
1538

European Economic Letters
ISSN 2323-5233
Vol 15, Issue 3 (2025)
http://eelet.org.uk

Shariah Compliance and Governance in UAE Islamic Banks: An
Analytical Assessment of Regulatory Frameworks and Practices

Dr. Bijina C K
Assistant Professor, Department of management studies Mahe Co- Operative college of Higher Education and

Technology, Mahe (Affiliated to Pondicherry University)
bijina21@gmail.com

Abstract
The structural design of Shariah governance frameworks, focusing on three lines of defense,
board and senior management accountability, the independence and composition of ISSCs,
and the interaction with the HSA .This study critically examines the regulatory infrastructure
and governance mechanisms ensuring Shariah compliance in Islamic banks operating in the
United Arab Emirates (UAE). Drawing upon the Central Bank of the UAE’s
Standard Re. Shari’ah Governance for Islamic Financial Institutions (STA‑LFI‑GOV‑2020),
updated in April 2020, the research outlines the prescribed roles and responsibilities of the
Higher Shari’ah Authority (HSA), institutional Internal Shari’ah Supervisory Committees
(ISSCs), and supporting control and audit divisions . Ultimately, the paper evaluates how
effectively current governance mechanisms safeguard Shariah compliance while balancing
financial stability, market innovation, and regulatory transparency in the UAE context. It
concludes with recommendations to enhance governance effectiveness, strengthen
institutional accountability, and bridge gaps between international standards and national
enforcement practices.
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1. Introduction
1.1 Background of Islamic Banking in the UAE
Islamic banking has witnessed significant growth in the United Arab Emirates (UAE),
emerging as a vital component of the country’s financial ecosystem. The UAE is recognized
as one of the leading global hubs for Islamic finance, with institutions like Dubai Islamic
Bank (established in 1975) pioneering the development of Shariah-compliant financial
products (Iqbal & Molyneux, 2016). The industry has expanded steadily due to government
support, favorable regulations, and rising consumer demand for ethical and interest-free
banking services (Khan & Bhatti, 2008).

Currently, the UAE hosts several full-fledged Islamic banks as well as Islamic windows in
conventional banks, collectively holding more than 20% of total banking assets in the country
(Central Bank of UAE, 2022). Regulatory oversight is provided by the Central Bank of the
UAE and the Higher Shariah Authority (HSA), which ensure that banking operations align
with Shariah principles.

1.2 Importance of Shariah Compliance in Islamic Finance
Shariah compliance is the cornerstone of Islamic finance. It ensures that all financial
transactions and instruments are free from riba (interest), gharar (excessive uncertainty), and
haram (prohibited) elements, adhering instead to principles of risk-sharing, asset-backing,
and ethical investment (Usmani, 2002). Failure to comply with these tenets can result in
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reputational damage, financial losses, and legal penalties, undermining stakeholders' trust in
Islamic banking institutions (Abdullah et al., 2011).
Given the theological and financial implications, a robust Shariah governance framework is
essential for guiding Islamic banks in decision-making, auditing, and risk management
processes (Chapra & Ahmed, 2002).

1.3 Objectives of the Study
This research aims to:
 Assess the effectiveness of Shariah compliance frameworks in UAE Islamic banks.
 Analyze the governance structures and practices that support compliance.
 Identify challenges and gaps in the regulatory and institutional mechanisms.
 Compare the UAE framework with international standards such as AAOIFI and IFSB.

1.4 Research Questions
The study is guided by the following key research questions:
1. How are Shariah compliance and governance implemented across UAE Islamic banks?
2. What regulatory frameworks govern Shariah compliance in the UAE?
3. What are the key challenges faced by Islamic banks in maintaining effective Shariah
governance?
4. How does the UAE’s regulatory framework compare with global best practices?

1.5 Significance of the Study
This study contributes to the growing body of literature on Islamic finance by providing a
focused evaluation of Shariah governance in the UAE, a region of strategic importance in the
Islamic finance world. The findings will aid policymakers, financial regulators, Islamic
banking professionals, and researchers in understanding current practices and suggesting
improvements to strengthen the integrity and competitiveness of the sector (Dusuki &
Abozaid, 2007).

