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Abstract — Economic, social and political environment 
differences of Islamic countries has made some of the Islamic 
researchers, those who believe that fundamental assumptions of 
prevalent financial accounting system is not compatible with 
Islamic values and beliefs, to seek Islamic conceptual framework 
and accounting standards with an optimistic attitude. Regardless 
of whether it is possible to value accounting science or not, 
profound investigating of the matter will blazon this standpoint 
unrealistic. Assuming that this standpoint is accessible, 
developing Islamic standards and complete substitution of them 
instead of prevalent standards will impose some expenditure on 
Islamic-business organizations and society, while given the 
current circumstances of Islamic countries and lack of common 
capital markets and common currency and want of free business 
among Islamic countries it is impossible to expect interests 
toward reduction of capital cost and the expense of transactions 
for Islamic-business organizations. Some other Islamic researches 
have demanded the development of accounting standards in cases 
where prevalent accounting system cannot meet the 
informational requirements of users in Islamic economic social 
environment. This standpoint seems more logical but 
development of any standard without a profound conceptual 
framework can worsen the circumstances. Hence, it seems that 
Muslim accountants regardless of valuing accounting have to pay 
attention to the accounting contents that is compatible with 
programs and rules of Islam Shariah. 
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I.  INTRODUCTION 
From the middle of 20th century on, in Islamic countries 

there have formed multiple motivations concerning the 
presentation of scientific knowledge based on Islamic culture, 
and considerable efforts have been done concerning it. 
Departing toward development of theoretical bases of Islamic 
banking, Islamic economics and consequently Islamic 
accounting's theoretical bases are among examples of these 
efforts toward valuing these own culture-based sciences. 

Islamic accounting roots are in Islamic banking, Islamic 
contracts and Islamic economic related debates. Given the 
differences among Islamic worldview and capitalism, applying 
theoretical bases and accounting standards that are based on 
capitalism worldview is most likely to fail in meeting the 
informational needs of users in Islamic countries, thus some 
groups necessitate the presentation of a framework about 
theoretical bases and development of accounting standards in 
Islamic countries because of these differences: 

• Difference in the attitudes of Islam School concerning 
the possession of properties and assets: In Islamic attitude 
possession doesn't exist in the sense of complete and total 
authority, that is human is considered a trustee and the main 
possessor is God, while in capitalism schools the final 
possessor is human [4]. 

• Difference in economic, social and political environment 
of Islamic countries: Financial Accounting Standards' Board 
(FASB) as a pioneer of developing theoretical concepts has 
confessed that these concepts are developed for economic, 
social and political environment of U.S. Therefore 
environmental conditions affect accounting. In a Muslim 
country if the economic environment is based on observance 
of Islamic values, certainly such an environment will affect 
financial reporting [3] and thus an Islamic environment can 
have Islamic standards. 

• Difference in Islamic government attitude concerning 
providing public interests: If we accept that accounting 
standards should provide public interests and governments are 
monitoring the applying of standards toward providing public 
interests, standards and alternatives that can provide the public 
interests in Islamic government sight will be different. 

• Difference in the bases of economic incentives: In 
capitalism schools maximization of profit, individualism and 
personal interests are the infrastructures of economic 
activities. These factors form infrastructures of some 
important theories such as Positive Accounting Theory, 
Contractual Theory and Agency Theory, while in Islamic 
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Schools access to reasonable profit, public interests, justice 
and equity form the infrastructure of economical activities [5]. 

Some of religious leaders believe that economical activities 
in Islam are based on two ethical factors of justice and 
beneficence. Therefore Islamic business should be based on 
these values [10]. Difference in economic system can be used 
as main incentive of Muslim accountants in order to present a 
definition and pattern for Islamic accounting. 

Another group of Muslim accountants insist that there is no 
Islamic or Western accounting. If we bring up the Islamic 
accounting presumably the Christian and Jewish accounting 
can be applied too and their criticism to Islamic accounting is 
that if we consider accounting as a science we cannot add the 
word "value" to it [3]. 

