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Abstract

This study aims at revealing the administrative andounting aspects of the investment risks funtsleamic
banks through the study of the reality of the managnt of these funds and accountability in the akieh
Islamic banks, where they were put up importantsjoes relating to the administration of the Fumd ats
accounting and investment amount accumulated ihhié researcher found that the establishment df duuds
needs arising from the nature of Islamic banks sutgject to the supervision and control by the etriianks.
Also, the researcher revealed that there is ardiffee in the foundations of this fund truncated acdountable
between accounting Islamic standard number (11)taaddvisory opinion of the Jordanian Fatwa Bodiie
study revealed that the investment of this funidibidden
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1. Introduction

Islamic banks are distinguished from traditionahBsin working in more risky field especially inenating risks in
addition to other risks. These banks are supenbgetie central banks, which consider protectirggdbpositors’
funds as its main priority. Accordingly, Islamicria are forced to search for solutions are comieatifth Islamic
law (Shari"ah ) to protect investment processraalle participants feeling safety ,increase investraecounts and
its stability and taking in to consideration thepense to the requirements of banking supervi§absequently, the
idea of accomplishing investment risks fund is edsy Islamic banks management.

2.General framework
2.1 Resear ch significance
The importance of this study arise from discussimgortant issues related to the big wealth whictheaed in Islamic
banks as account which called "Rigksnd", such as, the unison between the fund and tlaenlslcontrols from the
practical aspect, Zakabf this fund and the impact of all this on thehtigof unrestricted investment accounts holders
(unrestricted Mudarabah accoufts)
2.2 Resear ch Objectives:
The study aims at identifying the reality of risknfl in Jordanian Islamic banks and its compatybiliith the
provisions of Islamic controls. As this study aimisreleasing all matters relating to the risk fundnagement of
practice, religion, Zakah , and the impact of tlisl on the distribution of profits among the ows@f unrestricted
investment accounts and Islamic Banks.
2.3 Resear ch Statement:
This study could be limited to answer the followigpgestions:

1. Are Islamic banks committed to apply the provisiarisislamic controls regarding the establishmend an

management of the risk fund?
2. How to fund truncated and its impact on the distiitn of profits between the Islamic bank and utnreted
investment accounts holders?

3. Are Islamic banks paying Zakah related to this Fud

4. Are Islamic banks investing this fund? Is thatmpissible? If yes;Who is responsible about suchstment?
2.4 Methodology
The researcher will Follow the inductive analytiegproach to get investigate the views of the thuesd standards
issued by the Accounting and Auditing Organizationlslamic Financial Institutions ( AAOIFI) in thiarea and to
access to the reality of this fund management imesof the Jordanian Islamic banks to answer theareh questions.
2.5 Literature Review

1 Zakat is the estimated share of money imposed diy i6 the wealthy money to the beneficiaries (dpegiarties in the
quran).

2Unrestricted Investment Accounts: These accounenep by the Islamic Bank for its clients on the $adi Mudarabah
contract so that the account holders are "Rabualtimallslamic Bank is the "Mudareb"
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1. Osman Ahmed Babiker study (2001), entitled: "Thpa#ét protection system in Islamic banks"( in Agbi
The study discussed the traditional and Islamikbaystems to protect deposits and their adequetoyelen
their own actions. It also clarified the Sharia@dpects to guarantee deposits of Islamic banksenther
researcher proposed a system of deposit insurdingemost important findings of this study is tradidity
of the traditional systems of system deposits dsamework to ensure the ongoing deposits with Ifam
banks as long as they are taken as a loan ( clacenunts ) and proposed a system to protect testiment
deposits on the basis of Takaful insurance.

2. Monzer Kahf study (2005): “guarantee deposits lantsc banks in Jordan™ ( in Arabic ):The study @ed
the risks of deposits in Islamic banks and guaeanfeSharia’ah. It compared the risk of depositsiamic
banks with deposits in conventional banks. The aie$er explained the need of evaluating the interes
guarantee deposits in Islamic banks in Jordan.r&searcher discussed the possibility of deposigsagiee
in Islamic banks through the deposit insurance @@ton provided that the Islamic Bank shall belr a
expenses of guarantee deposits in current accandtexcluded from the investment accounts.