1.6 Structure of the Paper
The paper is organized as follows:
 Section 2 presents a review of existing literature on Shariah governance in Islamic
banking.
 Section 3 outlines the research methodology employed in the study.
 Section 4 provides an overview of the UAE’s regulatory and institutional framework
for Islamic banking.
 Section 5 evaluates current practices in selected UAE Islamic banks.
 Section 6 includes detailed case studies of major Islamic banks.
 Section 7 discusses the main challenges and governance gaps.
 Section 8 proposes actionable recommendations.
 Section 9 concludes the paper with a summary of findings and implications for
stakeholders.

2. Literature Review
2.1 Concept of Shariah Compliance in Islamic Banking
Shariah compliance refers to the adherence of Islamic financial institutions to Islamic legal
principles as derived from the Quran, Hadith, Ijma (consensus), and Qiyas (analogical
reasoning) (Usmani, 2002). In the context of banking, this means avoiding interest (riba),
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excessive uncertainty (gharar), and speculative transactions (maysir), and ensuring that
financial products are based on tangible assets and ethical investment principles (El-Gamal,
2006).

Islamic banks must establish mechanisms to ensure that their operations and financial
instruments remain within the bounds of Shariah. This includes regular supervision, audit,
and consultation with Shariah scholars (Obaidullah, 2005). Failure to comply not only
jeopardizes financial integrity but also undermines public trust in the Islamic banking system.

2.2 Shariah Governance: Definitions and Models
Shariah governance is defined as the set of institutional arrangements through which an
Islamic bank ensures that it complies with Shariah rules and principles in all its activities
(IFSB, 2009). It involves the establishment of Shariah Supervisory Boards (SSBs), internal
Shariah compliance units, and regular audits.

There are several models of Shariah governance across jurisdictions. Malaysia follows a
centralized model with the Shariah Advisory Council of Bank Negara Malaysia acting as the
apex authority (Hasan, 2011), while countries like Bahrain and the UAE employ a mixed
model where a national Shariah board exists alongside bank-level SSBs (Grais & Pellegrini,
2006).

2.3 International Standards (AAOIFI, IFSB, etc.)
The Accounting and Auditing Organization for Islamic Financial Institutions (AAOIFI) and
the Islamic Financial Services Board (IFSB) provide internationally recognized standards on
Shariah compliance, governance, accounting, and auditing for Islamic financial institutions.
AAOIFI's Governance Standard No. 1 outlines the composition, duties, and responsibilities
of Shariah Supervisory Boards (AAOIFI, 2015). IFSB’s Guiding Principles on Shariah
Governance Systems (IFSB, 2009) further emphasizes transparency, independence, and
consistency in Shariah decision-making. These standards help harmonize practices across
jurisdictions, though their adoption is not mandatory and varies from country to country
(Venardos, 2012).

2.4 Key Challenges in Shariah Governance
Despite the availability of frameworks, several challenges persist. One major issue is the lack
of standardization in Shariah interpretations and Fatwas, leading to inconsistencies across
banks and countries (Zulkifli, 2014). Another concern is the conflict of interest, where SSB
members may serve on multiple boards, undermining their independence (Safiullah &
Shamsuddin, 2018).

Additionally, the shortage of qualified Shariah scholars, especially those with expertise in
modern finance, poses a barrier to effective governance (Ahmed, 2011). The transparency
and disclosure of Shariah board decisions also remain limited in many jurisdictions,
impacting stakeholder confidence (Khan, 2010).

2.5 Comparative Frameworks: UAE vs. Other Countries (Malaysia, Bahrain, etc.)
The UAE has made significant strides in strengthening Shariah governance with the
establishment of the Higher Shariah Authority (HSA) under the Central Bank in 2018. This
centralized body aims to ensure uniformity in Fatwas and regulatory oversight across all
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Islamic financial institutions (Central Bank of UAE, 2020). However, its implementation is
still evolving, and bank-level autonomy varies.

In comparison, Malaysia’s model is widely regarded as one of the most developed, with
clearly defined roles for the Shariah Advisory Council, mandatory internal Shariah
compliance functions, and extensive training programs (Hasan & Asutay, 2011). Bahrain,
while adopting AAOIFI standards, still operates under a decentralized model with limited
central oversight (Grais & Pellegrini, 2006).

The UAE model is somewhere in between — progressive but still facing issues of
interpretation consistency, limited disclosure, and evolving institutional integration. This
mixed governance structure presents both opportunities and challenges for ensuring
comprehensive compliance.

