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Abstract

LEGAL CONTROL ON ISLAMIC BANKS
By

Faleh B. H. AL Subai'i

Supervisor

DR. MAHMOUD AL KAILANI

Banking control exercised by central banks on traditional and Islamic
banks is of paramount importance, which made most countries of the world
give wide powers to the central banks to exercise control over the activities and
operation of commercial banks on the basis that they are the key party
responsible for implementing the monetary policy. The most important form of
control is "inspection” by the control bank at the beginning of each year over
traditional and Islamic banks. This control is discreet and efficient supervision
coupled with appropriate control means, risks management, external audit and
more transparency.

This will help in enhancing Islamic finance movement, alleviate the
possibility of failure and establish the basis for social and economic justice
inherent in prohibiting usury and derived from Islamic Sharia rules and
teachings. This highlights the role played by the supervisory board to ensure
the implementation of the Islamic Sharia rules in the investment commercial
banking operations carried out by Islamic banks.

We have noticed that Islamic banks are currently under supervision of the
unified existing approach i.e. the Basel accord of 1988 related to capital
requirements and the accompanied control framework stipulated in the basic
principles of 1997, which has entail that Islamic banks should support their
capitals and adopt international standards to be able to manage risks associated
with assets in order to specify requirements of capital. Therefore, such banks
have adopted the unified approach, which depends on foreign evaluation of
credit, internal rating approach and the forms-based approach, which can not be
materialized without close cooperation between those in charge of banking
audit directives and top management in the Islamic banks and Islamic Sharia
scholars. This however, has prompted auditors to submit a number of reports
and draw up binding for the top management of Islamic banks concerning
market risks, value of these risks, and credit, liquidity and operation risks. The
study concluded that Islamic banks have achieved successful start off and it is
hoped that they will continue their course and enhance their steps in future
despite the obstacles and internal and external difficulties encountered thereby.
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