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Abstract: Shariah accounting is an emerging field that seeks to harmonize Islamic financial 

principles with conventional accounting practices, particularly International Financial 

Reporting Standards (IFRS). This paper explores the intersection of Shariah accounting and 

IFRS, highlighting the challenges and opportunities that arise from their integration. It 

examines the fundamental principles of Shariah law, the requirements of IFRS, and the 

implications for financial reporting in Islamic financial institutions. The study employs a 

qualitative approach, analyzing existing literature and case studies to provide insights into 

best practices and potential frameworks for aligning Shariah accounting with IFRS. The 

findings suggest that while there are significant challenges in reconciling the two 

frameworks, including differences in principles, terminologies, and recognition criteria, a 

collaborative approach can enhance transparency, accountability, and comparability in 

Islamic finance. Furthermore, the paper emphasizes the importance of regulatory support, 

stakeholder engagement, and the development of tailored accounting standards that respect 

Shariah principles while maintaining global compatibility. This research contributes to the 

growing discourse on Shariah-compliant financial reporting and offers practical 

recommendations for policymakers, standard-setters, and financial institutions aiming to 

bridge the gap between Shariah accounting and IFRS. 
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Introduction 

The globalization of financial markets has necessitated the need for standardized 

accounting practices that can accommodate diverse financial systems and ensure 

consistency, transparency, and comparability in financial reporting. In this context, 

International Financial Reporting Standards (IFRS) have emerged as a global benchmark, 

offering a common framework for financial reporting that facilitates cross-border 

investments and enhances market efficiency. However, the application of IFRS is not 

without challenges, particularly in regions where financial systems are deeply rooted in 

religious principles, such as Islamic finance. 

Islamic finance operates under the guidelines of Shariah law, which prescribes ethical 

and moral principles governing financial transactions, such as the prohibition of interest 

(riba), uncertainty (gharar), and speculative activities (maysir). These principles lead to the 

development of unique financial instruments and practices that differ significantly from 

those found in conventional finance. Consequently, the standardization efforts of IFRS often 

come into tension with the distinctive requirements of Shariah accounting. For example, 

issues related to revenue recognition, asset valuation, and financial disclosures in Islamic 
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finance often require alternative approaches to align with Shariah principles while ensuring 

compliance with global standards. 

Moreover, the ethical foundation of Islamic finance emphasizes social justice, equitable 

wealth distribution, and the avoidance of harm, which are not explicitly addressed in IFRS. 

This divergence creates significant challenges in harmonizing Shariah accounting with 

IFRS, as it requires balancing religious principles with the technical and regulatory 

requirements of international standards. The unique financial instruments in Islamic finance, 

such as sukuk (Islamic bonds), mudarabah (profit-sharing), and ijarah (leasing), further 

complicate the process, necessitating tailored accounting treatments that reflect the 

underlying principles of Shariah law. 

This paper aims to explore the relationship between Shariah accounting and IFRS, 

examining how Islamic financial institutions can navigate these complexities to achieve 

effective financial reporting. By analyzing the key areas of convergence and divergence 

between these two frameworks, the study seeks to identify practical strategies for 

harmonizing Shariah accounting with IFRS. Additionally, it highlights the role of regulators, 

standard-setting bodies, and stakeholders in fostering a collaborative approach to address 

these challenges. Ultimately, this research contributes to the broader discourse on the 

integration of Islamic finance into the global financial system, emphasizing the importance 

of preserving the ethical foundations of Shariah while promoting transparency, 

accountability, and comparability in financial reporting. 

 

Literature Review 

The literature on Shariah accounting and IFRS is relatively nascent but growing, 

reflecting the increasing importance of Islamic finance in the global financial system. 

Scholars have explored the fundamental differences between conventional and Islamic 

finance, particularly in relation to risk-sharing, profit-sharing, and the prohibition of interest 

(riba). Haniffa and Hudaib (2007) emphasize the need for a distinct accounting framework 

that captures the ethical and moral dimensions of Islamic finance, rooted in principles such 

as social justice, equitable wealth distribution, and strict adherence to Shariah guidelines. 

Their study underscores that conventional accounting frameworks often fail to fully align 

with the values underpinning Islamic finance. 

On the other hand, proponents of IFRS adoption, such as Nobanee and Ellili (2016), 

highlight the potential of IFRS to enhance transparency, accountability, and comparability in 

financial reporting. The principles-based nature of IFRS has been credited with enabling 

cross-border financial integration and providing a standardized framework for multinational 

organizations. However, Kamla (2009) notes that IFRS lacks explicit provisions for ethical 

and religious considerations, posing significant challenges for Islamic financial institutions 

seeking Shariah compliance. 

The integration of Shariah accounting with IFRS presents numerous challenges. A key 

issue is the inherent conflict between the principles of Islamic finance and certain IFRS 

requirements. For instance, the prohibition of interest (riba) under Shariah law directly 

contradicts IFRS standards, which require the recognition of interest-based income. 

