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CHAPTER II : LITERATURE REVIEW

2.1 Introduction c\z

This chapter reviews the concepts of corporate governance hd Shariah

governance, especially within Islamic Financial Institutions an Im Credit Co-
operatives. It includes the definitions of corporate and,Sh governance the
developments and the models that have been studied in Aéearc s that, this
ioned py ea 11r &chers

al{ 1611(.&.1' Shariah
on‘qnit ch, and&naoement as

a.ligpex body in this

research also examines the emerging issues previously

in their studies. This chapter also discusses th

governance, namely, the board of directors, S w

(=]

well as the external arrangement by the res ve geg

sector. Subsequently, this chapter high heatw%

neglected for a long time by researc }' S governance practice for

Islamic Credit Co-operatives. ( Q
$ -‘ &
\ O

S§5

[%]

ea @research that has been

2.2 The Pl‘lllClpleS pf pcoj’ite Governance
At the e @e' laft estabhshment of corporate entities led to
mcreased co bout the main \Hga function that corporate entities should have,

namely: vernance function. This function is to ensure the sustainability and

contin f the entity itself resulting from the effectiveness of a governing body
(Tickers, 2012; Adams, 2012; Garcia-Torea et al., 2015).

Over the past decade, this function has become a concern that encompasses all

entities including joint ventures; co-operatives; partnerships; profit oriented companies;
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and non-profit organizations, such as voluntary and community organizations, charities,
and academic institutions; as well as government-linked companies. Notably, some of
these entities may use a different name for their governing body, some may eir
governance body a board or committee, a governor or body of council, b@ever it
is called, the essential governance principles and practices are still th€ as far as
protecting the interests of all the related parties. Y.
Y

According to Tricker (2012), essentially, the concept pf Wate governance is

about the way power is exercised over corporate entitie es rib&s\thvovemance

activities by the board and their relationship with the sh lder gr me bFrs@d with

those in management, as well as with other stak s,% Xtetg. 1 auditors,

regulators, and other legitimate stakeholders:Wstat%e S nﬁ with Abdul

Rahim (1998) who explained the concepmo orat 0 r@ility, which was

initially formulated based on the ace% Qow 0 rgprese ’Kfle shareholder value
It

Q’
ll%jnts \ﬂAuperwsmo and monitoring

cc nlab@y towards other stakeholders.

management performance, andfe jng the
'3
\ffom édag,ement Corporate governance

Corporate governa dlfflsr

system by ensuring the effectweness&

describes the functiona Nt a@over the executive management. The
governing body is 51b ﬁfg that the executives who form the
management an n the c rat ollow the right path and run it well (Adams,
2012). Thu s governing body shou]d be setting the company’s direction,
formul tegy, supervising management, and also take responsibility for the
organization s decisions and performance (Tickers, 2012). Thus, Garcia-Torea et al.
(2015) argued that the governing body would appear to be an effective governing body

if it at least exercised all these responsibilities.
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2.2.1 Definition of Corporate Governance

Over the past 20 years, with the development of the corporate governance
discipline, there has been a large number of published studies defining ate
governance. However, the best definition is the definition given and a y the
responsible authorities that have made a significant contribution to the dev®opment of
corporate governance. Notably, the definition derived from the WV Report 1992

as the first code for corporate governance, and the definitio oxqthe Organization for

Economic Cooperation and Development (OECD), € o g%n directly
involved with and assisting the development of gl guidgli ‘n _\QDrporate

governance, are sufficient for obtaining a fundame dfh‘ﬁé rfc ofw'ﬂ_\g.deﬁnition

of corporate governance. c\' ({é

In 1992, the need for a good corpora&ve an deWas answered by the

issuance of the Cadbury Report. This co amqs co ’ate @emance as:
9 <$-
“Corporate governance ve Sste Iy 1@]7 companies are
T
directed and control/% rds of dir, ?TQ e responsible for the
governance of tha@nani‘s. arcélﬂers "role in governance

is to appoint thagirowtors auz@’s and to satisfy themselves

idhicg  dtructure is in place. The

—=

ly

¢ ¢
that an ap, ate | gov

responsib<' 11 0f I/? 0 ¢ 10@ setting the company’s strategic
aims, prRIAMg the leadershipd¢ put them into effect, supervising the

mm:&ent of the busineshna’ reporting to shareholders on their

5 hip. The board’s actions are subject to laws, regulations and

th&hareholders in general meeting.”
While the Organisation for Economic Co-operation and Development (OECD)

gave the following definition of corporate governance:
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“A set of relationships between a company’s management, its board,
its shareholders and other stakeholders which provides the structure
through which the objectives of the company are set, and the means
of attaining those objectives and monitoring performance. It helps

define the way authority and responsibility are allocated and io

corporate decisions are made.” A

In considering these definitions of corporate governance by%e responsible

authorities, Tricker (2012) considered that they encompass all ﬂ%)ectives needed
to understand corporate governance, namely, the operation, pe@lationship

perspective, stakeholders’ perspective, financial econoggics persgecti®p, ian' sg¥cietal
esongefir

perspective. Thus, indicating the sufficiency of th nifgofls fr adPtion and
Y

modification by regulators around the world. Vz ‘1 \ g
3 ®)
\ &k
2.2.2 The Fundamental Models of Co atehGo an@
\l NG
According to Sulaiman Avlb 0 (2@), several main corporate
S
governance models are used in%onally%;j;'i% S own distinct features.
First, the Anglo-S@ne i!a

Exchange Commission , Unife gt(l,s %the 1970s. This Model is also known

oy b e S '
as the unitary boa% thgerfia ftory@ulremcnt from the SEC is to establish a
X

board, as well it, nomination, @Jremuneration committees. In addition, these

committee@ consist of both executive and outside directors, are responsible for

d supervising how the business is being carried out, i.e. in the right or

4

=

del @ introduced by the Securities and

monitégng
wrong direction (Ungureanu, 2012). In other words, the unitary board has effectively

two main responsibilities, the formulation and implementation of strategic decisions

and supervising management performance (Tricker, 2012).
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Second, the UK/Commonwealth principles-based model, which is perceived as
being similar to the previous model mentioned. However, in the context of the board of
directors, the code of governance in the UK requires independent non-exesgtiye or
outside directors; sub-committees, such as audit, remuneration, and nor@ww\;;nd
also requires the separation of CEO duality (Tricker, 2012). In ad the legal
practice is different from the US, which uses a prescriptive rule—%x:gal approach
to governance, in that the UK regulator uses a non-prescrip, iv?hciple—based, and
self-regulatory approach, in which, although the complia " AV un% corporate
should comply with the requirements or provide an € nato stat ':nt(ﬁ- non-
conformance (Tricker, 2012).