3. Abdullah Al-Saif study (2013):” Insurance on Bableposits in Islamic Banks” ( in Arabic ):This syud
attempts to shed the light on the side of finantesactions, banking, insurance, Islamic banksdeposits
with the Takaful companies or institutions that guiee deposits. Deposits form most of the funthefbank
through which projects are funded and are workethénmarket. On the other hand, there are manyg risk
facing the bank as; how can the bank save the dspdsts customers? This study was conductedrésent
the Islamic rule in saving the bank deposits. Theysshowed that insurance on bank deposits td #kaful
insurance companies or to the institutions is amwk@nd permissible under special conditions based
Shariaah rules.

3. Investment Risks Fund(IRF) In Idamic Banks
3.1 Investment risk fund as a concept

The investment risks fund represents the amount, which is allocated by #tenlic banks, from investments
accounts holders profit after the distribution sfamic banks share to mitigate the future investnmesks on the
investment account holders (IAH). It aims at congrihe IAH losses as occur (Khuwaylidi 0.2011).

The Accounting and Auditing Organization for Islanttinancial Institutions (AAOIFI) standard (11) ohefd IRF
referring to the definition ofeserve investment risk ;"the amount that is appropriated by the bank frim
investment account holders dividend, after the eshafr Mudaritt deduction to protect the owners of investment
accounts from future loss."

The Hashemite kingdom of Jordan forced Islamic batakestablish the investment risk fund, in arti@8) of the
Jordanian Banking Law 2000, where the Jordaniarisl banks are forced to maintain an account imna to cope
with the investment risks to cover any losses itess of the total investment profits during a sjpedinancial period
at least (10%) of net realized investment gainghenvarious operations carried out during the pkr{dordanian
Banks Law No. 28 of 2000).

It is important to note the difference in the cautcef IRF " investment reserve " in the Jordanislarhic banks point
of view from the concept of this reserve in AAONvhich based on this difference that these amoustsleducted
from the share of each of the Islamic Bank and stnicded investment accounts as defined by Jorddmaaking law.
While this amounts are deducted from the sharenddairicted investment account holders only acogrtth AAOIFI.
3.2 Thereasons of establishing an investment risk fund

The problem of Mudarabah funds ( IAH) guaranteelenslamic banks encourage depositors to keep degiosits
by finding alternatives to legitimize the idea afagantee deposits. One of these alternatives iswRiEh contributed
to configure a variety of reasons and factors: {kR05, p. 61; Abu Zeid, 1996 , p. 61; Babacag1,4. 56):

1. The continued expansion in the Islamic bankingitess even outside the scope of the Muslim worlds
expansion is subjected to the fulfilment of certaionditions laid down by the financial and banksygtems in
countries where the Islamic banks work is applieat. example, some central banks such as the Bakkgiaind are
asking expressly to mention that in the rules adrapon of any bank or any entity interested inesting deposits

Al-Mudarabah : A contract between two parties iriaktone party pays money to the other party toshitefor profit. This
must be the distribution of profits between the fpesties proportions agreed between them, whilddbe is borne by the
owner of the money and the investor loses higtsfibhe didn’t cheat or betraying the money owner

Money owner called " RABUALMAL"

Investor called " Al-Mudareb"

Money called " Mudarabah Capital"
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from the public that states guarantee these depO$itourses, the Bank of England will not grariicanse to the
Bank does not guarantee deposits.

2. The nature of the contemporary investment iretudew risk types were not familiar in the pastclvhhas
necessitated the introduction of a specific fundddress these risks.

3. The requirement of the Central Bank of the Istabanks composition of reserves for investmer# légal reserve
and to protect Mudaraba money( IAH).

