CHAPTER FOUR

THEORETICAL FRAMEWORK

4.1 INTRODUCTION C}:

In the previous chapter, the researcher provided a detailed re?wI of relevant

literature. In this chapter, the researcher reviews relevant theoreg derpinnings for

the study and also developed conceptual framework to b d iti the study. The

function of Shariah audit will be highlighted in tiljs at dcts m%@oring

[
mechanism in the IFIs. On the later part, this study wi oncent.;at s off the @Ories and
4

their importance in enhancing understanding on g Shan udit §g¥ction. These
include the agency theory, stakeholder’s t % Ibn n’ ory. In addition,
based on the audit expectation gap fran%k by W9 ga‘éhis research extends
o
=y

the model done by Porter (1993) by l@ fr 1?1 they®Harigftudit perspectives.
v 7S
(S
4.2 AGENCY THEORY P g g <Q
A A
n

Given the scope \woc $8,0
Governance Fram@ode](B
’

&
lalialb%hit function highlighted in the Shariah
4
. %} £ NI . . B
in the framewﬁ. fact, the scope C‘g*’ the Shariah audit function highlighted in the

20\&% other areas need to be properly addressed

framewor Ns to be emphasised. The framework shall also address issues of
comp nd independence of the Shariah auditors, operational process of Shariah
audit tion and reporting outcomes based on the findings. This is to enable the IFI
to assess whether a sound and effective internal control system for Shariah compliance

have been implemented. Based on the model discussed above, this research identifies
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three important theories related to governance and Shariah audit characteristics. They
are:

a. Agency theory
b. Stakeholder theory

c. Ibn Khaldun’s theory :c)

This research identifies agency theory as a starting p@evelopmg a
theoretical framework. Audits serve a fundamental purpos omotmg confidence
and reinforcing trust in financial information. The core % CY; eory is the
conflict of interest between principals and agents. A pri | (shafeholfey) @ns the
power of the decision maker to an agent (manag ea@ utes their
duties on behalf of the principal. The principal % elat1 ip), as ted in agency
op.&Qrincipals appoint

theory, is important in understanding ho Q

agents and delegate some decision-m % y t tjerr(_}n& so doing, principals
c1

g
al 1ntq&?s However, as a result of

place trust in their agents to act in t

information asymmetries b r1nc1 a]s nts and differing motives,
principals may lack trust \the gy therefore need to put in place
mechanisms, such as th& £ th st. The agency theory model can be

’ 2 (,)

illustrated through h{e . &
& dg
s
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Context and underlving structure of accountability relatienships
re.g. contractual communal. bond link of accountability:
Signification. legitimation. domination)
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Figure 4: Agency Theory

0

*Sources: Afifuddin and Nabiha (2010) " g}Y'
é | g
e b

Agency theory is a useful economic theoY@ach y @i&:h helps to
explain the development of the audit. One of ew J4cti

enhance accountability through providini m

and the agents. This means that audlé i
7]
information. Islam has developed iNce Nm@{y or Taklif, the term used

by Al-Safi (1992), which m slihs brercountable for their actions or
inactions on the Day of J tes that

“Every person is ohsible™ j deeds and everyone has a

“book”, as a 14B¥stefof ads in a@ﬂeeds small or great are written

down. Go Ehty will riré algﬁe\ople to life after death and bring

S

them [(Owtheir graves so that each one of them will meet the result of

h , reward or punishment .

The concept of accountability in Islam is derived from the Qur’an, which makes
reference to the principle of accountability. It is mentioned in Surah Al-Bagarah verse

284 that:
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“To Allah belongs whatever is in the heavens and whatever is in the
earth. And whether you manifest what is in your minds or hide it, Allah
will call you to account according to it. So He forgives whom He T

pleases and chastises whom He pleases. And Allah is Possessor%\

power over all things”. ‘ \

hz?!is in the heavens
Y e@\is earthly
[ ]

i motherfs w l) a turns

A
to his grave devoid of all material possessions. Secgnd i i hli&l;ﬁ'that man
is accountable before Allah for whatever is in hiygni e mq@'gs.ts it or hides
it. The fundamental concept of Islamic accwaiity i ed @ all resources are

made available to individuals in a form t. H @sure of financial facts
(]

7]
and accurate information should be fge®¢ avail tgfthe ge%' (Abu-Tapanjeh, 2009).