Third, the Japanese business network s etsz I\eu‘!& 1s a network
of companies in Japan with a cross- holdlm 1nterloc g dQIOI‘Shlp (Tricker,
2012), in which there is a close relatiofQu 1t*1 o deg%as well as with loyal

q
suppliers and customers, including tN ncxal tio ngureanu 2012). Thus,

the banks have an influence o xISIOn akﬂglu@m The Japanese model has
s a

an internal based control ch clo\'m rd of directors, an office of
representative dlrector S\ he tor (Sulalman Abdullah & Joriah,
2012). l

Fourth t rgence o thg f —based model or family-centric with close
family con t 1ch is now actlvely practised by corporations in south-east Asia

(Tricker, : for instance, in Singapore, Taiwan, Malaysia, Thailand and Indonesia.
In the context of the board of directors, the board is perceived as playing a supportive

role, as the real power is with the family who exercise control through an equity stake

held by the family (Tricker, 2012).
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Notwithstanding all these models, initially, the issue of corporate governance
immediately arises when there is a separation between the ownership and control. This
separation gave birth to the agency theory, which highlights the agency dllw of
ensuring that all the agent’s activities objectively fulfil the prinCI telest
Nevertheless, this is becoming more challenging in modemn corpora&due to the
increasing diversity of shareholders in public companies. In reco mx.f the agency
dilemma, another theory surfaced to explore the concepts of vewﬁe from a different
perspective, known as the stewardship theory (Tricke tL ard to the
stewardship theory, the shareholders have to trust the dir@dgrs to adt as s e\,a.@)f their
wealth. Indeed, the shareholders should rely on an: e\ of@ directors,
since the directors are the party with access to Wpanyis i rmat% and know far
more about the current situation of the com}m n‘% he igelmlders

N

o 7 S
o
2.3 Theories of Corporate Govvce , N

Ny

The phase of Cmp{te ove el{@cd after the exploration of the

theoretical relationship é@n t al g ‘%he agent. The basic principle that
reflects corporate g(@e is} } ct}c?l principal has to place their trust in an
agent to run and ‘@ theif wzs S @ the issue of governance and supervision
arises (Trlck A”) Consequentl?i?he model and theory pertaining to corporate

(rOVCI@ emerged and expanded day-by-day.
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2.3.1.1 Agency, Stewardship, Stakeholder Theories and Islamic Credit Co-

operatives

This subsection summarises the related theories — agency, stewar
stakeholder — concerning corporate governance and their relevance to the I d%redlt
Co-operatives. Then, it explains which theory is the most appropriatﬂkrms of the
Shariah governance practices of the Islamic Credit Co-operatives, anore in line
with the suggestion of Sulaiman Abdullah Nasser & Mohamad J Wuhamed (2017),
that it is important to reassess the theoretical backgroun sed as the
underlying theory in the discussions of corporate goverfjggce, this stu ci)n S that

such a reassessment would contribute to the knogled™e in TJ ar f\gﬁ’emance

particularly among co-operatives. \, g

Although credit co-operatives are c d to be ancu@ltermedlanes that

have similarities to other modern ﬁ@ r%,—:g’ ﬂl bl
]

possible to simply adopt the theon re dis d in ect of modern financial

N
institutions without relooking ed r&examifling n@ of the relationship between

'
the principal and the agent, CO- ope[ ly n can we affirm which theory is
the most appropriate N i of d1t co-operatives and the Shariah
'3
governance of Islar 1t Cd-oppr: lve\(ot decide whether a single theory could be
&helwle 5
applied to the ﬁ ives set \,Y'
&
Bas credlt co- operatlves\are a form of organization that were established
with a n interest and shared purpose of its members, which led to their

involvement in profit-oriented activities, such as business, retail and banking. Credit co-
operatives are institutions that are owned and run by and for their members. This gives
their members an equal say and share of the profit, and each member is eligible to be

elected to the respective Board of the Co-operative. Hence, co-operatives are owned
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and democratically controlled' by their members since everyone has an equal say and
the power to elect the Board of the Co-operative during the annual general meeting
irrespective of how many shares he or she possess. The Board of the Co-op

elected based on the trust to run the co-operative on behalf of its me£

responsible to set up a management team to support the business actn‘*of the co-

operative.
Consequently, it gives birth to the agency dilemma as per ncern underlying
the agency theory. The agency dilemma is to ensure tha e ct1 1 ies gf the agent

objectively fulfil the interests of the principal (Trlcker 2). In the c e‘of @:t co-

operatives, the board is perceived as potentially ab e 1niEr f thel members

by using the resources for their self-interest. at1 gIvys prei&lnary backing
n

for the agency theory to be the underlyi ry in th ovex@‘nce of credit co-

operatives. This is because all the mé Og ratgse have an equal right
1F

regardless of how many shares the hus blgﬁy criticism of the agency

theory being irrelevant in mde orporgte wel@%e is countered in that the
sh

'
complexity of aligning the ’@ts @ﬁ lders majority shareholders and
institutional sharehold mode ?rat@bvemance does not arise due to the
s
nature of co- operati $
f
Howe too ear tcf' C%R’rude that the agency theory should be the
9

underlying txon for the corporate governance in co-operatives. This is because

the Boa o-operatives are legally bound by the by-laws of their respective co-

operative. Each co-operative has its own rules and regulations, and legal documentation

that describe the direction of the co-operative, as well as its activities and businesses

I http://ica.coop/en/what-co-operative (date assessed: 8 February 2017)




that the co-operative operates within. Thus, the Board of each Co-operative has a
fiduciary duty to direct and manage the co-operative in accordance with the respective
by-laws. As a result, the Board of the Co-operative has a fiduciary duty to a
steward for the interests of its members, thus indicating that the stewarddghi ory
should be the underlying foundation for the governance of co—operatives.lkntrast to
the suggestion in the previous paragraph. Y.

N

However, the role of co-operatives towards society at largevt be considered
in isolation. From the outset, co-operatives have been cc%to @onomic
activity with a strong social responsibility towards thefgnembers, fin tbcuT&and
society, in general. Hayati Md Salleh et al. (2008) stated aco-pperatffe is %Siness
. , Y l" b
entity or organisation that promotes cooperatiw g of @Bfe toumnrls
together to solve the problems they encoun\bn ave téﬁ keeping with
the identity of a co-operative would hel %verty rh!% {?@%11 as facilitate job
N )

creation, economic growth and socl\ velopment. Fhd K@Tty that is universally
\

accepted” comprises: Y. , §
‘ a [
i.  Voluntary and qgfen In@vj'? éy

o

ducation training@f information;

§ Cooperation among co-operatives, and;

ii.  Concern for the community.

