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Abstract—This paper discusses a new model of Islamic code of In addition, the research in other areas of busggsuch as

ethics for directors. Several corporate scandats lanal (example
Transmile and Megan Media) and overseas corporatamniple
Parmalat and Enron) collapses show that the curcemporate
governance and regulatory reform are unable togmtethese events
from recurring. Arguably, the code of ethics forediors is under
research and the current code of ethics only cdratess on binding
the work of the employee of the organization ashmle; without
specifically putting direct attention to the direxd, the group of
people responsible for the performance of the compa@his study
used a semi-structured interview survey of wellsknolslamic

scholars such as thdufti to develop the model. It is expected that

the outcome of the research is a comprehensive Inuddeode of
ethics based on the Islamic principles that caagpied and used by
the company to construct a code of ethics for tiie@ctors.
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|. INTRODUCTION

HE sudden failure of high profile companies in aibass

and many corporate scandals have triggered muehestt
to researchers on the work of the directors, argudie front
liner responsible for the ups and downs of the camgpA lot
of studies have been conducted on directors suchoasd
committee [1], board responsibility [2], board ipdedence
[3] and board composition [4].

However, one particular area that is substantiallgsing
from the literature is the directors’ code of ethi5] that
becomes the interest of this research. Previousestigive too
much attention of the impact of this code of ethicthe lower
levels of management such as to managers [6], eegso[7],
corporate performance [8] and accounting profesdsosuch
as auditors [9]. Furthermore, the study on ethigsnf an
Islamic teaching also does not receive much coredidea
from the scholars.

This situation has motivated the current reseaocktaidy
and establish the code of ethics for the direcfoosn the
Islamic perspective. The development of the codethbfcs
based on religious teachings is crucially importast the
literature on business ethics find that there positive impact
on the business ethics of the employees with thedigious
beliefs [10].
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Islamic finance, bond issuance and syariah-compdian
investment transactions shows that the Islamic inaile
finance is less impacted with the financial crisiws, it is
worth to explore the other related business andnfie area
such as business ethics to see whether this asegabsibly
giving similar results of a sustainable model timam-Islamic
like Western model of ethics to curb with variousahcial
problems.

In short, this paper will try to answer this resbequestion -

What are the basic features of the directors’ coflethics
that comply with the Islamic priciples?

Il. LITERATURE REVIEW

Many studies have been conducted regarding ethit¢kel
business arena. Generally, the studies conductedhics can
be divided into two distinct phases [11]. Thetfiphase from
1997-2001 concentrated on the ethical decision mgakind
the relationship between corporate and social respiity
and corporate performance.

The second phase from 2001-2006 concentrated on the
stakeholder theory in business ethics and the ioakttip
between consumer behaviour and corporate social
responsibility.

It is noted that the studies on code of ethicfcectors are
widely missing in the literature. More studies halbeen
conducted and there is emphasis on the code afidsssithics
as a whole, but not solely tied to the work of dioes.
References [12], [13], [14] and [15] are exampléstadies
conducted to assess and evaluate the content astraction
of the code of ethics by applying a set of stanslamttd finding
its evolution over the years. These studies, howele: not
present much value as the public still do not kimmw these
codes work, communicated and transformed inside
organizations [16]. After all, arguably, it all g with the
director who is responsible to navigate the compamgards a
better performance and direction [5].

Only a few studies have been conducted by involving
directors and ethics, example a research condbet¢t7] and
[18]. Researcher [20] found that ethics have littldue for
business leaders in decision making because thessders
believe that many of their peers pursue a legatsgoaf action
in maximising the shareholders’ value although tretil
recognize the implication of their decisions to iethand
social.

Another area absent in the literature is whethetstamic
value can play an important role in developing tioele of
ethics for directors. It is worth to study and explthe impact
of the Islamic values in relation to ethics. Inathelated areas
such as finance and business, several researcbers f
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empirical evidences suggesting that companies wjriah
compliant transactions and investments are moreiexif and
sustainable as well as less impacted by the fiaanodisis [19]
and [20].

This is because the Islamic model of business andany
such as syariah-compliance transactions prohibihbdjag,
uncertainty, speculation, interest and any businbss is
considered unethical and can bring damage to sosigth as
drugs, money laundering, alcohol, prostitution aud forth.
Thus, this will motivate the current research telese the
Islamic values that can be applied and instillediéveloping
the code of ethics for directors.

Ill. RESEARCHMETHODOLOGY

A semi-structured interview was conducted to anstler
research question and achieve the objectives ®&thiy.

The semi-structured interview was selected asttidy only
gathered data that were related to the fundamamiglbasic
attributes of the code of ethics for directors. §hnterview is
the basic method adopted as compared to othercdbégtion
methods such as survey because rich informatidmat only
breath and but also in depth is expected be cellet fulfill
the aim of the study. A semi-structured interviewasw
conducted with the ex-Mufti of one of the statedMalaysia
who is currently a Religious Adviser to the Kingehs a
prominent speaker in various areas of Islamic studuch as
Islamic Finance, Islamic Management and Econonticksits
in as a syariah adviser for a few public listed pamies.

The information collected is analyzed in three stgpl].
The first step is data reduction. At this stagéorimation that
is emphasized will be considered as utmost imponidrle
non-important facts will be removed. The secong stedata
display. At this level, a visual interpretationtbe data will be
displayed to help illuminate data patterns andrietationship.
The final step is the conclusion. In this steprieaning of the
analyzed data is considered and its implicatiothenresearch
question is assessed. In addition to these theges,sanother
step will be added to ensure the reliability antdity of the
data collected.