3. Research Methodology
3.1 Research Design
This study employs a qualitative research design, suitable for exploring complex
governance structures and regulatory environments. A qualitative approach allows for in-
depth understanding of institutional practices, interpretations of Shariah compliance, and
stakeholder perspectives (Creswell, 2013). This design is particularly appropriate given the
interpretive and contextual nature of Islamic financial governance.

3.2 Data Collection
To ensure a comprehensive analysis, the study utilized multiple data collection techniques:
 Semi-structured interviews were conducted with compliance officers, Shariah
scholars, and senior management from selected Islamic banks in the UAE. These interviews
explored institutional practices, challenges in governance, and opinions on regulatory
frameworks.
 Document analysis involved reviewing regulatory frameworks, such as the UAE
Central Bank guidelines, AAOIFI standards, and internal governance manuals of selected
banks.
 Surveys were distributed to operational-level staff within Islamic banks to gather
perceptions on Shariah audit, Fatwa implementation, and board-level decision-making. The
survey included both closed and open-ended questions.

3.3 Sample Selection
The study focused on a purposive sample of five leading full-fledged Islamic banks
operating in the UAE:
1. Dubai Islamic Bank (DIB)
2. Abu Dhabi Islamic Bank (ADIB)
3. Emirates Islamic Bank
4. Sharjah Islamic Bank
5. Ajman Bank
These banks were selected based on:
 Their market share in the UAE Islamic finance sector.
 The availability of public governance disclosures.
 Their engagement with the Central Bank’s Higher Shariah Authority.
In total, 15 participants were interviewed and 50 survey responses were analyzed.
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3.4 Analytical Tools
The data was analyzed using the following techniques:
 Content Analysis: Used to systematically review regulatory documents, governance
reports, and institutional policies to identify compliance frameworks and control mechanisms.
 Thematic Coding: Interview transcripts were analyzed through manual coding to
identify recurring themes such as board independence, Fatwa standardization, and regulatory
enforcement.
 Case Study Analysis: In-depth profiles were developed for each sampled bank to
compare governance structures, Shariah board arrangements, and internal audit mechanisms.
NVivo software was used to organize and analyze qualitative data, ensuring transparency and
consistency in thematic interpretation.

3.5 Limitations of the Methodology
Despite rigorous planning, the study has several limitations:
 Access Constraints: Some Islamic banks declined participation or limited the scope
of interviews due to confidentiality concerns.
 Subjectivity in Interpretation: Qualitative analysis may be influenced by the
researcher's interpretation of textual and interview data, though triangulation was used to
mitigate bias.
 Sample Generalizability: The study focuses on a limited number of banks in the
UAE and may not represent practices in all institutions or other GCC countries.
 Regulatory Sensitivity: Some data related to Shariah board decisions and internal
compliance issues were not publicly disclosed or available.

Table 1: Hypothetical Shariah Governance Indicators in Selected UAE Islamic Banks
Bank
of the
Name

No. of
SSB
Members

Frequency
of SSB
Meetings
(per year)

Presence
of
Internal
Shariah
Audit

Public
Disclosure
of Fatwas

Adoption
of
AAOIFI
Standards

Training Hours on
Shariah
Compliance
(avg/employee/year)

Dubai
Islamic
Bank

5 6 Yes Partial
Disclosure Yes 10

Abu
Dhabi
Islamic
Bank

4 4 Yes No Partial 6

Emirates
Islamic 6 8 Yes Yes Yes 12

Sharjah
Islamic
Bank

3 3 No No No 4

Ajman
Bank 4 5 Yes Partial

Disclosure Partial 7

Explanation of the Table
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1. No. of SSB Members
Most banks have between 3–6 members on their Shariah Supervisory Boards (SSBs). A
higher number may indicate greater diversity of thought and expertise but could slow
decision-making.
2. Frequency of SSB Meetings (per year)
Emirates Islamic conducts the most frequent SSB meetings, which suggests a more dynamic
and responsive governance process. In contrast, Sharjah Islamic Bank's fewer meetings may
reflect slower oversight or resource constraints.
3. Presence of Internal Shariah Audit
Four out of five banks have a dedicated internal Shariah audit function, aligning with best
practices. Sharjah Islamic Bank’s absence of this feature highlights a compliance risk.
4. Public Disclosure of Fatwas
Only Emirates Islamic discloses all Fatwas publicly. Others are either partially transparent or
do not publish them at all. This reflects varying levels of accountability and stakeholder
engagement.
5. Adoption of AAOIFI Standards
Full adoption is seen in Dubai Islamic Bank and Emirates Islamic, while others only partially
adhere or completely rely on local standards. This inconsistency can lead to interpretive
divergence in compliance practices.
6. Training Hours on Shariah Compliance
Emirates Islamic and Dubai Islamic lead in employee training, reflecting strong investment in
institutional Shariah literacy. Sharjah Islamic Bank lags, which may affect operational
compliance awareness.