2 http://ica.coop/en/what-co-operative (date assessed: 8 February 2017)




Hence, the stakeholder theory should be considered as having the most

appropriate fit for the underlying theory in respect of governance in co-operatives. The

stakeholder theory diverts the corporate governance concept from shareholder-
to that of stakeholder-centric (Sulaiman et al., 2017) which considers, reca@and
concerns the values and beliefs of the appropriate relationships they encoﬁ&Tricker,
2012). Thus, in line with the identity and the role of co-operatives % cietal level,

the stakeholder theory should be the underlying foundation for cowvulve governance

I

since its sustainability affects the society at large. \d

Consequently, the stakeholder theory provides a prehensfve 're'%o.)@'fng
; A\

the importance of fulfilling the interests of stakeholder: he gesbo ibilitws of co-

V
operatives. In considering the stakeholder th%;d %\ wit@fe Islamic
rly@oundation for

a

perspective, the stakeholder theory is a n % as th
1Mization to be the

Islamic Credit co-operatives since it doe%conside\fo t
@ o =)

ultimate objective. Hence, this the racesythe iﬂue&uirements of Shariah

governance in that the aim of go-0 ives §s nos mp@oﬁt maximization, but to
I
rdaa

conduct the activities in acgo Wi aﬁéprinciples and to promote the

overall welfare of socie@ 3@8). \{Qe
@)
p i
Therefore, enh%g thestak

\er y¥Mic in line with the Shariah principles is
a central purposedgpalMslandt it

¢
@

performance, pend on the con@ce of the stakeholders. Thus, there is a need

for con\e\jve Islamic governance and supervision that considers both the

d moral aspects, as suggested by Abdul Rahman (1998). Hence, the idea

ratives. Their sustainability and financial

reguingQry

of a religious audit as a control mechanism in the Islamic banking industry is to ensure

that the shareholders’ confidence is protected (Sulaiman et al., 2012). The control

mechanism pertaining to the Shariah principle is undertaken by the Shariah Supervisory



Board or Shariah Committee. Therefore, having a functioning Shariah Committee

would help Islamic Credit Co-operatives enhance the stakeholders’ value. Stakeholders

will be more confident if the Shariah Committee is an independent body that prvs
just and fair decisions to ensure that all the resources are utilised in accordan‘%\i the

Islamic tenets.

2.4 Corporate Governance and Shariah Governance in Islamwancial

Institutions Y'

This section briefly discusses the fundamentals 0 nce a0

| 2
N
Shariah governance of Islamic financial institutions to e an in tdn@ R
4

appreciation of the subject.
:" )
2.4.1 Corporate Governance in Islam ancna %ti 'Jé
S

0
The recent studies conducte ais & elle m'f (@5‘)’ Sulaiman Abdullah

N

& Joriah (2012); and Maliah S Rﬂal 101 5 : e&@ood corporate governance

in IFIs should be in accorda@ h safeguard the interests of all

stakeholders and ensure &ey $ ere @6 Islamic principles. Conducting

{
all activities in accor %v th fhari e&ta&éﬂat the institution pledges:
S :
i. n eeagedh (o baéﬁ debt transactions;

Yv

11. o conduct pure\g)lancxal transactions disconnected from real
%tlwty,
0 not to participate in transactions where there is exploitation of any party;

iv.  not to participate in activities regarded as harmful to society.
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In addition to the information related to the financial indicators, Stakeholders of
IFIs are concerned whether all their stakes comply with the Shariah principles and

regulations (Mustafa, 2012). Thus, the directors appointed in IFIs should be quv

and have the necessary values, including transparency, integrity and accou . to

ensure that they strictly adhere to the Shariah principles. Mustafa (2012) ﬁso&ted that

in addition to being responsible to the company’s shareholders%d takeholders,

ultimately, Muslim directors are responsible and accountable to (SWT). This is

because, as a Muslim, they believe that all their deeds and gei 11 getansvgerable to

) o * o
Allah in the hereafter. Thus, if the practices of Mushmci&rs are fn acPr ant‘)gx'lth
A
the true teachings of Islam, they will exercise their roles Mhg respgastilifics i{’\{me with
the interests of the shareholders. V Q‘ \

Mustafa (2012) also opined that o hus or any ivi@‘ with a strong

D A
religious background could make the s ffectlv\cR (tg:qrthy, Such a pious
6

person holds five significant ValueS\ ly, smdiq ﬂl&@és), ikhlas (sincerity),

‘adalah (justice), ukhuwah (brtflew an<,mu] ldg@tenmnatlon).
an i fe

ot €ghancing efficiency, mitigating

Since corporate govq 1S m,{
risk, increasing stability om n@omi@elopment, Sulaiman Abdullah &
M 07700
h adsgﬁ)ractlce good corporate governance,

Joriah (2012), conte hat Is s
§' N . 5
especially to add% y isdl }anso&ue to the unique characteristics of IFIs

V
(Karim & A7Z{2T=al15). \0)

in line with the global focus on corporate governance, various
regu dies for IFIs have moved considerably towards improving the regulatory

and supervisory framework for the purpose of developing corporate governance

G

standards that are customised to the nature of IFIs (Karim & Azhar, 2015; Maliah

Sulaiman et al. (2015). The corporate governance guidelines and standards issued by
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the Accounting and Auditing Organizations of Islamic Financial Institutions (AAOIFI),
the Islamic Financial Services Board (IFSB), and Bank Negara Malaysia (BNM) are
some examples of the corporate governance frameworks that have been introduv
the purpose of addressing the governance of IFls. In Malaysia, in terms of %\ﬁng
corporate governance practices, Bursa Malaysia and the Securities Comﬁ&n act as
regulators for the corporate governance practices of all public corpo@hﬂe Bank

Negara Malaysia acts in respect of financial institutions. Y-

Specifically, in 2016, BNM issued the “Polic uMen Ln rporate

Governance”, which applies to all licensed banks, licc$vestm nt b ki, focKsed
p

Islamic banks, licensed insurers, licensed takaful o rs, gad' fi nciaRgholding
i; l

V
companies. In 2006, the IFSB issued the “Guia’in% D fd‘U\pO"‘@;\’emance
for Institutions Offering Only Islamic F inal@ices (E3 ing@mic Insurance

” *-
(Takaful) Institutions and Islamic Mut Hﬂds) &%) afd,"in late 2005, the
!% O
a

S
AAOQOIFI formulated six “Governanc’\

rdsyiQr Is n?‘ic;@ncial Institutions ™.

BNM'’s policy docum twrpo*te 4 VI rna,@\, issued 3 August 2016,
prescribed the sound and ananam{ rpo governance for all licenced

financial institutions wit egagiNo thyfinterddy of depositors, policy owners and

J :
participants. The poli eseYs afi zfneeiﬂcomponent of the BNM’s supervisory
assessmentand i e actofi«bd)?‘miﬂ& the level of supervisory intensity applied

L %
,@15 policy document sets out the strengthened

to a financia tion. Accordingl

cerning the oversight responsibilities of directors and the composition

expect ti%
of tl@ BNM expects to see evidence of an effective challenge by the board,

particularly in relation to key strategic decisions. In turn, senior management are

responsible and accountable for the sound and prudent day-to-day management of the

financial institution in accordance with the direction of the board.
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Meanwhile, under the IFSB’s guideline on Guiding Principles on Corporate
Governance for Institutions offering only Islamic Financial Services, (IIFS) (excluding
(a) Islamic Insurance (7akaful) Institutions and (b) Islamic Mutual Funds), th
highlighted seven guiding principles of prudential requirements in the area rate
governance. The Guiding Principles are divided into four parts: ‘\

i.  general governance approach of IIFS, T
ii.  rights of investment account holders (IAH), Yy

iii. compliance with Islamic Shariah rules and pui aJKd

iv.  transparency of financial reporting in res tof mnvegtme aic ‘%S)B'