IV. FINDINGS

From the interview it was found that there are ¢hre

fundamental principles in establishing the Islamizde of
ethics for directors, namely Agidah, Syariah andhlak.

Aqgidah, is defined as a heartfelt conviction asdlivine,
and born from emotions to the feeling of love ardiimate
believe and confidence to God alone [22]. Agidaltlasely
related to the principle of Tawheed, the most caldprinciple
of Islamic ideology [23]. This means oneness otyuof God.
The person with a strong principle of tawheed mdri her life
will declare that there is no God but Allah, whahg Creator
and Sustainer of all universe. The concept of Tadhgives
significant implication to the ethics of humans gelly and to
Muslims particularly.

[24] further posited that tawheed created a coesest in
human thinking as well as in the behavior that @nésd
several impacts.

First, humans will avoid serving too extensively &
particular group of people. This is because heher lmows
that the ultimate responsibility and accountabiigyonly to
serve God. It will
centeredness, becoming selfish, narrow minded aind
prejudices.

Second, human will not fear any threat and intimiadaas a
result of his or her decision, action and behaviwat will
jeopardize the interest of a certain particulaugraas long as
his or her decision is consistent with the ordest aammand
of God. His or her belief in God makes him of fearless to
fight and contest to any demand that leads to icadth
behavior and action.

Finally, someone who possesses
discriminate and exercise double-standards in &i®ra and
decision. This is because he believes that as amuhe is
entrusted with amanah by God.

The second fundamental feature of the code of £thictop
management is Shariah. Shariah based on [22]Ilitestands
for a straight path which guides man to the truih pd Islam.
It leads and binds the moral, spiritual and intgllal life of a
Muslim. [24] posited that Shariah is the total sofmules that
God ordains His servants, encompassing their sehedrship,
morality, dealings and all other affairs relatimgthe various
aspects of lives. The primary objective of Shariahto
maintain man’s well-being in this world and in thereafter.

Syariah, when it is properly put into practice wikhve an
impact and contribute to good conduct in its fiaegories:
command, prohibition, recommendation, reprehensibled
optional [25]. Command means order and instructiorthis
context, syariah will command the Muslim to perfocertain
action which is compulsory and obligatory as thisian is
important to preserve the harmony of the life ofian.

Prohibition has an objective of prevention and esicn of
certain activities because this kind of activitylwiring chaos
and damage not only to the individual life but alsothe
ummah or society as a whole. For example, Islanarigle
prohibits any element of gambling, uncertainty, rysin
business dealings and transactions. Under the maeohation
category, the action or behavior is highly comméatelaNot
practicing this behavior will leave nothing to thtuslim, but
the act will bring kindness and benevolent to ummiabr
example, exercising corporate social responsibi@R) such
as donation to the orphanage is not obligatory. él@w, this
CSR activity is indeed very encouraging in Islamitalselps
other groups of people recuperate their lives.

Reprehensible indicates wrongdoing, guilt, liakiliand
blameworthy. There are many ways and examples siness
from the Islamic perspective that fall under thistegory.
Cheating, lying,
dangerous to personal life and society. The fasaégory of
syariah is an optional conduct. This conduct isnraily
related more to action in life that is not relatead the

prevent man from practicing self

tawheed will not

dishonesty and falsehood are Mjlear
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worshipper. For example, the number of productbdosold
and the location of the business. The businessneed mo
decide on the issues on their own. In other woogs$ional is
the situation when the businessmen need to usertiaiurity,

judgment and discretion to decide and choose apyidio’

that is the best for their business. The third &mdntal
feature in creating the code of ethics for theaoes is akhlag.
Reference [26] defined akhlaq as a trait that idexided in
one’s soul. It produces all acts easily (instarvasty without
the need of the common sense. In Islam, akhladpeativided
into two main categories — good or akhlag mahmwadahbad

or akhlag mazmumah. Akhlag mahmudah is a good h'xmhav[
that encourages good deeds such as honesty, iptegri

sincerity, patience, forgiveness, love, care arlterst The
strong foundation of akhlaq of the business andwmeation is
based on the leadership’s akhlag such as direcfdways
valued as “leadership by example”, Islam views that tone
of the behavior practices of the followers startsf the top.
[23] posited that there are eleven (11) requisibeainqualities
for Muslims, by which must also become the requéets in
creating the code of ethics for directors. The raqralities
are (1) God-consciousness, (2) sincerity, (3) hiynesd
truthfulness, (4) humility, (5) dignity and selfteesm, (6)
purity, modesty and chastity, (7) kindness and eoafion, (8)
generosity and charitability, (9) brotherlines9)(&triving and
hard work, and (11) economy and moderation.

V.CONCLUSIONS

This study is conducted with the aim of seeking
alternative way or in more specific, Islamic teachito
construct a good code of ethics for the top managenT his
study found that the three most important factarss be
cultivated are agqidah, syariah and akhlaq. Agidahthie
ultimate confidence and total trust to the creatdgrile akhlaq
is the spontaneous behavior without much thinkirfigthe
mind. Finally, syariah is the main guidance thad our
action and behaviour to that complied as what hesnb
required by the Creator. The limitation of thisdstus it only
focused on the religious people who sat at the dbphe
religious department or council of the Islamic 8tah
Malaysia. Future research can be conducted to gtioeips of
religious people but still prominent in the Islantiemmunity
such as the members of the state fatwa counciimipent
missionaries and Islamic academics and profesaarslieges
and universities.
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