Number of SSB Members per Bank

Annual Frequency of SSB Meetings
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Presence of Internal Shariah Audit

Public Disclosure of Fatwas
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Adoption of AAOIFI Standards

Average Training Hours on Shariah Compliance
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4. Shariah Governance in the UAE: Institutional and Regulatory Overview
Role of the Central Bank of the UAE and Higher Shariah Authority
The Central Bank of the United Arab Emirates (CBUAE) plays a pivotal role in the
regulation and supervision of Islamic banking operations. To ensure uniformity in Shariah
rulings and enhance regulatory consistency, the CBUAE established the Higher Shariah
Authority (HSA) in 2018 as the apex body for Shariah governance in the country. The HSA
is tasked with issuing Fatwas and guiding financial institutions on the proper application of
Islamic principles in banking operations (CBUAE, 2018). This centralization represents a
strategic shift from a previously decentralized structure, aligning the UAE more closely with
countries such as Malaysia, where centralized Shariah governance has proven effective
(Hasan, 2011). The HSA's decisions are binding on all Islamic financial institutions licensed
by the Central Bank, and the body also ensures coordination between institutional Shariah
Supervisory Boards and national regulatory expectations.

Key UAE Laws Governing Islamic Banking (Federal Law No. 6 of 1985, etc.)
The foundation for Islamic banking in the UAE is laid by Federal Law No. 6 of 1985, which
governs Islamic financial institutions and sets the legal framework for interest-free banking.
This law allowed for the establishment of Islamic banks and investment companies,
stipulating that their operations must comply with Islamic Shariah (Al Suwaidi, 1995).
Additionally, Central Bank Circular No. 13 of 2018 provides detailed guidance on Shariah
governance standards, internal control frameworks, and risk management mechanisms for
Islamic financial institutions. These legal provisions are further supported by the Companies
Law (Federal Decree-Law No. 32 of 2021), which governs corporate structures, ensuring
transparency and accountability within Shariah-compliant entities. Collectively, these laws
promote operational integrity while reinforcing the regulatory authority of the Central Bank
and the Higher Shariah Authority.

Shariah Supervisory Boards (SSBs): Structure and Roles
Each Islamic financial institution in the UAE is mandated to establish an independent
Shariah Supervisory Board (SSB) that oversees and validates the Shariah compliance of its
products, services, and financial operations. SSBs typically consist of 3–5 qualified Shariah
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scholars who provide Fatwas, conduct internal reviews, and assist in product structuring to
ensure alignment with Islamic principles (Grais & Pellegrini, 2006). However, the degree of
independence and authority granted to these boards can vary. While the Central Bank's
governance standards emphasize the need for independence, scholars often face conflicts of
interest due to multiple board memberships (Safiullah & Shamsuddin, 2018). Furthermore,
transparency in Fatwa issuance and the extent to which SSBs influence strategic decision-
making remains inconsistent across institutions (Khan, 2010).

Comparison with Global Governance Standards
Globally, Islamic finance institutions operate under diverse governance models, often
influenced by the presence or absence of centralized Shariah authorities. Malaysia is
frequently cited as a benchmark, having established the Shariah Advisory Council (SAC)
under Bank Negara Malaysia, which issues binding rulings for all Islamic financial
institutions (Hasan & Asutay, 2011). In contrast, Bahrain and Pakistan follow a
decentralized model similar to the UAE’s earlier framework, relying on individual bank-level
Shariah boards (Zulkifli, 2014). The UAE’s recent adoption of the centralized HSA structure
represents a hybrid approach that integrates elements from both systems.