These guiding principles were designed to facd lam naglcial lwltution
V

ance st

services identify areas where appropriate gov

required, and to recommend best practic&&dressin
pertaining to the roles and functions ¢ main or\m

@

financial institution services, namely oard xe}rg aAr@Ye Shariah supervisory
board (IFSB, 2006). Y'
% N
ad

In addition, AAOIEI ed Go¥ of Qandard No. 6 ‘Statement on

Governance Principles’ &\Fs @udar rmulates the basic concepts and
\ | swf
foundation, which T e ehancal’ o I‘EJ ied in the future in relation to the
N3
li g@d seven principles, which constitute the

governance of I
ance of IFIs, nal\ enhancmg confidence, Shariah compliance,

—

=3

basis for the

busmess stakeholders’ interests, social responsibility, business ethics and

-
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2.5 Shariah Governance in Islamic Financial Institutions

The emergence of Islamic finance in the world has given birth to a new

governance concept and perspective, namely, Shariah governance. Previouslyw

objective of common corporate governance was to protect and sai the

shareholders’ value of their investment or any stake they put in, Shariah g®ernance

provides an additional protection and safeguard — conformity with gl thprinciples of

Shariah. Shariah conformity is perceived as being a new stak ows.perspective and

interest when they are dealing with an IFL. Once an Institug lalmsw Islamic

rohibitins "e.s'{%g' of

financial institution, it should avoid the basic Sharia!

hamaft b,%’m%. The

s a'i th rohi@; of usury

he prohijfon o@mes of chance
AN

N

> N
(Maisir/Qimar). (;'
g),

commerce and the execution of its business transacti
basic and fundamental Shariah prohibitions 11 1

(riba), the prohibition of uncertainty (gharar}y

-9

= J

According to Karim & Azha

o
& Shan vemf}% can be defined as the
N ;
rmity of a@hes of Islamic Banks and
financial institutions to the pK | rti’(ﬁjg to a transaction. Interestingly,
it proposes an internal ag eX¥ynal &S
¢ ! C?t i s :

1{e (e)l ed parties involved in the internal

governing and opng, 1
Y :

board comn% senior managen’!&, legal, and compliance. Furthermore, the

overall system that manages ce cifo |
eptof
arra,@mnent for Shariah governance. The
internal arrangeme nanpa o
N3
: g f pte@udit function, board of directors, related
al arrangement consists of the Shariah supervisory board, internal audit

extern

firm X1 audit and advisory firm, standard-setting organization related to IFI, for

instance. AAOIFI, or non-related to IFI, such as OECD, banking and industry

associations, rating agencies and indices.



Moreover, Karim & Azhar (2015) also highlighted the importance of Shariah

governance for gaining the trust and confidence of stakeholders of IFIs. In addition, this

trust and confidence would have a direct impact on the stability of an instituti?(j

contributes to its well-functioning as a financial intermediary. For instance % ely,
‘é&h

the events of non-Shariah compliance will lead to a decrease in s olders’

confidence, thereby resulting in fund withdrawals, which will %Zy affect the

institutions as financial intermediaries. Thus, they asserted th thwa good Shariah

(

governance system is essential for IFIs. \d

In the case of Malaysia, it practises Shariah goveflygnce basgd o L zed
model, which is dissimilar to some Islamic countries¥such ’sjn\’ Q Gt
\('Han;é\f‘aow). In

fu %ponsibility to

Cooperation Council, which practice a decewli

Malaysia’s model, the respective regulator, WQICAs BNM,

ensure that the objectives of Shariah gov, x% are ﬁ%&s
] “
e

1 t I

In 2013, BNM took t}itinWe o;nac : 5 ic Financial Services Act
ent

2013 (IFSA 2013) to streng ou{g{ tf)@for Islamic banking. This was

proposed back in 2001 1t ina
ablefeffec a(j for Islamic banking in parallel with

of creating a separat

\ .
conventional bajf§ ;otal‘yu!&\ co&med several separate laws into a single
d =3 Y

k and repealed th{ﬁamic Banking Act 1983 and the Takaful Act

legislative frn\
198$pn’ses the Payment Systems Act 2003 and Exchange Control Act 2013.

and regulations.

otoo long before, in 2010, BNM issued a vital framework pertaining to the

Shariah governance practice in IFIs, namely, the Shariah Governance Framework

(SGF). The primary objective of the issuance of the SGF was to enhance the role of the

SC and the management in respect of Shariah matters, enhance the relevant bodies that
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have the responsibility to execute Shariah compliance, and attain a Shariah-based

operating environment.

The objectives of the SGF, which was fully enforced on 1 July 201 I,Y-s
follows: firstly, to set out guidelines on Shariah governance structures, prc%\and

arrangements of the IFIs in order to ensure that all the operations and busﬁ%ctivities

are in compliance with the Shariah. Secondly, to provide compre]%sisz guidance to
the board, SC and management of the Islamic financial insti ticVNenable them to

discharge their duties in matters relating to Shariah. Lastl utf¥ne Q?tions in
' .

relation to Shariah review, Shariah audit, Shariah yanage ent nii iah
A
Y-

research. 2
SO
N P

2.6 Corporate Governance and Shar'hver% Iskgc Credit Co-
: 60 Py
operatives E
This section briefly discusseN

) $
Shariah governance in the cQ Z’ve se

o
dN of \,Q%ﬁorate governance and
]tor 1 pr@ facilitate, and gain an
'3 F &
understanding and appreci of the i é}
&
\ : i Q
) I
O :
nangelin Jfla i@edlt Co-operatives

I

2.6.1 Corporat%
The ]\KA Co-operative Sog&}és Act 1993 (Act 502), defined a co-operative

h formed and owned by a group of individuals for the purpose of

as an or

impv@ participation in the economic and social activities of its members based

on the co-operative principles. All co-operatives in Malaysia are managed based on the

values of self-help, self-responsibility, democracy, equality, equity and solidarity. This

Act also gives authority to SKM to function as a responsible regulator for monitoring,
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supervising and regulating the co-operatives and the co-operative sector including in

respect of the corporate governance practices of co-operatives.
On 8 April 2015, SKM issued a special guideline of good governance V’

operatives, namely ‘GP 27 — Co-operative Governance Guidelines (Gl% his

guideline defined ‘governance’ as a process and structure for directing an naging

the business and affairs of co-operatives so as to increase the prospe't%gthe business

and corporate accountability with the ultimate objectiv weguarding the

shareholders’ interests. In respect of co-operatives, ¢ e %o A'nan is the

| \J.
relationship between the members as business ownersfgvho run ghe SFCSQBS' a
n

itha .vi acluqn‘ng the
N
9

management and Board to manage on behalf of the ow

objectives of the co-operative. V

This guideline is designed based on tN pt of res ibil@gaccountability

: -\ i
and transparency of Board members, W :%uses @}r‘le § responsibilities of

]

—%

the Board of the Co-operatives and t gen%.lt}ngix@hree main principles:
\

i, fair board of dig to&' , | S
ii. management Kem’;t; and 'UJ s (‘JQ
iii.  transpare !&mt ]

\ P i Q
bts 1 l com on'prE%?)les that should be used as a reference

of cé gves hieve good corporate governance.

