Board

Gulf Co-operation Council

Governance Standards

Higher Shari’ah Authority

Higher Shari’ah Supervisory Authority

International Auditing and Assurance Standards Board
Islamic Banking Regulatory Framework

Islamic Financial Institutions

Islamic Financial Services Act

International Financial Services Board

Islamic Financial Services Board

Institutions Offering Islamic Financial Services
International Shari’ah Research Academy
Management Information System

Organization for Economic Co-operation and Development
State Bank of Pakistan

Suruhanjaya Koperasi Malaysia

Shart’ah Supervisory Board

XV



CHAPTER ONE

INTRODUCTION

1.1 INTRODUCTION

Islamic banking and finance are considered as one of the most important aspects of the
global financial system. The industry of Islamic banking and finance grew rapidly in
the last decades to become a significant force on the global scale. Moreover, the
Islamic banking industry has succeeded in developing ways to ease its movement and
integration into the global financial industry (Hassan, 2014).

The Sultanate of Oman is the most recent country among the six-nation Gulf
Cooperation Council (GCC) to introduce Islamic finance. The Islamic banking
experience in Oman is recent compared to other Gulf countries. The operation of
finance and banking remain limited to commercial banks in the Sultanate. The
legislations and laws do not allow Islamic banks to operate in the Sultanate until late
2012 when the Sultan issued significant amendments to the Banking Law promulgated
by Royal Decree 114/2000. This opened the way for Islamic banks and the Islamic
“windows” of conventional banks to operate in Oman (Vizcano, 2014).

Corporate and Shari’ah governance play a crucial role in Islamic finance industry.
Sound corporate governance will assist to enhance honesty, transparency,
accountability, integrity and responsibility in the institution in general. In addition,
Shart’ah governance has a significant role in Islamic finance industry in enhancing the
confidence of the shareholders and other stakeholders, it is important to assure that all
activities and business of any Islamic Financial Institutions (IFIs) are in line with

Shart’ah rules and principles (ISRA, 2016).



In this respect, the Omani Central Bank introduced a new Shari’ah governance
framework for Islamic banking in the Sultanate to bring the country’s Islamic finance
industry forward. The Central Bank of Oman (CBO) launched the Shari’ah
governance framework in 2012 and required all Islamic banking institutions to fully
comply with the Shari’ah governance framework in 2013. The primary target is to
provide a sound regulatory framework for the Islamic banks to operate within the
required Shari’ah framework. This will enhance and strengthen the investors’
confidence in the rapidly growing Islamic finance industry in Oman (Vizcano, 2014).

The literature shows that there are some crucial issues in Shari’ah governance that
should be solved to have an effective Shari’ah governance implementation. The issues

include matters such as independence, competency and disclosure.

1.2 THE MAIN ISSUES

1.2.1 Independence

Accounting and Auditing Organization for Islamic Financial Institution (AAOIFI)
Governance Standards (GS) No.5 para.2 (2015) defines independence as "An attitude
of mind which does not allow the viewpoints and conclusions of its possessor to
become reliant on or subordinate to the influences and pressures of conflicting
interests. It is achieved through organizational status and in an objective way”.

The issue of independence arises from the fact that Shari’ah supervisory board
members receive remuneration from the IFIs, which may lead to a potential conflict of
interest (ISRA, 2016; Farook & Farooq 2011; Garas & Pierce, 2010). The problem
comes from the perception that the members of the Shari’ah supervisory board may
legitimize illegal or dubious operations to keep their positions active as a member of

Shari’ah Supervisory Board (SSB) in the Islamic financial institution (Rammal, 2006;



Abdul Aziz, 2012; Lahsasna & Saba, 2014). Another issue of independence of
Shari’ah board is the appointment of SSB members is made during Annual General
Meeting (AGM), the board of director (BOD) may influence the shareholders in
nominating the members of SSB (ISRA, 2016). According to Rammal (2006) the
members of SSB should not be employees in the bank and must not be affected by
command of the BOD. The AAOIFI GS No.1 laid out that members of SSB must be
appointed by the shareholders during AGM of the bank upon recommendation of the
BOD.