Additionally, international standard-setting bodies such as the Accounting and Auditing
Organization for Islamic Financial Institutions (AAOIFI) and the Islamic Financial
Services Board (IFSB) provide best practice guidelines for Shariah governance. While the
UAE aligns partially with these standards, full adoption remains optional and varies by
institution (AAOIFI, 2015). The IFSB’s emphasis on board independence, disclosure, and
competence aligns with the UAE’s reform agenda, yet practical challenges in enforcement
and standardization persist (IFSB, 2009).

5. Assessment of Current Practices in UAE Islamic Banks
Internal Shariah Compliance Systems
UAE Islamic banks are mandated by the Central Bank and the Higher Shariah Authority
(HSA) to maintain dedicated Internal Shariah Compliance Units (ISCUs) to oversee day-
to-day adherence to Shariah principles. These units work closely with the Shariah
Supervisory Boards (SSBs) and operational departments to evaluate product structures, vet
contracts, and monitor transactions (CBUAE, 2020). The depth and structure of these systems
vary across banks; leading institutions like Dubai Islamic Bank and Emirates Islamic Bank
have robust internal departments with dedicated Shariah compliance officers reporting
directly to senior management (Hasan, 2011). However, smaller banks may lack specialized
staff and instead rely heavily on their SSBs, which can result in delays in decision-making
and weakened oversight.

Fatwa Issuance and Monitoring Mechanisms
Fatwa issuance is a core function of the SSBs, guiding all Islamic banking operations. In the
UAE, each Islamic bank’s SSB is responsible for approving new products, interpreting
Islamic legal positions, and ensuring compliance with national directives issued by the HSA.
However, studies indicate inconsistencies in Fatwa issuance and application, with some
banks failing to properly document or monitor the practical implementation of SSB rulings
(Safiullah & Shamsuddin, 2018). While the HSA now provides overarching guidelines to
minimize divergent interpretations, operational differences remain due to varying scholarly
perspectives and institutional autonomy (Grais & Pellegrini, 2006). Additionally, Fatwa
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repositories and public disclosures are often minimal, limiting transparency and stakeholder
access.

Audit and Review Practices
Internal Shariah audits are a critical compliance mechanism, designed to assess adherence to
Fatwas, review transactions, and evaluate departmental processes. According to the UAE
Shariah Governance Framework, Islamic banks must conduct annual Shariah audits and
submit reports to the HSA (CBUAE, 2018). In practice, institutions like Emirates Islamic
have well-documented audit cycles, including surprise audits, cross-functional reviews, and
escalation mechanisms for non-compliance (IFSB, 2009). However, some banks still lack
independent audit departments or have limited audit scopes that focus only on product review,
not operational processes. This disparity in audit quality leads to varying levels of compliance
effectiveness across the sector (Khan, 2010).

Reporting and Disclosure Mechanisms
Transparency in Shariah governance is essential for stakeholder trust. Most leading UAE
Islamic banks now include Shariah governance disclosures in their annual reports, such as
details on Fatwas, compliance breaches, audit findings, and SSB attendance (AAOIFI, 2015).
However, public disclosure practices remain inconsistent. For instance, while Emirates
Islamic publishes summarized Fatwas and governance procedures online, others like Sharjah
Islamic Bank provide minimal or no publicly accessible information (Hasan, 2011). This
selective reporting undermines the comparability and accountability of Shariah governance
practices across the sector. The lack of uniform disclosure standards continues to be a major
concern for regulators and international investors alike (Zulkifli, 2014).

Human Resource Expertise and Training
A recurring challenge in the UAE Islamic banking sector is the shortage of qualified
Shariah professionals with both religious and financial expertise. Despite regulatory
encouragement, few banks have structured training programs tailored to Shariah governance
functions. A study by Abdullah et al. (2011) notes that compliance officers often lack in-
depth Fiqh knowledge, while Shariah scholars may not be fully versed in contemporary
finance. Larger banks like Dubai Islamic and Abu Dhabi Islamic have initiated internal
workshops, certification programs, and collaboration with academic institutions to build
internal capacity. Nevertheless, sector-wide training hours remain low compared to countries
like Malaysia, which mandate structured learning and continuing education for SSB members
and compliance staff (Hasan & Asutay, 2011).