4. Islam forbids Mudarib (Islamic Bank) to guarantenrestricted investment accounts (Mudaraba dpp8a it is
necessary to find an alternative acceptable tanigla protect the investments accounts. Note thatpetition with
traditional banks makes it necessary to find agriadttive to guarantee the investments accountddamic banks
4. Investment risks Fund from Shariah per spective

Jurists have more than one point of view regartiindne IRF in Islamic banks. The idea of IRF iratsic banks
based on the principle of guarantee and how ftiissidea applied. Researchers refer to the olk&obfigh' in
similar issues, but this study will mention the miogportant statement in this area in order to ee¢he purposes
of research as follows:

4.1 Guarantee Donation

Tijani mentioned that it is permissible to inclutte Islamic Bank on the grounds that this guarabsed on
donations and volunteering, but it shall not bedlmig on the Islamic Bank to guarantee investmenbaits
because that is considered as a guarantee of Maatacapital which is forbidden in Islam (Tijani (20:

The researcher believes that what Al Tijani saidiiacceptable because it contrasts with the badguhmu
Belgurm" which means that the party who worth prsffiould bear the loss. In addition to that it inigs a return
to the interest under other names because theestitaystem (RIBA) means to guarantee the capitdl an
guarantee an increase on it.

On the other hand, the guarantee donation of amy mloes not permit her/him to participate in trefits
because -in Islam- it is not permissible that la@mk donates to guarantee the IAH funds then aduapks
participation in the profits.

4.2 Thethird party guarantee

What is meant by the third party here is a sepgratson in his/her personality and financial disghd from the
parties to the contract and not as an agent oebrfok one of the parties or of one of them guaradt It may be
natural or legal persons (Nashmi 0.2010.(

Thethird party guarantee in fact is binding commitment to provide a giftudeplent to the nominal value of the
assets in the event of the loss of whatever wasechby- If the loss were not a result of bad baakagement-
(Abu Goddah 2010),

Here, a question arises; Is there in fact a thadypnot related to the parties of the contractH{IARabualmal”
and Islamic bank "Mudareb")? And what is the bdrafthis party from Muadarabah capital guarantee?
Looking at the matter fairly makes the researckeognizing that the third party -who is conditioriechot have
a relationship with both parties of the contrastnot existed unless the state. However, whentétte enters as a
third party , it have its own objectives which #re economic stability situation and giving safetyepositors.
4.3 IRF asakind of Tkaful Insurance

The issue of donation itself agreed upon by judstslesirable in Islam. And the meaning of insueahakaful: "
the Cooperation of a group of people who are exppdsethe type of risk to compensate for the losg thay
infect someone through their contribution amourftsash to lead them compensation to any sharehofdiem
If actually signed the danger that was insuranaénagit." (Zoheily 0.2010, p. 147).

The bases of cooperation here are donated by alhsnevhether it is an urgent need or to prepar¢hirisk or
expected disaster. The goal of cooperative inseratantracts is the fragmentation of the dangers tand
participate and take responsibility when disastecsir (Zoheily ,2004 ).

The Council of Shariaah of AAOIFI was likely coriditer cooperative insurance on the commitment ofation
(Nashmi 2010). Scientists, Shariaah Boards of lglaimancial institutions and fatwa bodies agread the
permissibility of Takaful insurance (the IslamigRiCouncil 9 (9/2); Jordan Ifta House No. 45).

Modern scholars also discussed about the condfolRF that should shed the lights on IAH's right$iese
controls can be summarized as follows (Sharif ,2@124):

1.To inform depositors about this deduction from fisofnd its importance in the prevention processhefr
capital. In addition to that, Mudarabah contrattiat is signed with IAH's- must contain conditiandeduct a
percentage of profits to IRF.

IFigh: knowledge about Islamic rulings derived frdetailed evidence
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2. The amounts to be deducted to IRF from the neweaccording to how much the ownership of the funds
invested. If the money belongs to depositors arate$tolders shall be deducted of all their earniagghey
represent the funds owners (Rabualmal).

2. The deduction rate must be reasonable, so thagtlewill not be exaggerated to affect the impawt
the investors™ profit and estimate it based orettgerts of Shariaah committee and economics.