There is still a need for an effective Shari’ah governance framework in the
form of law or regulation to reinforce the credibility of the IFIs that relies heavily on

the perceived independence of the SSB.

1.2.2 Competency

One of the main issues faced by the Islamic finance industry is the need for scholars
who have an experience in Islamic finance. Recently, many IFIs seek out to senior and
well-versed Shari’ah scholars to be on the member of their SSB. This is to enhance
the confidence of clients who deal with the IFIs that well-versed Shari’ah scholars of
repute are observing the Shari’ah compliance process (Belder et al., 2008; Abdul Aziz,
2012; Wilson, 2009; Gruening & Igbal, 2008; Hamza, 2013).The issue of competency
may influence the efficiency of the SSB, particularly in issuing appropriate Shari’ah
rulings as they should possess the required professional education and training with
expertise in Shari’ah (ISRA, 2016). A survey has been conducted on the qualification
of members of the SSB, and the survey has found that 76.6% of SSB members have
training and qualifications, while 8.6% were erudite in commercial and Shari’ah law.

However, only 11.4% have expertise in Shari’ah, economic and law (Bakar, 2002).



These practices may influence the competence of the Shari’ah supervisory board's
roles. Especially when SSB members provide robust and concrete Shari’ah decision
as they should possess sufficient knowledge and training with experience in Shari’ah

(ISRA, 2016).

1.2.3 Disclosure and Transparency
The current practice of Shari’ah governance shows that the level of disclosure of
necessary information is weak, even the information about Shari’ah rulings are very
hard to be viewed by the public (ISRA, 2016).

A survey has shown that there are shortcomings and weaknesses of disclosure
of information practice, especially in the Shari’ah report (Grais & Pellegrini, 2006).
Significant issues of Shari’ah governance such as disclosure may affect the credibility
and image of Islamic banks in the eye of the public and shareholders. Hasan (2011)
conducted a survey on disclosure of Shari’ah governance practice in GCC, UK, and
Malaysia. He found that there are significant differences in the extent of disclosure
practice. For example, in GCC countries the extent of disclosure practice was very
low, where 55% of the IFIs are ranked in the (Emerging Practice) group and no one of
them in the (Good Practice) or (Best Practice) groups. In the UK the level of disclosure
practice was fair and better than GCC countries, where 20% of the IFIs were ranked
in the (Improved practice) and (Good practice) groups. It is interesting to note that the
level of disclosure practice in Malaysia was slightly higher than the UK and GCC
countries, as more than 80% of IFIs were in groups of the (Improved Practice) and
(Best Practice).

The literature describes the main issues and challenges of Shari’ah governance

framework and how these issues affect efficiency of Shari’ah governance framework



worldwide. In this regard, Oman has adopted Shari’ah governance framework which
is very similar to other countries that faced these issues of Shari’ah governance.
Therefore, this study will examine these main issues in Shari’ah governance

framework of Oman.

1.3 PROBLEM STATEMENT OF THE STUDY
The literature argues that there are some significant issues and challenges pertaining
to the current practice of Shari’ah governance across the world, namely, with regards
to independence, competency, and disclosure. These unresolved issues need to be
examined properly. The literature shows that without solving these important issues of
Shart’ah governance, the system of Shari’ah governance would not be efficient.
Oman adopted a Shari’ah governance framework that is very similar with other
countries such as Malaysia, Pakistan, and Bahrain. Therefore, there is a very high
potential that the same issues of Shari’ah governance framework apply to Oman too.
This similarity can be seen in the Shari’ah governance framework issued by the
Central Bank of Oman in 2012. Oman started to operate the Islamic banks in the last
few years due to the increasing demand from the people. Prior to that there was no
political will to have Islamic banks in Oman. Apparently, as far as the researcher is
concerned, very few literature or data is available on the Shari’ah governance
framework and issues in Oman. Hence this study attempts to examine the Shari’ah
governance framework of Oman to verify the real issues faced. Once the issues are
identified and verified, this study will provide some recommendations that may assist

in dealing with these issues.



