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The Same Transaction Produces Three

Conflicting Financial Statements

Why generic Al finance agents fail. A 20% mark-up on equipment is commercially identical everywhere, but the accounting
output is dictated by local law. Using ‘Interest Income’ in Bahrain isn't a stylistic choice—it's a compliance violation.

?

Bahrain Branch

Output must read “Murabaha
Income” and “Murabaha
Receivables"” (FAS 28).

$1M Murabaha Transaction
20% Mark-up
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Output must read “Profit

I

from Islamic Financing
(MFRS 9).
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UK Branch

Output must read “Profit
from Home Finance” (IFRS
9).
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The Three Competing Accounting Regimes of
Global Islamic Finance
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. Regime 1: AAOIFI Primary _ () Regime 2: IFRS with Islamic Guidance A\ Regime 3: Local Standards
Mandatory application of AAOIFI = | Conventional IFRS applied using Unique national standards incorporating
standards. Shariah characterization substance-over-form measurement but local requlatory requirements and Islamic
dictates terminology. Shariah-compliant labels. jurisprudence.
Examples: Bahrain, Qatar, Sudan Examples: Malaysia (MFRS), UK, UAE, Examples: Pakistan, Indonesia

Saudi Arabia
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Separating Calculation Mechanics from Jurisdictional Compliance

(User Prompt: Generate Murabaha schedule)

Layer 1: The Global Router

Identifies the location and product before generating
a single entry. It never defaults to IFRS without

asking. P
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Layer 2: The Product Skill AR A L A
The mathematical engine. Executes the universal ;rhh:aﬁ??r:jnﬂg:igkl“ll'lhh:nm‘aﬁ
journal entry sequence, calculates effective profit R T e v. rI
rates, and handles base arithmetic. J 2
handles the compliance.

T

Layer 3: The Jurisdiction Overlay

The compliance filter. Intercepts the product skill's
output and modifies income labels, balance sheet
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presentation, and regulatory references to match local law. i

& NotebookLM



The Murabaha Translation Matrix

The arithmetic is identical. The compliance outcome is not.
The Al agent must know its location before producing a single journal entry.

Bahrain Malaysia UK Pakistan
Governing
Standard AAOIFI FAS 28 MFRS 9 IFRS 9 IFRS 9 + SBP SGF
Mandatory ‘Murabaha ‘Profit from Islamic ‘Profit from Home ‘Profit from Islamic
Income Label Income’ Financing’ Finance’ Financing’
Receivable ‘Murabaha : o pis ‘Loans and ‘Islamic Financing
Classification Receivables’ fELale (AT Advances’ Receivables’
Balance Sheet Financing Loans and Advances Loans and Loans and Advances
Category Receivables (Islamic sub-class) Advances (Islamic sub-class)
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The Balance Sheet Divergence:
Shariah Ownership vs. Substance-Over-Form

The framework choice can move billions of dollars of assets on or off a
bank's balance sheet, directly impacting regulatory capital.

AAOIFI FAS 32 (Ijarah Muntahia Bittamleek)

The lessor retains ownership of the asset throughout
the lease. The physical asset remains locked on the
bank's balance sheet and is depreciated over its useful
life, directly impacting risk-weighted assets.

IFRS 16 (Finance Lease)

| 1 Receivabl}
: e —

The economic substance dictates that risks and
rewards transfer to the lessee. The physical asset is
derecognized, disappearing from the lessor's books,

replaced entirely by a Net Investment Receivable.
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Classitying Islamic Capital Markets via the SPPI Test

v/ Pass

Sukuk Cash S SPPI Test
Flows Solely Payments
of Principal and

Interest

ljarah Sukuk (Passes SPPI)

Fixed periodic rental distributions
and fixed maturity redemption act
economically like a loan.

Musharakah/Mudarabah
Sukuk (Fails SPPI)

Returns depend entirely on
underlying venture profit, lacking
fixed principal/return guarantees.

>

Outcome:

Amortized Cost
(Stable carrying value)

Outcome:

FVTPL

(Fair Value Through
P&L - highly volatile)

The Standard 62 Shockwave

AAOIFI Draft Standard 62 proposes shifting sukuk from asset-based to genuine asset-backed. If adopted,
fixed-price purchase undertakings may fail, forcing a restructuring of the $200B global market.
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Global Zakat: The Competing Calculation Formulas

Saudi Arabia (ZATCA Equity-Based)

[ 1
[ B

AAOQIFI / Hanafi (Liquid Assets-Based)

| Liquid Trade Assets
= o / e\
| Receivables
‘\“""'l-___ __,-l-l""'/
[ L ) |

Mandatory. Starts from the Equity side. Replaces income tax
for Saudi-owned equity.

Formula: (Equity Components) MINUS (Fixed Assets + Long-Term
Investments) * 2.5%

Voluntary in most jurisdictions. Starts from the Asset side.