II. THEORETICAL BASES 
Muslim accountants in addition to presentation of a clear 

definition of Islamic accounting should state objectives and 
characteristics of Islamic accounting and explain reporting 
requirements. Islamic researchers have defined the Islamic 
accounting as: 

"Accounting is the regular process of recording legitimate 
transactions in the books and measuring the financial results 
based on these transactions in order to be used in decision 
making" [11]. 

"Islamic accounting is the process of identifying, 
measuring and reporting the legitimation of financial activities 
that are useful for decision making, calculating of Zakat and 
real profit of Islamic investment operations base on Islam 
rules (Al-Khadash 2001)" [4]. 

In the first definition that is given by Zaid, the only 
difference of it from traditional accounting definition is the 
addition of the word "legitimate" and it doesn't seem that we 
can transform the traditional accounting to Islamic accounting 
by adding this word [3]. 

In next definition that is presented by Al-Khadash except 
the matter of legitimation, Zakat is emphasized too. Measuring 
the financial statements for calculation of Zakat is one of the 
matters that are of great importance in Islamic countries in 
Sunnite religion. In some cases this matter has been 
implemented in Islamic banking too. That is, Zakat is reported 
as the last figure of profit or loss. Zakat calculation should be 
based on current values of assets [3]. 

Given the universality of Islam and its comprehensiveness 
and its integrity, we can derivate the accounting theoretical 
framework from Islam programs and rules in three aspects: 
belief, morality and action [6]. Then we can present the 
required accounting standards based on this framework. 
Stating this matter may seem ambitiously and we have to 
confess that this matter is not equal to reversal of FASB  
conceptual framework, FASB standards and international 
standards and complete substitution instead of them, but the 
case is that (because of the above-mentioned differences) 
presentation of new standards in Islamic economic social 
environment seems necessary and if it is to be presented a 
standard in Islamic economic social environment, this 

shouldn’t be done without taking into account the conceptual 
framework deducted from Islam's programs and rules. 

But this question is brought up that which characteristics 
are needed for development of a standard in Islamic economic 
social environment? 

William Scott [8] presents some indices for developing an 
accounting standard as follows: 

• The usefulness of the Standards from decision-making 
viewpoint: new standard should be useful from the viewpoint 
of decisions made by investors.  

• The reduction of asymmetric information: asymmetric 
information is defined as an informative advantage that just 
one party in transaction exploit it and the other party will 
receive loss because of the lack of this advantage. The most 
important asymmetric information include of inappropriate 
selection (the existence of special information for a transaction 
party) and moral hazards (realization of just one contract party 
because of having the informative advantages).  

• Considering the economical consequences of new 
standards: developers of standards should pay enough 
attention to direct expenses that are imposed on firms and 
indirect expenses that are imposed on society because of 
applying a new standard; it means that generally the interests 
from implementing a standard should be more than its 
implementation expenses.  

• Considering the political aspects of new standards: 
standard developers should be able to achieve the positive 
opinion of the majority of beneficiary groups in such a way 
that if one of these groups do not agree with new standard, it is 
inevitable to observe the new standard. 

It should be noted that each of these indices are required 
for the success of a standard but is not enough per se, the 
success of a standard is guaranteed by all of these indices. 

In Islamic economic social environment, if we assume that 
all the beneficiary groups act based on public interests, justice  
and equity, so it is excepted that asymmetric information in 
market be reduced and the informational advantages of a group 
rapidly and without any cost be provided for other groups. If 
this affair is realized the cost of transactions as the most 
important factor of inefficiency of market will be removed in 
one hand, on the other, access to abnormal returns in market 
will decline and this is compatible with the efficient market 
theory. We can consider the accounting standards as a form of 
law that are approved toward securing public interests in all 
societies. In cases where market fails to prepare an especial 
product or service, law will act toward public interests. Also, in 
the case of accounting when market forces alone are not able to 
progress the correct rate of information production and 
basically make conflict of interest because of personal interests, 
accounting standards will develop. Thus we cannot consider 
Islamic accounting standards oppose to traditional accounting 
standards, but it should be noted that disclosure approaches 
based on Islamic requirements and standards will lead to 
complete disclosure of financial information [5]. 
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III. ISLAMIC ACCOUNTING OBJECTIVES 
Some of researchers have presented the Islamic accounting 

objectives as follows [3]: 
• Calculation of Zakat: in this approach the purpose is 

maximization of Zakat instead of profit. Since the focus on 
Zakat can lead to limitation of financial reporting, thus taking 
into account broader objectives for Islamic accounting is 
necessary. 