S

2.6.26& Shariah Governance in Islamic Credit Co-operatives

ples are of prime importance to businesses or financial

In addition, this guid

concerning the p,

The Shariah princi

services that claim to be a Shariah-compliant institution. The degree of compliance

with the Shariah principles will strengthen the public confidence and credibility of the



Islamic financing institutions as an alternative to conventional loans, particularly in the

co-operative sector.

The Co-operative Commission of Malaysia (SKM), as the regulatory ag or

the co-operative sector, always gives priority to supervising and mon@nsure

that the overall business activity of Shariah-based co-operatives operates in 9ccordance

with Islamic principles. Towards this goal, a Shariah Committee nggst b established by

the co-operatives that conduct their business or activities b edwﬂariah.

The SKM recently issued the “GP28-Shariah G. nce Rudelyd” (GP28),

.
which became effective in July 2015. GP28 was is under sect r, @ the

Societies Act 1993 to regulate co-operatives doy iness’ ivitieSrelated to

Shariah-compliant activities. This guideline g/faga ed

Committee and best practices for Sharia\ rnance

A

effective oversight, responsibility, a %untaﬁ\vth @ards of co-operatives,
[ A
so thewge la&&ommittees.

NS
GP28 serves as a lco era¥guide #ﬁ £~ g that all the activities and
transactions of the IS]aIQO_ p«i N‘K rlCtg&here to Shariah principles. The

i ss t ns ﬁﬁb avoid any Shariah prohibitions as

’
previously menti %ch ag t
; / .

and the probj w gan'fe cjancq. onsequently, the degree of compliance with
A X
Il

the Shari& iples would be a\?gbod indicator of the confidence for current and

pro ¢ members

Shariah Committees, management\

concerning the integrity of an Islamic credit co-operative.
P28 essentially aims to strengthen the Shariah governance process in terms of

decision making, accountability and independence, and is divided into two sections as

follows:

i, Establishment of Shariah Committee



i1.  Shariah Governance

The introduction of GP28 describes the objectives and types of co-operative that are

subject to this guideline. There are four types of co-operative mentioned in Gv

should adopt this guideline: %\

i.  co-operative with banking function;

ii. co-operative credit; Vz
iii.  co-operative financing; and, Y
Jaw

iv.  co-operative engaged with activities Ar-r mi
The next section is the requirement to estab %arla om 1tiee a&'tmn
According to GP28, co-operatives have three opt1 stablgshin (/Ymmlttee

i.  establish a Shariah Commltteel m y;

ii.  establish a Shariah CommlN group 0

iii.  appoint an external in $that 1 &ﬁhe Islamic Banking

and Finance InstHK la IB 11\71), International Shariah

Research Ac%‘%r'islm{lc F I ) as a Shariah Committee.

Co-operatives should alsogdeternfine W&Q Pe?é?ls fit and suitable to appoint as a
member of the Shari & itt 0

rts(f?ct of their financial capability. Not only

¢
: teg
3
that, GP28 al i ighte‘d ?qu@?nt and expected competencies the boards

requirement 18 nsure the key function of Shariah governance,

att n should be given to their honesty

should h

@the Board of the Co-operative is capable of discharging its role and

namgl
re@lity effectively. In addition, GP28 also highlights the requirement for the

independence of the Shariah Committee. This requirement is to ensure that the Shariah

Committee does not have any relationship to non-independent board members or

management that could lead to biased decisions pertaining to issues that arise.
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GP28 also provides a guideline concerning the implementation of Shariah
governance for Islamic co-operative, which outlines the level of oversight,

accountability, and responsibility of the main organs, which consist of the Boa e

Co-operative, the Shariah Committee, the management and the internal au@e co-

operative. Whereas, the confidentiality guidelines provide a minim set of
requirements that emphasise the importance of preserving the c@itiality of any

information that would result in a disaster to the co-operativ T

\d

L
¥
2.7 Past Empirical Studies on Shariah Gov, ™ for [Isiashid .ﬁl?ancial
<

Institutions \’
i A,
There is a growing body of literature Nogn' b ce of Shariah

supervisory and governance for IFIs. O %Oﬂw rii{ggvemance for IFIs
A

is to ensure that all the activities and tra HW%; bad}IS adhere to the related

Shariah principle, which would help\up OMeg@%f the IFI and sustain the

confidence of the stakehold he purgose thi@y, some relevant studies will
$ 4 (§'

be discussed in detail. &Ms stuli es c% nariah governance practices, the

discussion will focu Ws d

’

sa @?ﬁ‘s; Zulkifli, 2010, 2011, 2014; Abdul

L 9

Rahim. 1998. 20 ) bedhus d'g@)ssed issues that are directly related to this
& ‘v <
study. \,Y.
\ s

T w emic literature on the'Shariah supervisory or governance system in IFIs
has ™ed the emergence of several different practices of Shariah governance
world¥de due to different jurisdictions, with different approaches — some opting for

greater involvement by the regulatory authorities and vice versa (Zulkifli, 2010). One

of the significant studies was conducted by Grassa (2013), who focussed and compared



the development of the Shariah governance system and discussed the different practices
of Shariah governance in IFls. This was a comparative analysis of Southeast Asia
models and Gulf Cooperation Council (GCC) models since both are leading re in

N\

Islamic Finance. To achieve this objective, the researcher focussed on the c%butions

of relevant literature and the existing laws and regulations for Islami& financial

institutions, which provided a reflective synthesis on the practiggl k of Shariah
governance systems across different jurisdictions. Y
In an analysis of the Shariah supervisory syst Southls;\t?a, Grassa

L
(2012) and Hamza (2013) found that Southeast As@untﬁe ha 16:/@3;d a

unique Shariah supervisory model through the prov fd% o copt¥ol bodies:
e

a higher Shariah authority at the national lev w m jah Bagh®s (SB) at the

institutional level. In addition, normally, a hi®

Central banks or securities commis@he “sé\’ Xg
2013 . . T

). Even though the roles anN jf %&nal\%&anah authority might be
different, in general, and in actidg, the n ? S @luthority guides and advises
the central bank or the %itie cl \1:;‘{ n (iéfariah matters related to Islamic
financial operations a\'ske/ice ,\(b'so aﬁees the Shariah compliance of new

’

products/scheme@ed bl I 5@13).

hariah Supervisory Board model depicted in

A
&;@ry authority (Grassa,

3%

Accoig! Grassa Dt

N
& the model currently b‘;?ng practised and implemented in Malaysia and

Figure 2.

it is also known as a centralized model (Hamza, 2013). In the case of

Indoags!
Mche regulator has undertaken a serious initiative to regulate the Shariah

governance practices through the enactment of the Islamic Financial Services Act 2013

and issuance of the Guidelines or Shariah Governance Framework (Grassa, 2013).

Meanwhile, in his observation of the Shariah supervisory model in GCC, Grassa (2013)
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identified several different practices compared to the previous observations for South-

east Asian countries.