1.4 RESEARCH OBJECTIVES

This study is designed to achieve the following objectives:

1.

To investigate the practice of Shari’ah governance framework of Islamic
banking in Oman

To examine the real features and strengths of the Shari’ak governance
framework for Islamic banking in Oman.

To identify problems and weaknesses faced by Shari’ah advisors and
internal Shari’ah reviewer under Shari’ah governance framework of
Oman.

To verify the extent of independence, competency and disclosure practiced

by Shari’ah board members in Omani Islamic banks.

1.5 RESEARCH QUESTIONS

The study will answer the following formulated research questions, which are derived

from the objectives of the study.

1. How is the Shari’ah governance framework for Islamic banking practiced

in Oman?

What are the features and strengths of the Shari’ah governance framework
for Islamic banking in Oman?

What are the problems and weaknesses faced by Shari’ah advisors and
internal Shari’ah reviewer under Shari’ah governance framework of
Oman?

How does the regulatory mechanisms ensure independence, competence,
and transparency in the Omani Shari’ah governance framework for Islamic

banking?



1.6 SIGNIFICANCE OF THE STUDY

The study will provide in-depth information about Skari’ah governance for Islamic
banks in Oman, its importance, and models. The emphasis is on the nature of the
implementation of the Shari’ah governance framework in practice and some issues
related to Shari’ah governance such as independence, competence and disclosure.
There is a lack of specific and in-depth research on Shari’ah governance in Oman.
Hence, this study will assist those in charge of Islamic banks in Oman to recognize the
current condition of Shari’ah governance in Oman and gives them a deeper
understanding of its strengths and weaknesses. Furthermore, the study expects that the
findings would assist the regulator in strengthening the supervision and operation
process of the Shari’ah governance framework. The study will suggest some possible

improvements for the Shari’ah governance model and its implementation in Oman.

1.7 SCOPE AND LIMITATIONS OF THE STUDY

The scope of this study is limited to the Shari’ah governance of Islamic banks in
Oman. The research will explore the model of Shari’ah governance, which has been
practiced by the Islamic banks in Oman, and the issues of concern in the practice.
Therefore, the research finding may not be applicable to other Shari’ah governance
framework of other countries.

Secondly, there is limitation of literature pertaining to Islamic banking and
finance in Oman, especially on Shari’ah governance framework. This creates
difficulties in terms of designing the conceptual framework, attributes and dimensions
of Shart’ah governance framework of Oman.

Thirdly, the semi-structured interview was conducted on a relatively small size

of sample, due to the difficulties in finding the targeted respondents. Moreover, due to



the nature of SSB’s work in Islamic banks, the researcher met only a small number of
SSB members for the semi-structured interview.

Fourthly, though interview is the best tool to address this type of research to
guarantee reliability and accuracy, the method has proven to be time consuming, costly
and tiring. The interviewees sometimes asked for postponements and there was also a
few cancellations. Therefore, the researcher was required to prepared back up list of
other interviewees to get a total of 25 respondents. Some interviewees also faced
difficulties in understanding the questions given, hence, the researcher was required to
spent time to explain the questions carefully to prevent any misunderstanding.

Fifth, the research is limited to the SSB members, HSSA members and
Shari’ah officers in eight Islamic banks and windows in Oman as well as CBO. The
study did not cover other IFIs such as takaful companies. Therefore, the findings of
this research cannot be generalized to other institutions that are part of Islamic finance
industry such as takaful companies. Future studies on other IFIs in Oman, in term of
Shari’ah governance may need to be conducted. The future studies should examine
these institutions and their experience on Shari’ah governance issues and compare the

findings with the experience of Islamic banks in Oman.



1.8 CONCEPTUAL FRAMEWORK OF THE STUDY
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Figure 1.1 Conceptual Framework

1.9 LITERATURE REVIEW
The literature review in this study is classified into three sections: corporate
governance in the IFIs, Shari’ah governance in selected countries and Issues in

Shari’ah governance.