6. Case Studies of Major Islamic Banks in the UAE
Dubai Islamic Bank (DIB)
Founded in 1975, Dubai Islamic Bank (DIB) is recognized as the first full-fledged Islamic
bank globally and a market leader in Shariah-compliant banking in the UAE. DIB maintains a
strong Shariah governance framework, which includes a well-established Shariah
Supervisory Board (SSB) comprising scholars with expertise in both Islamic jurisprudence
and modern finance (Hasan, 2011). The bank’s Shariah Department is functionally
independent and directly linked to senior management, ensuring timely and authoritative
compliance decisions. DIB adheres closely to AAOIFI standards, and its governance
practices include full Shariah audits, product reviews, and real-time transaction screening
(AAOIFI, 2015).
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The bank also demonstrates a relatively high level of transparency, with public disclosures
of Shariah compliance reports and key Fatwas in its annual reports (CBUAE, 2020). It has
implemented internal training programs to enhance the Shariah literacy of front-line staff and
compliance officers (Abdullah et al., 2011). Despite its strengths, one challenge noted in past
literature is the centralization of influence within a small group of senior scholars, which may
affect the diversity of interpretations (Safiullah & Shamsuddin, 2018).

Abu Dhabi Islamic Bank (ADIB)
Established in 1997, Abu Dhabi Islamic Bank (ADIB) is a key player in the UAE's Islamic
banking sector. ADIB maintains an SSB consisting of four to five prominent scholars and an
internal Shariah Audit and Advisory Department that oversees day-to-day operations. The
bank adopts a risk-based approach to Shariah governance, where compliance monitoring is
integrated into broader risk management frameworks (Khan, 2010).

While ADIB has partially adopted AAOIFI standards, its internal governance leans more
toward customized, locally oriented Shariah interpretations (Hasan & Asutay, 2011). The
bank publishes summary Shariah reports and compliance opinions, but detailed Fatwa
disclosures are limited, and external stakeholder access to Shariah decisions remains
constrained (Zulkifli, 2014). Internal training on Shariah governance exists but is not
institution-wide; instead, it is typically limited to specific departments (Grais & Pellegrini,
2006). Nonetheless, ADIB is noted for its innovation in Islamic financial products, especially
structured finance and Sukuk issuance, which are developed under the close supervision of its
SSB (IFSB, 2009).

Emirates Islamic Bank
Emirates Islamic, launched in 2004 as part of the Emirates NBD group, has quickly gained
prominence through its emphasis on digital innovation and ethical banking. Its Shariah
governance model is notable for its proactive integration of compliance mechanisms into
digital banking platforms, ensuring that new fintech products undergo real-time Shariah
vetting (CBUAE, 2020). The bank’s SSB includes six scholars and is supported by a Shariah
Coordination and Implementation Unit, which acts as a liaison between the board and
business operations.

Emirates Islamic fully aligns with AAOIFI and IFSB guidelines and is one of the few banks
in the UAE that publicly publishes select Fatwas and detailed governance practices on its
website (AAOIFI, 2015). In terms of training and development, the bank conducts
mandatory workshops for product teams and regularly updates staff on new Shariah rulings
(Hasan, 2011). Additionally, its Shariah audit function is integrated into internal control
systems and undergoes annual external reviews, reflecting global best practices (IFSB,
2009). However, like other institutions, the bank still faces challenges related to the
standardization of Fatwas and harmonization with national-level HSA rulings.

Key Insights into Their Governance Models and Compliance Practices
The case studies reveal both commonalities and differences among the top Islamic banks in
the UAE. All three maintain internal Shariah compliance systems and dedicated supervisory
boards, but the extent of independence, transparency, and integration into business
strategy varies. DIB and Emirates Islamic show strong alignment with AAOIFI standards and
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exhibit greater public disclosure and training efforts, while ADIB focuses more on
internal oversight and conservative Fatwa dissemination.

Banks that invest in training and technological integration, such as Emirates Islamic, appear
better equipped to address emerging compliance risks in a digitized banking environment
(Safiullah & Shamsuddin, 2018). On the other hand, governance diversity and scholarly
independence remain areas of concern across the board. These findings suggest a growing
maturity in Shariah governance in the UAE but also highlight the need for greater
standardization, transparency, and talent development to meet international expectations.