Ng

He also pointed out that there are three categories of Sha&ovemame

practices in GCC, as depicted in Figure 2.2. First, the establishmentmnational SB

setting in the Central Bank is used as adopted by the Kingdom%ain. Second, the
@ em,'nent body, such

delegation of power of the higher Shariah authority to
the, Min1 &y M‘d mie

ac the Minictrv of Awanaf and Relioinne A ffaire ar 3

Figure 2.1: Centralised Shariah SyperviSpry mogel. \3-
I i \blal LevelgCNRTral
Role: Advise tha central bank/ / : i
security commission Natigp Bafw, Secu mission)

(‘

..... g. "on Shanah ;ﬁa“tier

2 Shariah conformity
q-.v Islamic financial products
O

Role: Supervise and advis

& }ha Institutional
IFIs on Shariah matters

Level (IFis)

affairs, such as in Qatar,&AE nci

supervisory practices{ a

influence from t@aet; tifis
2010). :%

>

matters tional i dvisory Board {Bahrain
e -.[ .E:,.ha.-??t‘-é-—-- —— ------E- — .-...?..... H;ghgr Shariah

Ninisiry of Awaaf and religious affairs (Kwait) Authority
Ministry of justica and Islamic affairs (UAE, Qatar)

oS e e
- - o . S 000 o o o €20

Advise in case of conflict of opinion
betwean SB members in Shariah
matter

Institutional Shariah Boards

Figure 2.2: Decentralised Shariah Supervisory model.



34

Following the above discussion, some writers have argued that t dzerent

practices of Shariah governance in different countries would give birth tSanaer issue

at the national level as well as at the institutional level (Grassa, 2013;Yza, 2013). At

the national level, Grassa (2013) highlighted two main issues. The is related to the

absence and weak supervision of the higher Shariah autlighgy, hi': the second, is

related to the Supervisory/advisory role of the highe ari Wt d é_t the
A

ch incjud e’ah{e’ﬁce of a

4

i te Y(; 1
comprehensive regulatory framework govemlrwﬂe SB\at o 5%* Shariah

practices, the repetition of the names of@\@ha ZL IarSQ);E many Shariah
Boards, and the absence of an extemaEhan TNQW

3). Grassa (2013)
AQ

AN
concluded in a similar vein to th cohducte qby &

ifli (2011, 2014), and
&)
Hamza (2013), who noted thaﬁ&ectl sq%wsory system has become
t

: avh. Juthorities need to play an even
crucial for IFIs. They conte% nat'l‘ al "E“:a 3 pay
more important role in '@nitoﬁng\* implééntation of governance practices in

&

aq'ah(‘@emance framework needs further
’

institutional level, several issues have been identif

e 2oy

A,

IFIs. Meanwhile, ch‘llug
improvement 1 %o r;i or?

? . e
' i i 1 i national Islamic financial organizations
industry. T i¥e this, the internatignal and g

need to E}E gether to establish; effective Shariah governance system.

opment and growth of the Islamic finance

n analysis of the Shariah Governance Framework document issued by Bank

Ne Malaysia Abdul Rahim (2011) found that this document clearly highlighted the
gara Male )

three main organs responsible for matters pertaining to Shariah governance, namely, the
‘ o

board, the management, and the Shariah Committee.
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Meanwhile, these three organs should be supported by three main functions to
provide a sound and balanced system, namely, Shariah risk management and control, a
Shariah review function, and a Shariah audit function. Interestingly, the Shari&ﬁit
function should be undertaken by an independent internal audit unit, ternal
qualified competent third party. An independent requirement would help the auditor
undertake an independent assurance Pprocess and report pegtainy¥g to Shariah
conformity. Hence, the need for an effective Shariah audit n&r’conﬁrms the need

for a proper and comprehensive guideline for IFIs kin !{Sariah audit

o
function. AN
' ‘é ¥ | O
In considering the need for a Shariah aug e\Q 1 I@H’n (2011)

ctic ¢ inte@gghariah audit

asé‘the Shariah audit
A

&siablish an objective or

Shariah audit charter that encomp&

related issues. This charte hmlso ’ighl bt g scope of the Shariah audit
usi: ] n

should cover all the IFT’ b SS ae‘(
Qagm@ The Shariah audit report should be

ofse S?the Board Audit Committee, and escalated

unit should be indepentggt o

directly presente wedfand e

to the Shari€h mitﬁ#

Yv
underta@h relevant, accep@nd established Shariah reference and other audit

—

N : o
: tk?mtemal Shariah auditing process should be

evi ocuments, for instance, the written opinion of the SAC or BNM. Finally,
@irement for the competency of the Shariah auditor encompasses their
knowledge, skill, and other competencies that would facilitate them carrying out their
duties. Together, this study indicates that the Shariah audit should be performed by a

third party and an independent auditor. Considering that the current function of the
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Meanwhile, these three organs should be supported by three main functions to

provide a sound and balanced system, namely, Shariah risk management and control, a

Shariah review function, and a Shariah audit function. Interestingly, the Sh& dit

function should be undertaken by an independent internal audit unit, 03 an gkternal

qualified competent third party. An independent requirement woul he auditor

pertgipg to Shariah

tiz coxiﬁrms the need
S

for a proper and comprehensive guideline for IFIs un akin t!'\#l’ah audit

AN
function. é ' -\0)
In considering the need for a Shariah auwe% 1 Ra& (2011)

pointed out the urgency to strengthen the cutn
1al a

function. In his study, he suggested fourN \T
function unit to function effectively.%’ the ﬂb%Q

d
Shariah audit charter that encompa ¢ Sharmgaydit Pﬁn to address the Shariah

N
i f the Shariah audit
related issues. This chartechoui also h,ghh tfh@ SERRERLENS AT LIUC]

Shisiidcovesullihe I3 &sin ssl '.1 and‘gé)&ations. Second, the Shariah audit

unit should be indeﬁ® of
Ceaf
directly presentcgmgevighved gnd
\ . 2,
ymi rj, th@temal Shariah auditing process should be

to the Shari mltté. Y.

Y, ' iah ref d other audit
undertakq relevant, accepte@‘ld established Shariah reference and other audi

evi documents, for 1

undertake an independent assurance process and report

ive Shariah audit

conformity. Hence, the need for an effect

A

lish an objective or

a gem&@ he Shariah audit report should be

I
réed Egtle Board Audit Committee, and escalated

nstance, the written opinion of the SAC or BNM. Finally,

irement for the competency of the Shariah auditor encompasses their
reduirer

knowledge, skill, and other competencies that would facilitate them carrying out their

duties. Together, this study indicates that the Shariah audit should be performed by a

third party and an independent auditor. Considering that the current function of the
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Shariah Committee is only to advise the IFI, the Shariah audit would help IFIs have an

adequate Shariah control and assurance system.