Formula: (Liquid Trade Assets) MINUS (Current Liabilities) * 2.5%

The Al Impact

The same bank produces different Zakat obligations depending on the border. For a bank with massive long-term investments, the ZATCA
formula dramatically shrinks the Zakat base compared to the Hanafi method. The agent must apply the mathematically correct local
formula, not just change labels.
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Jurisdictional Spotlights: UK Tax Equivalence & Malaysian Green Sukuk

The UK Triple Lens Malaysia SRI Framework

Shariah

(Co-ownership)

Use-of-Proceeds tracking

Impact Reporting
IFRS 9 HMRC SC Verification
(Financial Asset (Mortgage
at Amortized yielding
Cost) Interest)
The exact same Diminishing Musharaka product is viewed Green Sukuk designation adds massive new disclosure
simultaneously through three different regulatory lenses. obligations without altering the underlying MFRS 9
HMRC tax equivalence treats rental as ‘interest’ for tax, accounting measurement. The numbers stay the same;
while accounting avoids the term. the disclosures expand.
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Takaful & IFRS 17: Resolving the Ultimate Identity Crisis

Participants
(Risk Pool)

Wakala fee extraction

Operator

; Qard Hasan (Safety Net) g

Who is the actual insurer?

The Operator earns a management
fee but bears no insurance risk.
The Participants collectively bear
the risk.

If the Participants’ fund falls into
deficit, the Operator must provide a
Qard Hasan (interest-free loan).

Applying IAS 37, the Al evaluates if
this safety net creates a present
provision or a contingent liability
before a deficit even materializes.

Malaysia's BNM explicitly applies
IFRS 17 to the Operator.

Other jurisdictions offer no
guidance, forcing the Al and
auditors to make profound
substance-over-form judgments.
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Trade & Partnership Finance Execution

Scaling beyond standard products. Structuring advanced mechanics across the 2x2 grid.

Trade Finance

Partnership Finance

Salam (Advance Purchase)

Full payment upfront for future delivery.
Bank bears commodity price risk. Parallel
contracts must be legally independent.

Mudaraba (Profit-sharing)

Complex profit pool distributions requiring
automated calculation of Profit
Equalization Reserves (PER) and
Invetment Risk Reserves (IRR) to smooth
returns.

Staged/Revolving Advance/Upfront

Istisna’a (Construction)

Financed manufacturing. Utilizes an IFRS
15-style percentage-of-completion
revenue recognition model, requiring
explicit Shariah milestone confirmations.

Musharaka (Joint Venture)

Fails IFRS 9 SPPI test (equity-linked
returns), forcing highly volatile FVTPL
mark-to-market accounting under IFRS,
unlike AAOIFI's historical cost approach.
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Synthesis: The Cross-Border Consolidation Clash

- The IAH Paradox

When an AAOIFI parent
consolidates IFRS subsidiaries,
Investment Account Holder (I1AH)
funds clash.

AAQIFI strictly presents |IAH
funds as a separate category
(neither liability nor equity). IFRS
strictly demands they be
presented as Financial Liabilities.

Al Baraka Group
Bahrain Parent - AAOIFI

IAH Funds
Clash

Subsidiary
UAE - IFRS

The Al agent automatically
engineers the industry-standard
resolution—producing IFRS-
primary consolidated

statements (to satisfy
international investors) while
dynamically generating AAOIFI
supplementary disclosures (to
satisfy Bahraini regulators),
reclassifying billions in IAH funds.
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Islamic Fintech: Accounting for the Unknown

= Gold-trading ()
= Robo-Adwisors

[ spat orice
$1,381.57 " Investment dashboard :

Partfelie allecation

B Rerriodo
Il coroien
B rocs

B oy

When a platform facilitates spot gold
trading on an app without taking
physical delivery, the Al must

Assessing whether distributed

L] murabaha structures fit into
conventional FCA P2P regulatory

frameworks, requiring first-principles

application of IFRS 9/15 logic

where explicit rules don't yet exist.

Algorithms must automatically
calculate Non-Shariah income (e.g.,
diagnose if it is a valid Murabaha inadvertent interest or impure

(earning markup) or a dividends) and isolate it for mandatory
controversial Tawarruq arrangement. charity (Sadaqah) purification.
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The Boundary: Execution vs. Judgment

o A

The Agent Executes The SSB Judges
The Al autonomously calculates effective The Al never issues Fatwas. It never rules on
profit rates, generates cross-jurisdiction the validity of novel Tawarruq structures.
journal entries, drafts regulatory Determinations of Shariah permissibility are
disclosures, and applies the exclusively escalated to the Shariah
mathematically correct Zakat formulas. Supervisory Board.

/

Conclusion: The agent automates the mechanical accounting complexity, freeing the human

professionals to focus entirely on judgment, structuring, and advisory.
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