• Islamic accountability (stewardship): in Islamic 
approach accountability is takes place with respect to the fact 
that human is the delegate of God and base upon this human in 
addition to observing what is due to men, sin against mankind 
and what is due God, sin against God ultimately the is 
accountable against God.  

• Useful for decision making: accounting and auditing 
organization of Islamic financial institutions in statement No. 
1, the objectives of Islamic banks and Islamic financial 
institutions financial accounting, has defined the presentation 
of information in order to assist in users decision makings as 
the main objective of financial accounting.  

The contents of Islamic accounting are not in contradiction 
with traditional accounting, though there are some differences 
between them. In traditional accounting in the process of 
contracts the duty of stewardship against owners and other 
contract parties is issued. On the other hand traditional 
accounting doesn't provide complete information concerning 
the way of Zakat calculation. Given the fact that predominant 
standpoint in determining Zakat is the use of selling price 
when the Zakat's committal is created, so Islamic business 
organizations need the current value of items and not the 
historical cost [3]. Therefore, in order to realize the first 
objective (Zakat calculation), the accounting system should be 
designed based upon current values. It has been reported that 
one of the most important criticisms on the accounting system 
of current values is the low reliance of items. But since the 
Islamic business organizations act based on public interests, 
justice and equity, it is expected that the current values-based 
accounting system present a suitable base for Zakat 
calculation. 

IV. ISLAMIC ACCOUNTING: NORMATIVE OR POSITIVE 
THEORY 

There have been several efforts in traditional accounting 
toward presenting a comprehensive theory, yet development of 
a pervasive theory is not possible. The presented theories in 
accounting can be stated in the form of normative theory and 
positive theory. The objective of accounting positive theory is 
explanation and prediction of accounting approach [1]. 
Purpose of explanation is to present reason about observation 
and purpose of prediction is that the theory can also predict the 
accounting phenomena that aren't observed yet. Positive 
theory assumptions are to maximize the profit, individualism 
and personal benefits, and it should be noted that positive 
accounting theory do not command to theory's infrastructure 
assumptions like personal benefits and individualism 
behaviour in special activities, but mostly investigates the 

accounting role in situations where personal benefits and 
individualism behaviour exist. The function of normative 
theories differs from positive theories. The purpose of 
accounting normative theories is to prescribe a certain 
accounting approach to encounter a given event. The 
fundamental assumptions of accounting normative theory are 
not good bases for accounting standards but provide useful 
infrastructure for improving public trust and reduce the 
transactional expenditure in society and according to 
standards' developers, accounting approaches are prescribed to 
maximize the public interests, so we can consider the Islamic 
accounting assumptions as compatible with normative theory. 

Although apparently positive theory's assumptions are in 
contradiction with Islamic accounting, more precise 
investigation of the matter does not confirm a major 
contradiction between them. Personal interests assumptions of 
positive accounting theory highlight the accounting legitimacy 
role in society and provide a basis for rules' development in 
accounting in order to prevent financial abuse and social 
exploitation. Though contract parties seek to maximize their 
own personal interests, but they know that their interests is tied 
with other groups' interests and observing the contract tenors 
will guarantee their interests in long-term [8] and in addition to 
this, will provide profit maximization, innovation stimulus and 
productivity growth of human resources [9]. Although Islamic 
accounting researchers have discussed reasonable profit instead 
of maximum profit, there is not any definition for reasonable 
profit. Elimination of the profit maximization principle does 
not seem to be a solution. Seeking profit maximization, if it is 
in sharia's framework, is not an illegitimate act for a Muslim 
[3] thus we should substitute profit redistribution mechanisms 
(e.g. Zakat) and more encouragement for competition that 
guarantee normal profits instead of abnormal profits [2].  

