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ABSTRACT 

Compliance is one of the core elements of good governance that supports the growth and 
development of the Islamic finance industry through good governance and comprehensive 
legal frameworks. Fitting conventional banking and finance features into Islamic banking 
and finance has exposed Islamic Financial Institutions (IFIs) to Shariah Non-Compliance 
Risk (SNCR). Therefore, the Shariah Compliance and Governance Framework is essential 
to guide the banks on the regulatory requirement. For instance, both Section 28(1) and 
Section 28(3) of the Islamic Financial Services Act (IFSA) 2013 emphasized IFI's 
compliance to the Shari'ah principles at all times in all their activities and, to manage and 
report their Shari'ah Non-Compliance (SNC) incidents. One of the examples of SNC 
incidents is Shariah Non-Compliant Income (SNCI) that could impact the profit of the 
bank, which emerged from the Shari'ah Non-Compliance Event (SNCE). This study 
purports to understand SNC incidents by exploring the end-to-end process of managing and 
reporting of SNCI for IBs in Malaysia and thus fulfills the following research objectives; 
(1) to explore the occurrence of SNCI incidents in Islamic Banks in Malaysia ; (2) to 
explore the current practices in managing and reporting of SNCI by relevant key fiinctions 
in Islamic Banks in Malaysia.; (3) to investigate the current processes in rectification, 
purification, and disposal of SNCI by IBs in Malaysia; and finally to propose a guideline 
of best practice in managing and reporting of SNCI for IBs in Malaysia. The context of this 
study is based on the stewardship theory in which the people and process are the key 
components of Shari'ah Governance and the issue of accountability and transparent 
disclosure of SNCI are the central issue of this study. Henceforth, in-depth interviews with 
the bank's key fiinctions and the Shari'ah scholars, documentations review and the content 
analysis on Financial Reporting for Islamic Banking Institutions, Shari'ah Governance 
Policy, Operational Risk Integrated Online Network (ORION) policy document, and the 
annual reports of the ten participating IBs were conducted to fulfill the delineated research 
objectives. 'The Six Phases of Reflexive Thematic Analysis' was applied to explore and 
develop an understanding of patterned meaning across the datasets, eased by Atlas.ti 
software. The findings indicated the infused prudence in stewardship theory would promote 
greater accountability and transparency in managing and reporting of SNCI, thus enhance 
the credibility, reputation, and corporate image of IBs in the eyes of multiple stakeholders. 

IV 



ACKNOWLEDGEMENT 

In the name of Allah, The Most Gracious and The Most Merciful. Praise and thanks to 
Allah on whom ultimately depend the sustenance and assistance. With His loves and 
blessings, I am able to successfully complete my PhD journey under the Accounting 
Research Institute (ARI), UiTM Shah Alam. Many thanks to the management of ARI due 
to their assistance, encouragement and support. My special gratitude, appreciation and 
billion thanks goes to my supervisors Associate Professor Dr. Nawal Kasim, Dr. Nor 
Aishah Mohd Ali and Professor Dr. Roshayani Dato' Arshad for their invaluable guidance, 
dedication and encouragement to develop myself and to stand strong in the PhD journey 
that I treasures. 

My special appreciation and billion thanks goes to Ustaz Mohd Zikri Mohd Shairy, for 
being a tremendous advisor and mentor for me in my new venture on Islamic Banking. 
Your patient, guidance and knowledge sharing on this industry is such a priceless input for 
me to tie up my PhD journey. Not to forget, special thanks also goes to Ustaz Shaharuddin 
Pangilun for sharing his expertise, knowledge and lessons from the Holy Quran. Billions 
of thanks goes to the key persons in the Islamic Banking Institutions (IBIs) and the 
dedicated Shari'ah Scholars who are willing to be the respondents of this study. Your 
excellent cooperation is the key success of this study. Not to forget, millions of thanks goes 
to my colleagues, best friends and faculty members in the Faculty of Management and 
Muamalah, KUIS for their understanding, courage and concern along the way of my PhD 
journey and; those involved directly or indirectly inside and outside of KUIS. 

Finally, this thesis is especially dedicated to the loving memory of my very dear late father, 
Haji Johari Bin Mohd Juda, my super wonder mother, Hasemah @ Leha Bt Ibrahim, my 
siblings; Kak Lang, Kak Long, Kak Yah, Abang Ngah, Abang Cik and all unties and uncles. 
To my beloved sons; Raif, Rafiq, Rizqan and Raziq, because of you all I keep on standing 
strong to end up my study. Only we know the bold and the pain throughout this journey. 
And last but not least to Mohd Rizalman Zakaria, thanks for allowing me to pursue my 
PhD. InsyaAUah may this journey bring all of us to the endless journey in Jannatul Firdaus. 

Alhamdulilah, Thank You Allah. 



TABLE OF CONTENTS 

Page 

CONFIRMATION BY PANEL OF EXAMINERS ii 

AUTHOR'S DECLARATION iii 

ABSTRACT iv 

ACKNOWLEDGEMENT v 

TABLE OF CONTENTS vi 

LIST OF TABLES xiv 

LIST OF FIGURES xvii 

LIST OF SYMBOLS xix 

LIST OF ABBREVIATIONS xx 

CHAPTER ONE INTRODUCTION 1 

1.1 Preamble 1 

1.2 Research Background 1 

1.3 Motivation of the Study 6 

1.4 Problem Statement 9 

1.5 Research Objectives 12 

1.6 Research Questions 12 

1.7 Aims and Scope of the Study 13 

1.8 Overview of Research Methodology 14 

1.9 Significance of the Study 16 

1.10 Contributions of the Study 17 

1.10.1 Contribution to the Knowledge 17 

1.10.2 Contribution in Practice 18 

1.10.3 Contribution to the Theory 20 

1.10.4 Contribution to the Methodology 21 

vi 