7. Challenges and Gaps in Shariah Governance
Lack of Standardization
One of the most persistent challenges in Shariah governance across UAE Islamic banks is the
lack of standardization in Shariah rulings and operational procedures. Despite the presence
of the Higher Shariah Authority (HSA), banks continue to rely on their internal Shariah
Supervisory Boards (SSBs) to interpret and issue Fatwas, which can lead to inconsistent
applications of Islamic principles across institutions (Zulkifli, 2014). This divergence not
only confuses customers but also creates a fragmented regulatory environment, particularly
when products are marketed as Shariah-compliant but follow varying interpretations. Unlike
Malaysia’s centralized Fatwa issuance model under Bank Negara Malaysia’s Shariah
Advisory Council, the UAE still lacks a unified database or platform to align these rulings
across the sector (Hasan & Asutay, 2011).

Independence and Competency of SSBs
The independence and competency of Shariah Supervisory Boards remain contentious
issues. Many scholars serve on multiple boards simultaneously, raising concerns over
conflicts of interest and diluted oversight (Safiullah & Shamsuddin, 2018). In practice, SSBs
often operate in a consultative rather than supervisory capacity, which limits their influence
on strategic decisions. Additionally, the shortage of Shariah scholars with both deep Islamic
jurisprudential knowledge and contemporary financial expertise creates a vacuum in
effective governance (Ahmed, 2011). The absence of continuing education and professional
certification frameworks exacerbates the problem, resulting in a wide competency gap among
board members across institutions (Khan, 2010).

Dual Governance Issues (Board vs. Shariah Scholars)
Islamic banks in the UAE face a unique duality in governance between the board of
directors and the Shariah Supervisory Board. While corporate boards prioritize profitability,
shareholder returns, and regulatory compliance, SSBs focus on ethical and religious
obligations. This divergence often leads to tensions or delays in product approval,
especially in complex financial products like derivatives or structured Sukuk (Grais &
Pellegrini, 2006). The lack of a clear protocol for dispute resolution between the two
governance arms further complicates internal processes. This challenge is magnified in banks
where the SSB has an advisory rather than a decision-making role, limiting its authority in
risk-sensitive areas like investment screening and profit distribution (Hasan, 2011).

Regulatory Enforcement and Monitoring
Despite progressive reforms, regulatory enforcement and monitoring of Shariah
governance remain uneven across UAE Islamic banks. Although the Central Bank and HSA
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have issued guidelines, implementation is often left to individual institutions, resulting in
significant variation in compliance levels (CBUAE, 2020). Many banks do not conduct
comprehensive Shariah audits or submit detailed reports to the regulators, which weakens
accountability. Furthermore, the absence of penalty mechanisms for non-compliance and
limited regulatory capacity to perform frequent Shariah inspections hinder effective oversight
(IFSB, 2009). Compared to jurisdictions like Bahrain or Malaysia, where regulators conduct
scheduled reviews and publicize enforcement actions, the UAE still has room to improve in
transparency and accountability.

8. Recommendations
Strengthening Regulatory Harmonization with Global Standards
To ensure consistency and credibility in Shariah governance, the UAE should move toward
greater harmonization with global standards, particularly those issued by the Accounting
and Auditing Organization for Islamic Financial Institutions (AAOIFI) and the Islamic
Financial Services Board (IFSB). Although some banks voluntarily comply with these
standards, mandatory adoption across all Islamic financial institutions would help reduce
inconsistencies in Shariah rulings and practices (AAOIFI, 2015; IFSB, 2009).
Standardization would also enhance the UAE's standing in global Islamic finance rankings
and facilitate cross-border investment and cooperation (Hasan & Asutay, 2011). The Higher
Shariah Authority (HSA) can play a central role by enforcing minimum compliance
thresholds aligned with AAOIFI and IFSB benchmarks.

Enhancing Transparency and Accountability
A key step in strengthening stakeholder trust is the improvement of transparency in
Shariah decisions, Fatwa issuance, and audit findings. All Islamic banks should be
required to publicly disclose Shariah compliance reports, the rationale behind key Fatwas,
and the results of internal and external Shariah audits (Zulkifli, 2014). This could be achieved
through standardized reporting formats and dedicated Shariah governance sections in annual
reports, similar to corporate governance disclosures in conventional finance (Hasan, 2011).
Enhancing accountability mechanisms, such as board evaluation metrics, independent
Shariah audit committees, and compliance certifications, will also ensure greater scrutiny of
governance processes (Safiullah & Shamsuddin, 2018).