Additionally, IFRS’s fair value measurement approach can introduce speculative 

uncertainty, violating the Islamic principle of avoiding gharar (excessive uncertainty). These 

differences highlight the need for supplementary guidelines to address the unique aspects of 

Islamic financial transactions such as sukuk (Islamic bonds), mudarabah (profit-sharing), 

and ijarah (leasing). Another challenge is that Shariah accounting emphasizes moral and 
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ethical considerations, including avoiding haram (prohibited activities) and ensuring 

equitable treatment of stakeholders, which are not explicitly addressed in IFRS. 

Despite these challenges, aligning Shariah accounting with IFRS holds considerable 

promise. Adopting IFRS can enhance the credibility and global acceptability of financial 

reports from Islamic financial institutions, fostering trust among international stakeholders 

and facilitating cross-border investments. Moreover, harmonizing Shariah principles with 

IFRS can pave the way for a unified reporting framework that respects Islamic ethical values 

while maintaining global comparability. Organizations like the Accounting and Auditing 

Organization for Islamic Financial Institutions (AAOIFI) have made significant progress in 

developing tailored standards for Islamic finance, serving as a bridge between Shariah 

principles and global accounting norms. Scholars argue that fostering collaboration among 

regulators, standard-setters, and industry practitioners is essential for addressing these 

challenges and unlocking the full potential of integration. 

 

No Title Author Research Results 

1 Islamic Accounting 

Standards vs 

International Financial 

Reporting Standards by  

 Mohammad 

Haroun Sharairi 

(2020 

This study compares Islamic 

Accounting Standards and IFRS, 

highlighting key differences and the 

implications for Islamic financial 

institutions. It emphasizes the 

importance of developing a harmonized 

framework that respects both Shariah 

principles and international accounting 

standards to enhance the global 

credibility of Islamic finance. 

2 Islamic Finance and 

Shariah Accounting in 

Indonesia 

Eriko 

Kasaoka(2019) 

This paper explores the growth of 

Islamic finance and the application of 

Shariah accounting principles in 

Indonesia. It discusses the regulatory 

environment, the role of Islamic 

financial institutions, and the challenges 

faced in integrating Shariah accounting 

with IFRS, proposing recommendations 

for improving convergence efforts. 

3 The implementation of 

IFRS in Indonesian 

Islamic accounting 

Agus Arwani 

(2018) 

This paper examines the challenges and 

conflicts between IFRS and Islamic 

principles in the context of Indonesian 

Islamic accounting. It highlights 

specific areas where IFRS 

requirements, such as interest 

recognition and fair value measurement, 

contradict Shariah principles, and 

suggests potential solutions to address 

these conflicts. 

4 The Impact of IFRS 

Adoption on Islamic 

Financial Institutions 

 Mahmoud El-

Gamal (2019) 

This study analyzes the impact of IFRS 

adoption on the financial reporting and 

performance of Islamic financial 
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institutions, considering both benefits 

and challenges. It discusses how IFRS 

can enhance transparency and 

comparability, but also addresses the 

need for adaptations to accommodate 

Shariah-compliant financial practices. 

5 The Role of AAOIFI in 

Harmonizing Islamic 

Accounting Standards 

with IFRS 

Ahmed Zulkarnain 

(2021) 

This study examines the efforts of the 

Accounting and Auditing Organization 

for Islamic Financial Institutions 

(AAOIFI) in developing standards that 

bridge the gap between Shariah 

principles and IFRS. It evaluates the 

effectiveness of AAOIFI standards in 

enhancing transparency, comparability, 

and accountability in Islamic financial 

reporting 

6 Shariah Accounting 

and IFRS: Convergence 

and Challenges 

Faridah Hassan 

(2017) 

This paper discusses the convergence of 

Shariah accounting and IFRS, 

highlighting the challenges faced by 

Islamic financial institutions in 

achieving harmonization. It examines 

the ethical and moral dimensions of 

Islamic finance and the need for 

supplementary guidelines to address 

unique aspects of Islamic financial 

transactions. 

 

Method 

This study employs a qualitative research methodology, incorporating a comprehensive 

literature review and case study analysis to explore the relationship between Shariah 

accounting and IFRS. The primary sources for this research include academic journals, 

industry reports, and regulatory guidelines, which are analyzed from both Shariah and IFRS 

perspectives. The literature review focuses on identifying key themes, gaps, and areas of 

convergence and divergence between the two frameworks. Additionally, the case study 

analysis examines Islamic financial institutions that have successfully implemented practices 

aligning with both Shariah accounting principles and IFRS requirements. These real-world 

examples provide valuable insights into best practices, highlighting strategies for 

overcoming challenges and achieving effective financial reporting. By synthesizing findings 

from the literature and case studies, this study aims to propose a robust framework for 

harmonizing Shariah accounting with IFRS, ensuring compliance with Islamic ethical 

principles while enhancing transparency, comparability, and accountability in financial 

reporting. 

 

Results and Discussion 

The findings reveal several key insights into the integration of Shariah accounting and 

IFRS, shedding light on the complexities and opportunities within this evolving field. 