In recent years, Abdul Rahim (201 1) highlighted an important area th 1d

make the Shariah governance system more effective, reliable and ¢ with

integrity. He explained that the Shariah audit requirement constitu& important
control mechanism to enhance the integrity of the IF1. Moreover, he zo asserted that

this audit requirement would help the Shariah Committe a?ﬁ as the respective

regulator to play an effective role in monitoring, controly es[.o\diyto an IFLif
any Shariah related issue arises. The Shariah aud?rocess fa uim?lg,lﬁ'g and
O
evaluating the relevant evidence and reporting thqgu degrge fS arl?ﬂ?@vemance
practice. Thus, the purpose of this study is tw;an Q‘/e\ of Q&.cent research
and developments initiated by the Intemw hariah rCléademy in Islamic
Finance (ISRA) and Bank Negara sia m‘ @ce a Shariah Audit
0 S
e

Framework as a complement to\ arialzNQov a'fiﬁﬁémework (SGF) recently

issued by BNM. In additigm, mper FSO is uss@le need for a Shariah Audit
'S
i€ ingg} ﬁo a

Framework and elaboratKon ments and requirements to be able

)

wughrin

to effectively exercisg theNghart ud unclQM
N 1 O
2.5

’
2.8 PastEn tudls o) 1dangdLredit Co-operatives
‘v/s
h& q&vement has had a significant history since the

i aysian co-operatiy,
estab@ of the first co-operative in 1922 during the British colonial era. Over the
carsWe1r numbers have rapidly increased and become an important intermediary for

national economic development. The existing literature on co-operatives is extensive
and particularly focuses on the role of co-operatives as a mechanism to alleviate poverty

(Asan Ali, 1998; Hayati Md Salleh et al., 2008; Cheuk, 2012) and on their performance
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(Hafizah Hammad et al., 2016; Maslinawati & Intan, 2013). To date, only a few studies

have been conducted that assess and investigate the current practice of corporate

governance and accountability of co-operatives, and none have explored the Singm

governance in regard of Islamic Credit Co-operatives. Hence, for the sake Of% Y,
n‘k

0 studies

some relevant literature is discussed in detail. This section focuses

conducted by Nur Eyliawati etal. (2015), Maslinawati & Intan, (201 3%$aslinawati

etal. (2013). Y'

In the recent study conducted by Nur Eyliawati et a yth anl ined the

degree of accountability that has been practised by Co'@“ A a' Iﬁ(gﬁ &
A\

so, they used a new accountability conceptual framework Yay co-ogerativ ba\'g?i.on the

earlier study conducted by Bovens (2007) COUC% s tﬁ’e Ccoﬁlit}’- Nur
Eyliawati et al. (2015) proposed a framew@ﬁsing eWéssiﬁcations of
accountability for ~co-operatives, % V@ $C @bﬂity’ diagonal
y )
and

accountability, horizontal accounta& naggidl A@hntability. The first,

vertical accountability, indicﬁs wc T the ,)rin ll—a?’ relationship consists of

ofla IN{ cdord, diagonal accountability, is the

Y, su@ internal, external audit unit and

hierarchical and bureaucratigacc

accountability in the shago

also comprises I@d l ?

accountability, fw‘rea

limited to tlﬂ wbers only. The

Abton g%for all the activities and transactions of the co-operative, and

al, procedures and product accountability.

society and the public at large, and is not

f@, the managerial accountability, indicates the

enco les the financi

Subsequently, Nur Eyliawati et al. (2015) conducted a focus group interview

using semi-structured interview questions. This method was used to help the researchers

obtain a deeper insight into two main themes: the nature of co-operatives that relate to
d O
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their function and the accountability practices in co-operatives. Subsequently, five co-

operatives were selected as a sample for the focus group interview based on their

performance, as provided by SKM. In order to analyse the information, they deve

a few codes using the key themes related to the research objectives bas@the
ey%s

proposed classification of accountability for co-operatives. Finally, th ed the

transcription data using the codes that had been developed. Vz

In developing the Proposed Accountability Conce mvmework, Nur

Eyliawati and his team (2015) asked the respondents t at® w, elher 1l their
»

respective co-operatives currently had and pradised& four flas c'atl-o\ag'{,f

this study found that a theWgspondents a eed"kﬂftheir

\ ~
atreQ¥ of abepuntability
heéb asserted that

e¥s, which showed

- \ s
this finding is in line with past studies %ednb%S (‘}
: - tives.
no evidence that horizontal accounta&%as refafed &)&@ o
. i -ogﬁ'ves, the study conducted
In another analysis on ¢ mltabtllty 0 I
13) 211

by Maslinawati & Intan (K f sﬁ&y and compliance are a core

i ives @hey would increase the public
component of accountaQill for 2

accountability. Interestingly,

I i isi ¢ gMssi
respective co-operatives were practising all t GT

ili i 1., 20
except the horizontal accountability (Nur Ey tidt a

Lftlatljagwd reputation in the eyes of their

’
-opgratlye\s
\ . .
emé\to investigate the current transparency

e
stakeholders. prhis ’
practi f. atives and the ex&&}g)f their effect on their reputation.
ractices of@Q-0

'@ tand the transparency and compliance, Maslinawati & Intan (2013)
rstan

d transparency as the availability of relevant, reliable
e

confidence and he

sumifiag and defin

nforr 1 SitiOIl, investment Po 0110, governance
. i nance ﬁnanc1a1 po rtf
1 nation about perfon s

ti d risk exposure hey also added that the ObjCCtiVe of transparency is t
practices, and 11 ] h
at this Objectivity could only be achieved if the

gain and enhance public trust, but th



nformation is accessible once reporting was done. For another core component of

accountability, namely, compliance, they asserted that the internal audit committee is a

vital determinant of good co-operative compliance. Thus, the internal audit comlv.

should effectively discharge its responsibilities, some of which are g

examining, validating all the accounting records, and reporting and comnﬁkting to

the board and management if any discrepancies are found. Vz

In respect of co-operatives in Malaysia, even though the cowmive movement

has no obligation to disclose its financial position to the p t [3g tlle obligation

on to thefgembers of the -'op%pgme
(a)
2013). Therefore, signiigant anglybis ddiv.ﬁssion
N
0

were undertaken in this study to p \ﬂsp«?@}.’ for co-
operatives. Notably, the transparency of t@ial repOT re@ement of co-

operative movement is govemed by the, %erati@,ﬁe ie \'tkl 993 (Amended)
[}

(Act 502), which stated that co—o& es sheuld eﬁarg&eep and ensure
2), the
N

availability for inspection by ce Wrar ,Sene ll ig@ing’ and profit and loss

accounts, and balance sheefgtoget witb& of (dJQ;ument required not less than
two months after the co@n 0 anci@ar for the purpose of audit. The
0 | .
Act, under section 6 *Yates fhat a de é&;ments must be audited by somebody
N3 S
approved by th 4@ ar Céﬁu)p eng.&} a true and fair view of the information
reported. S“@'ﬂy’ as required b,@ction 59 (1) and (2), the co-operative should

documents to its memb

still exists for co-operatives t0 disclose informati

movement (Maslinawati & Intan,

resent the en{¥lev

submit, t dited ers and Registrar General not less than
fiftc®wdayk and thirty days, respectively. In addition, these documents should be
presented at its annual general meeting at least once in a calendar year.