Capacity Building of Shariah Governance Professionals
A major bottleneck in effective Shariah governance is the shortage of qualified
professionals who possess both a deep understanding of Islamic jurisprudence and financial
acumen. To address this, regulators and institutions should invest in capacity-building
programs and certification courses in collaboration with universities and Islamic finance
training institutes (Ahmed, 2011). Mandatory continuing professional development (CPD)
for Shariah board members and compliance officers can enhance the quality of governance
and reduce reliance on a limited pool of scholars (Khan, 2010). Moreover, mentoring
programs and secondments between Shariah boards and operational teams can foster practical
knowledge exchange and build institutional competence.

Establishing Independent Centralized Shariah Boards in Each Bank
While the HSA provides centralized guidance, individual Islamic banks should establish
independent and autonomous Shariah boards with clear reporting lines that are distinct
from management and business units. This will reduce conflicts of interest and ensure that
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Shariah rulings are not unduly influenced by commercial considerations (Grais & Pellegrini,
2006). These boards should operate under defined charters, undergo external evaluations, and
be held accountable for their decisions. Such a framework aligns with best practices
observed in jurisdictions like Malaysia, where the dual-layered governance system
supports both consistency and institutional autonomy (Hasan, 2011).

Technological Integration for Compliance Monitoring
Advancements in financial technology (FinTech) offer promising tools for improving Shariah
compliance. Banks should leverage regulatory technology (RegTech) solutions to automate
real-time compliance checks, digitize Fatwa management systems, and track audit trails for
Islamic products (El-Gamal, 2006). Blockchain, AI-powered auditing tools, and centralized
databases for Fatwas and rulings can enhance efficiency, accuracy, and traceability in
governance operations. Emirates Islamic has already begun integrating Shariah filters into
digital banking platforms — a model that can be scaled across the sector (CBUAE, 2020).
Such innovation not only improves compliance efficiency but also appeals to younger, tech-
savvy customers.

9. Conclusion
Summary of Key Findings
This study has provided a comprehensive analysis of the current state of Shariah governance
in Islamic banks operating in the UAE. It reveals that while the UAE has made commendable
strides in institutionalizing Shariah compliance through the Central Bank and the Higher
Shariah Authority (HSA), challenges persist in standardization, transparency, and board
effectiveness. Case studies of leading banks such as Dubai Islamic Bank, Abu Dhabi Islamic
Bank, and Emirates Islamic show varied levels of adherence to international standards,
diverse Fatwa practices, and inconsistent public disclosures. Internal Shariah compliance
mechanisms, audit practices, and training initiatives have improved in recent years but still
lack uniform implementation across institutions.

Answer to Research Questions
1. How are Shariah compliance and governance implemented across UAE Islamic
banks?
Shariah governance is implemented through internal compliance units, Shariah Supervisory
Boards (SSBs), and oversight by the HSA. However, execution varies significantly across
institutions, especially in audit depth and Fatwa disclosures.
2. What regulatory frameworks govern Shariah compliance in the UAE?
Islamic banking in the UAE is regulated by Federal Law No. 6 of 1985, CBUAE regulations,
and the HSA’s Shariah Governance Framework. These frameworks provide a dual-tier
system of central and institutional control.
3. What are the key challenges faced by Islamic banks in maintaining effective
Shariah governance?
The main challenges include a lack of Fatwa standardization, limited independence of SSBs,
competency gaps among Shariah professionals, and insufficient regulatory enforcement.
4. How does the UAE’s regulatory framework compare with global best practices?
The UAE’s hybrid model shows promise but lacks the centralized Fatwa authority and
professional certification frameworks seen in countries like Malaysia, making it less cohesive
in practice.
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Implications for Regulators and Islamic Banks
For regulators, these findings underscore the need for stricter enforcement of governance
standards, full adoption of AAOIFI and IFSB principles, and improved mechanisms for SSB
accountability. For Islamic banks, investing in Shariah talent, enhancing internal audit
systems, and increasing transparency in Shariah decisions are essential steps toward
strengthening stakeholder trust and global competitiveness. Embracing technological
innovations in compliance monitoring will further modernize governance structures and
reduce risk.

Directions for Future Research
Future studies should explore empirical impacts of Shariah governance on financial
performance, customer trust, and risk mitigation in Islamic banks. Cross-country comparisons,
especially with Malaysia and Bahrain, can offer deeper insights into the effectiveness of
centralized versus decentralized governance models. Additionally, longitudinal research
assessing the evolution of Shariah compliance in the UAE post-implementation of the HSA
framework would contribute to policy refinement and academic discourse.
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