5. Accounting of IRF in Jordanian Islamic Banks

The balance of IRF in Jordan Islamic Bank reach@dnillion dinars in 2013, and this fund balancdsémic
International Arab Bank reached 12 million dinaasifual Report Jordan Islamic Bank, Islamic Inteamei
Arab Bank, 2013).

These figures indicate the magnitude of this fuie have observed that all Jordanian Islamic badker to
what has mentioned in Article 55 of the Jordaniamks Law No. (28) in the year of 2000 that we have
mentioned previously. Through our analysis of wisastated in the financial statements for Islamanks of
Jordan in 2013, we note that an amount has beeuctitifrom IRF reached to 10% of the total balamicthe
joint investment earnings account, which meansréiselution of this amount from IAHs RABUALMAL) and
Islamic banks (AL-MUDAREB ) shares . This contrary match to what mentioned®tandard No. ( 11) of
AAOIFI standards which allowed deducting this antofrom IAHs share to protect unrestricted invesitne
accounts only.

This difference between the definition of the Joida banks law and AAOIFI standards resulted frdm t
difference that we have mentioned above with resfrethe legitimate adaptation to IRF, and to €jathat
consideration could be given to the following siifipdl example that captures this difference:

If we assume that the Jordanian Islamic banksilliged profits by 60% of owners money and 10% of.IR
where you will have to resolve the Fund's sharmftioe total quota. If the mutual earning net progsiched 100
million dinars, for example, the fund's share iis thase would be 10 million dinars and the Bankare
(Mudarib) 30 million dinars and the share of thédlAf 60 million dinars .

But if Islamic banks committed to the AAOIFI stands, bank's share (Mudarib)will be (40) million dis
,JAHs share will be (60) million dinars, and theast of IRF will be (6) million dinars .

The researcher believes that the method of Jordammensurate with the nature of the work of Islabaoks if
it was permissible to Islamic Bank (Al-Mudareb) amttestricted investment accounts holders ( IAldsjdnate
with a part of their share to IRF. Jordanian Istarbanks allow that it is permissiple to Islamic Bafl-
Mudareb) and ( IAHs) to donate with part of Mualaah profits to a third party and that accordinghe
Resolution No. (45) of the Jordanian Fatwa Couresblutions on: April,28 2000 with respect by virtue of the
IRF in Islamic banks.

This difference impact will not stand on the incostatement, but also affects the way of disclosaréhe
financial statements, the Jordanian Islamic bamks c@mmitted to the Jordanian bank law which does n
comply with the standard No. 11,they will show thelance of this fund somewhere in the credit sifi¢he
balance sheet, but not as a liability nor ownersgtgand unrestricted investment account holdegists, it is not
an obligation on the Bank —from accounting perdpect because liabilities must be paid to otherthim future
on a specific or on-demand, and this does not ajppilyis fund balance in the Jordanian Islamic lsavécause it
comes out of ownership of the donors , and thisewsak imperative for Islamic banks to disclose hwit
financial reports that this fund devolves to the&ataFund in the event of liquidation of the banke(tannual
report of Jordan Islamic Bank, Islamic Internatiofeab Bank, 2013).

6. Management, I nvestment, and Zakat of IRF

6.1M anagement of IRF

The practical aspect indicates that Islamic banisage this fund through a committee of bank's eyegl® as
well as some members of the Shariah Committeee@nBiink. In the case of a loss as a result of Malsr
investment funds are loaded to the IRF ,if the Bh&upervisory Board issued a decision to do sahen
recommendation of the Fund Management Committeeirdodm the Central Bank (provided that they arssl
without any default or infringement of the bankhiS is what the Jordanian Islamic banks do, buy tiee this
Fund also to bear the expected losses from investara financing operations which are determinesetieon
the Central Bank of Jordan instructions in additiorthe accounting principles known (annual remdrfordan
Islamic Bank (JIB) 2013).

The researcher sees that forming an independennittea made up of specialists in economics anduader
the supervision of the central bank to overseeitRIBlamic banks is a must. It is oddly enough tHitudareb"(
Islamic bank ) is the part who is managing the IRRg at the same time, its Shariaah board deciukdtlie
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Mudareb exceeded or failed to manage IRF and ghevudareb ( Islamic Bank) to use the IRF to cengate
losses.