Firstly, while IFRS provides a robust, principles-based framework for financial reporting, it 
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often lacks specific guidelines for the unique transactions and financial instruments 

prevalent in Islamic finance, such as Murabaha (cost-plus financing), Ijarah (Islamic 

leasing), and Sukuk (Islamic bonds). These instruments are grounded in Shariah principles, 

which emphasize ethical behavior, risk-sharing, and the prohibition of riba (interest). The 

absence of explicit provisions within IFRS to address these requirements underscores the 

need for the development of supplementary guidelines or tailored accounting standards that 

can bridge the gap between the two frameworks. This challenge is further compounded by 

differences in valuation methods, with IFRS endorsing fair value accounting, while Shariah 

accounting prioritizes asset-backed transactions to avoid excessive speculation and 

uncertainty (gharar). 

Secondly, the study identifies best practices from Islamic financial institutions that have 

successfully navigated these challenges, offering practical insights for other institutions 

striving to integrate Shariah accounting with IFRS. Among these practices is the 

establishment of Shariah advisory boards, which provide specialized guidance to ensure 

compliance with Islamic principles in financial reporting. These boards play a critical role in 

interpreting Shariah principles and ensuring that financial statements reflect ethical and 

moral considerations. Another effective approach observed in certain institutions is the 

adoption of hybrid accounting models, which combine the ethical foundations of Shariah 

with the global comparability of IFRS. These hybrid models often involve modifications to 

IFRS standards or the use of parallel reporting systems to address the specific requirements 

of Islamic finance. 

The discussion also highlights areas of divergence and convergence between Shariah 

accounting and IFRS. For instance, the treatment of interest represents a fundamental 

divergence, as Shariah accounting strictly prohibits riba, while IFRS permits and even 

requires the recognition of interest-based income and expenses. Similarly, ethical 

considerations in Shariah accounting extend beyond financial performance to encompass 

social justice, equitable wealth distribution, and the avoidance of haram (prohibited) 

activities, which are not explicitly addressed within the IFRS framework. Nevertheless, 

there are areas of alignment, particularly in the shared emphasis on transparency, 

accountability, and reliability in financial reporting. These commonalities provide a 

foundation for collaboration and integration, enabling Islamic financial institutions to adopt 

IFRS while maintaining adherence to Shariah principles. 

Finally, the findings underscore the importance of ongoing dialogue and collaboration 

among standard-setting bodies, regulators, industry practitioners, and Shariah scholars. This 

dialogue is essential for developing a cohesive approach to Shariah accounting within the 

IFRS framework and fostering mutual understanding between the two systems. Regulatory 

support and the involvement of international bodies, such as the Accounting and Auditing 

Organization for Islamic Financial Institutions (AAOIFI) and the International Accounting 

Standards Board (IASB), are critical in promoting convergence and addressing the specific 

needs of Islamic finance. By leveraging these collaborative efforts, the integration of 

Shariah accounting and IFRS can enhance the credibility, transparency, and global 

compatibility of financial reporting in Islamic financial institutions, ultimately contributing 

to the growth and sustainability of the Islamic finance industry. 
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Conclusion 

The integration of Shariah accounting and IFRS represents a complex yet rewarding 

endeavor for Islamic financial institutions. The challenges stem from fundamental 

differences in principles, such as the prohibition of riba, ethical considerations, and the 

emphasis on asset-backed transactions in Shariah accounting, compared to the fair value and 

interest-based principles of IFRS. However, these challenges also present opportunities to 

innovate and develop accounting frameworks that are both globally standardized and 

ethically grounded. The findings of this study underscore the importance of adopting a 

collaborative approach, involving policymakers, regulators, practitioners, and Shariah 

scholars, to enhance the quality, transparency, and comparability of financial reporting in 

Islamic finance. 

Aligning Shariah accounting with IFRS requires a nuanced and multifaceted strategy. It 

is not merely a matter of technical reconciliation but also a broader effort to respect and 

preserve the ethical foundations of Islamic finance while harnessing the benefits of global 

financial reporting standards. Policymakers and standard-setting bodies, such as AAOIFI 

and IASB, should consider developing supplementary guidelines and hybrid accounting 

models that address the unique characteristics of Shariah-compliant transactions. Such 

efforts would promote inclusivity, foster trust among stakeholders, and ensure that Islamic 

financial institutions can operate effectively within the global financial system. 

Future research should focus on several key areas to advance the integration of these 

frameworks. These include the development of comprehensive guidelines for Islamic 

financial instruments such as Murabaha, Ijarah, and Sukuk, as well as the exploration of case 

studies to identify successful practices in aligning Shariah accounting with IFRS. 

Additionally, researchers should investigate the role of technology, such as blockchain and 

artificial intelligence, in streamlining financial reporting processes and ensuring compliance 

with both Shariah principles and IFRS standards. 

The broader implications of this integration extend beyond financial reporting. By 

fostering a cohesive approach to Shariah accounting within the IFRS framework, Islamic 

finance can enhance its global credibility and attract a wider range of investors, ultimately 

contributing to economic growth and financial stability. Achieving this goal will require 

sustained efforts, dialogue, and innovation, but the potential benefits for Islamic financial 

institutions and the global financial system make this an endeavor worth pursuing could 

explore the practical implications of such adaptations in various sectors of the economy. 
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