V. STANDARDS HARMONISATION IN ISLAMIC COUNTRIES 

In international accounting harmonisation differ from 
standardization. Harmonisation means the consistency of 
different viewpoints based on better communication in order 
to information exchange in a way that is interpretable in 
international level, while standardization means to apply 
identical accounting procedures in different countries [7]. 
Regardless of compatibility or non-compatibility of Islamic 
accounting with traditional accounting, if we accept that we 
can deduce accounting conceptual framework from Islam's 
rules and programs and approve some standards based on 
them; in this way we can consider the standards' 
harmonisation and complete standardization as synonyms. The 
advantages of Islamic standards' harmonisation can be 
presented as: 

• Eliminating of standard approval costs (bureaucracy 
costs) for Islamic countries, increased comparability of 
financial reports and jointing to the flow of Islamic standards.   

• Decrease of cost of capital of Islamic business 
organizations in order to financing from other Islamic 
countries. 
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Nevertheless there are some limitations on harmonisation 
of Islamic accounting standards. These limitations are as 
follow: 

• Difference in issued juridical attitudes concerning 
Zakat in different Islamic countries. 

• It is rare possible that all Islamic countries have 
asymmetric political or economical purposes (sometimes 
accounting policies are developed so that political or 
economical purposes are secured in accordance with political 
or economic systems). 

VI. SUGGESTIONS CONCERNING ISLAMIC FINANCIAL 
REPORTING 

From earlier discussions it can be inferred that there is no 
explicit contradiction between prevalent accounting and 
Islamic accounting, but is should be noted that by relying on 
prevalent accounting standards some informational needs of 
users in Islamic economic social environment may not be met. 
The following suggestions can be presented for Islamic 
financial reporting: 

• The extraction on conceptual framework and 
presentation of Islamic accounting standards based on them; 

• Accompany of special reports to current financial 
reporting system; 

• Presentation of specific standards for Islamic 
business organizations. 

The first suggestion seems inaccessible in current 
conditions of Islamic countries. Regardless of the fact that 
current science is a collective process that is affected by 
different cultures in different periods of history and the matter 
of whether it can be valued or not, by a realistic view the first 
suggestion (assuming that it is inaccessible) cannot have the 
excess of benefits on costs. Observing these standards will 
impose significant costs on Islamic business organizations 
(directly) and on Islamic society (indirectly), but its revenue 
will be realized when presence of a common unit of currency, 
common capital market and/or free business among Islamic 
countries minimize the costs of financing and costs of 
transactions for Islamic business countries.  
In order to implement the second suggestion we can 
accompany some complementary reports such as the method 
of Zakat calculation to financial reports. Although this report 
necessitates more movement toward current values, there are 
no profound changes in prevalent accounting system to call it 
Islamic accounting. For implementing the third suggestion in 
areas where prevalent accounting system cannot meet the 
users' informational needs in Islamic countries, some standards 
proportionate with Islamic culture will be approved. Approved 
standards should be compatible with conceptual framework 
deducted from the religion's shariah programs and rules. 
Inattention to conceptual framework can lead to worsen the 
circumstances. The matter that whether can be called this area 

Islamic accounting or not and whether the implement all the 
approved standards can be performed equally in all Islamic 
countries or not requires more detailed researches. 

VII. CONCLUSION 
Prevalent conceptual framework and accounting standards 

cannot provide some of informational needs of users in 
Islamic economic social environment but this is not to say 
there is contradiction between prevalent accounting and what 
we can call Islamic accounting. The definitions that Muslim 
researches have given about Islamic accounting have 
emphasized legitimate transactions and Zakat calculation. In 
Islamic society unlawful transactions are prohibited by 
religion and in the case of commitment of unlawful 
transactions Islamic government's sensitivity to these 
transactions will prohibit them from entering into accounting 
system of Islamic business organizations. On the other hand 
disclosure of Zakat calculation that necessitate departing 
toward current values can be attached in a complementary 
report to current financial statements, meanwhile  prevalent 
accounting system had also emphasized current values in 
several cases. Due to the novelty of the matter and want of 
profound logic bases, what is issued as Islamic accounting 
requires detailed researches; yet, regardless of the point that 
whether we can value accounting or not, we should try to 
make relevant the content of operations and financial events of 
firms to Islam programs and rules in Islamic countries. 
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