In respect of the preparation format for the financial statement, Maslinawati &
Intan (2013) indicated that the Malaysia Co-operative Movement Commission (SKM),
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as the regulator in this industry, decided upon the minimum requirement of the financial

statement, which needs to be followed by the co-operative in accordance with the

standardized format laid out in GP: 23.

Another interesting finding of Maslinawati & Intan (2013) is the%' ship

among transparency, compliance and reputation. This study explalne increasing

trend of social demand for transparent reporting concerning the degree f co-operative

compliance due to the fraudulent behaviour of some co- operati gers. In that the

ultimate objective of a co-operative is to maximise the Jkeh ders, this

study highlighted the importance of co- -operatives fggporidin S “rf@' by

communicating  information concerning  their vem?t Y ﬁtalgtky and

commitment to improving their social perfon% h‘ﬂf\c &' ves should

embrace the emergence of social media th asano n@nd strategic tool

for the dissemination of the aforementi %fo t t& ailability, low cost

and accessibility. Moreover, if a atl orgy po K@' news or achievements,
its reputation is immediatel nhazed (Mgslin an, 2013). In addition, any
the'pa e 0- o;f‘ e to communicate immediately

obstructive issue or fall

) ni?;we perceptions regarding the co-

with sufficient infon jon COU
’ | (,)
lﬁ‘g @5 Yoles, and, consequently, lead to the

operative’s effectg®ue

withdrawal of wby its nuETbers é\ ther stakeholders.

r they also opined t T;?the eagerness of the stakeholders is not limited
o th transparent report or accessibility to information, but also concerns
infor e about the reliability of those with whom they deal. Hence, performance

ting a good reputation. In the case of co-

rankings are important for portraying and crea

operatives, SKM took the initiative to establish the 100 Top Best Co-operatives in

Malaysia, which indirectly, displays the top 100 co-operatives in Malaysia with the



highest reputation. These 100 Top Best Co-operatives in Malaysia are displayed and
can be accessed on the SKM website.

Above all, they concluded that the level of transparency of co-opergtives is
governed and legislated by law, and encompasses all the key importangss~ of
transparency, namely, the requirement for the preparation of a ﬁnancia%ment, the

requirement to appoint an auditor, the requirement to disseminate anw:d financial

statement to the members and Regist

- ~ is is in
be exercised in a specific time frame. Thus, this

: i i be the tr rency,
concerns. They also found that there is a relation t\? \'@a y

uggested that tureCd' \hegap Proposing a
f=]

In the same year, Maslinawa ' % (2013\:%% 3

a :
MalFy$an, ¥g-operative movement.

R
investigate the issues and chall& n t &‘q

i idenceQf ment initiative to improve
Subsequently, they provided gmpiNGa ev1*n : %@
I e

: £0es and challenges, Mohamad and
the co-operative movemen% r i ¢ &;

Othman identified foungig¥ican nd c@nges that have long been faced by
man iden 5

' me issues contribute to the inefficient

(g ¢

Malaysian co-opeq've In /dd iy, &@

perf W lay. ‘ﬁMaslinawati etal., 2013).
erformance o,

compliance and reputation, and s
p

ratives
Th explained thesﬁles by highlighting the lack of capital. Due to
Anlurther

y heavily depend on the internal resources of capital,
s, man

the si o-operative
A ’ cri
whicNgefhe share capital from members’ subs

ulty in getting adequate capital to implement

ptions, fees, and accumulated profits.

As a result, the co-operatives face diffic
their profit-generating activities. Without making a profit, co-operatives are unable to
fulfil their member’s expectations to provide a reasonable return for their share
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subscription. Consequently, this issue can hinder co-operatives from maintaining a good

level of accountability, especially if they neglect the compliance requirement which

involves cost. The second issue and challenge is the absence of good cqgporate
;udit

governance and a weak structure. Simply put, this issue arises when the 1%
committee and board fail to exercise their duties, functions and respon&ws. They

rmally have a tendency to appoint famAs or influential

members to hold board positions rather than appointments V&on a member’s
tllre weak due to

also pointed out that members no

€

1 i i e gove
experience or trustworthiness. Hence, it makes the g

the lack of accountability in the boardroom. Third, théo he Jack 'aﬁ&,@nent
talent due to the limited capital makes it difficult to_get X}i: edgnd &e?%ssmnal
manager. Finally, is the issue of the lack of inte gy & n&ﬁ agentg. Until now,
the events of corruption, fraud and misn&&eg ? o—oéatlve sector still
resonate. ?: (] / @?d . e
: tiongd 1SS nd challenges wi e
Interestingly, they linked al& orer R\
in¥pr ve@ co-operative movement.
S

efforts of the Malaysian v@nt
Subsequently, they idemifm.‘kfo;si ‘pﬁé
&le ojftmuni %co-operative (IK1K), which was
@

7y

fi om the Malaysian government.

ejt?e co-operative model. Second, the effort

1 e
introduced to rest he bhlco 1 né AS
¢ ent to enhance the organizational
i e nagem
to improve wwledge

Adt operation Hen?:}t,he Malaysian government established the one
competen 1ts .
$ n Malaysia, namely, the Co-operative

and _operative education institution 1
i ini d education platform. Next, for
i ntinuous training an :

Colle Malaysia (MKM), as a €0

its commitment and exerted effort to
. sovernment has shown'1
many years, the Malaysia g0
A . d financial assistance through grants and
. i ding technical an
improve this sector by provi

subsidies.



In conclusion, much of the literature since the mid-1990s emphasises and agrees

about the roles of co-operatives as a mechanism to enhance the social economy, and

especially as an institution to provide micro-credit financial assistance. Howeva

s governance in co-operatives and their ac@llity,

sue of co-operative governance,.&h has not

been resolved, recently, the shifting phenomena of credit co-opezives towards

becoming an Islamic financial assistance provider by of er?ﬂnarlah—compliant

h vegranceylor many

a small body of literature concern

as discussed above. In addition to the 1S

products, has led to another issue of governance, namely,

years, this phenomenon was surprisingly neglected @amher &5 77 ﬂ};)@'fudy
~
attempts to fill this gap and discuss and compare th?. h govgroan prza'qees based
W ciabg

on Shariah-governance practices in other Isla

2.9 Conclusion \ X ‘&

B de. the has t/itn a si %cant transformation in the
\ p,? o i

role of corporations and Isl n%ﬁnci | iftspd q\s&){l’ st

and sustainability. Bo Ktej b@ate t@ gommeiprodudtaa s Vg Bk
' ? o
s1

Ay A e oY indreasi rlnaﬁﬂxe our savings, secure our retirement
2
&

akaf jon. 5, good corporate governance and Shariah
M T :

&&}’mterests of all the stakeholders, including the

income, and 13%

Governance ar™®ssential to serve

regul te
ch ouch several studies have been conducted on Shariah governance, previous
o

researchers tended to study Islamic panking, and none of them specifically studied the

t co-operatives. Due to the lack

. i ic credi
current practice of Shariah governance 1n Islamic cre

of literature and empirical evidence, this study has taken the initiative to conduct an
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exploratory study to highlight the importance of prudent Shariah gove

operative sector.
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