The way in which the IRF is managed in Islamioksaraises suspicions and questions. So, thoseanin
charge of Islamic banking should reconsider thehogbf administration and increased explanatiomaighRF.

6.2 Investment of IRF

The premise, for which the IRF was establishedq iprotect Mudarabah money from losses. Here, thestipn
is: Since this fund was established to meet futtisks from operations of Mudarabah investment; tls i
permissible to invest IRF fund?.

Islamic scholars differed in this matter. The Joida Fatwa Department said that it is not permissit invest
IRF, and if the Islamic Bank has not committed ¢osd it shall bear any loss arising from the investt, and if
the result is a profit, Islamic bank takes notharg turning all the earnings of the Fund (Jordan &dfta,
resolution No. 45).

Other scientists said that this account may besiebfunds because the money here as an annuslabagaken
separately on each investment from the previous ggd the following year, and thus the amountscations
that are not needed may be invested. Investmeningarin this case shall transfer the party whothasmoney
in this fund (Hassan, 2011, p: 32).

Such an opinion is difficult to be applied by tretamic banks because of the withdrawal of someénslaf
unrestricted investment accounts and the difficidtgstimating the investment for each individuatéuse the
bank mixes his money with unrestricted investmamioant holders' money. In addition to that, sonanig
banks imposed by the Central Bank to compose tinid &nd not invest it.

The researcher believes that the investment of iElRRot valid because there is no owner of thesedun
Subsequently, the Islamic banks are delegated toebgonsible about the investment process. As itois
appropriate for the Islamic Bank staff that arethet same time managing the IRF because they willvéth
money they do not own.

6.3 Pay Zakat for IRF

Zakat -in Islam- should be about the money thatdmewner not about the money that has no ownés.npted
that the fund's money came from property ownergdoyating - in the opinion of the Jordanian Fatwmcittee

- and therefore, the Jordanian Islamic banks dpagtZakat of these funds.

7.Result and recommendation

7.1 Results

1. To establish a fund to face the investment riskshim Islamic banks to protect/save the investment
money which is gained from the unrestricted inwvesit accounts holders or the shareholders in taeis
banks. It is a necessity that imposed by the watune of the Islamic banks and the importance afde
commitment with the directions of the supervisongl aegulatory authorities and the banks laws thatlslamic
banks are worked depending on.

2. The jurists agreed on the permissibility of estltbitig the fund to face the investment risks andithia
not allowed to deduct from the Islamic bank shafrgrofit because it will be as an guarantee of Mabta
capital. The Jordanian Mufti council premises thelwdion from the bank and the unrestricted investme
accounts holders to donate to the IRF. Accordintlg,IRF is not owned by any of the parties angiven to the
needed people in the case of bank’s liquidation.

3. There is a clear difference between the point efwof the banks in Jordan and the central Jordanian
banks and the point of view of AAOIFI to this funiccordingly, that affect on the accounting of thisd from
the respect of calculating the deductions and stpwtiin the balance sheet of the Islamic bank.

4. The jurists differed in the investment of the IRBney where the Jordanian Mufti council forbids the
investment of IRF. Others issued the opposite. thedfirst Fatwa is more appropriate to the workureatof the
Islamic banks which is the best and the most sefcone the practical approach.

5. The Islamic banks which treat the fund money dpay Zakkah from the IRF considering that there is
no owner for it.

7.2 Recommendations
1. The importance of tighten the censorship onbéistang the IRF and the way of moderating it. Thiscessed
through the regulatory and supervisory bodies irdenating this fund in the case of following the dtion
principle. While in the case of deducting it froetholders of the unrestricted investment accoants the
continuity of owning it, a participation of them @picing someone else instead of them must be sexgban
moderating the IRF.
2.Shedding the lights on principle No.11 whichetated to the reserve investment risks and admiétin
to involve this donated money in the opinion, thatter which will affect the way of establishingghi
IRF and the way of showing it in the financial staent.
3.More research must be investigated in this felpecially from the Islamic point of view.
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