N
In agency theory, an ditYo" valde to a@of stakeholders to engender
trust and confidence that thedQc S m{ g mpany in the shareholders’ best
interests. Even though t@ th Vsbs ar %nts too and will have their motives

’ ! (ao
and interests which, il%imp/e a c;’m@ were applied, would result in a lack of
N
@ 0 “aj ’I%

trust in auditors nfzey ee%_ find further mechanisms for aligning the
: : = :
interests of lders, directors a‘h&laudltors. Thus, the auditors who act as an agent
need to %hat they are accountable for the information that they provide to the
sha 1deys.

Lewis (2006) mentioned that “Allah repeats the word Hisab or ‘account’ as the
root of accountability, more than eight times in different verses”. Taklif or account is

differentiated from its non-Islamic counterparts by insisting that each person be
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responsible for his deeds (Abdul Rahman, 1998). This, also means that people must
accept all the duties and liabilities as well as the benefits of any ownership or
responsibility. On the other hand, the final decisions of our actions (right or wro w1
be decided by Allah SWT. Similarly, in a business enterprise, both manage@d the

providers of capital are accountable for their actions both within and outsﬁhe firm.

Safieddine (2009) highlights the two key features of agencyth@{ in IFIs:

1) The need to comply with the Shariah Y.

2) The rights of depositors and Investment Account rs (1A s!) aining to

p
: * X"
the separation of cash flow and control rights | (‘}
A
The depositors, shareholders and investors of the [Els conderne the{r?ﬁnds are
compliant with the Shariah. In the case of IFls, &;&ﬁU Chaga.nd Ahmed

&

(2002) observe that agency problems may&aa bank’s edib@/, as well as its
AN

ability to attract investors. They provi %enm‘b\y osct;\%'é% of depositors in
]
7]
Bahraini Islamic banks and almost& in Su s Islzﬁl%anks are prepared to
Jogd v

withdraw their funds if those tnkgalled tq opegatp b cordance with the Shariah.
While agency problems in cgnven bo& nies.‘ éﬁe when managers deviate from
their duty to maximise glfarShglde e4fth, a@?lvergence by managers of Islamic

|

’

financial institutions &)laci pﬁi@nds in Shariah-compliant investments
§— N

creates an additi% urcef gﬁcy@blems (Safieddine, 2009). According to

=}

_:3

Archer, Karigh Al-Deehan (19&?)', Islamic banks must adhere to both the
regulatio% the supervisors and the Islamic principles of Shariah.

hejSeparation of cash flow and control rights for a class of investors which is
known as Investment Account Holders (IAH) is also one of the characteristic in agency
theory in IFls. Grais and Pellegrini (2006) argued that the depositors or the principals

entrusting their resources to the management of the IFIs with the significant difference
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that, in their case the agent is appointed by another principal, namely, the shareholder.
Consequently, IAHs are not granted the monitoring and control rights that shareholders
enjoy and their cash flow rights are separated from the rights to control the i mve

The agency issues thus do not solely arise from the separation of ownershlp®ntrol
for sharcholders but also from the separation of cash flow and con 1ghts for
depositors and investors( Safieddine, 2009). The agency issues,in R.I FlIs can be

illustrated in Figure 5 below:

< Capnal provnd

( Demand

information on

activities
- = 0

"')TJ_OZ"IJ'U

Figure 5: Ag

(? N
J
Due to the conflict that arisegyn reldti gen eory in IFIs, this study attempts

TR

to examine the role of Shgria ud1 'echaéﬁ to mitigate the agency issues. The
practice of Shariah han e e a's' {_cpntrol mechanism in the activities and
operations of = Sﬁi aﬁdlt ction oversees the overall operations of the
IFIs and pro reater transparen}and disclosure in reporting. This practice could
allevia roblems that arise between IFIs and their shareholders, depositors and
IAHQe of the poor disclosure in the annual report. From the agency theory

perspectives, this research shifts its view from the traditional shareholder value to the

stakeholder theory that looks after the interest of a wider circle of stakeholders.
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4.3 STAKEHOLDER THEORY

The idea behind agency theory received criticisms from the previous scholars
(R. Edward Freeman, Wicks, & Parmar, 2004). They claimed that the a%&eory
provides a short-term perspective and explanation of the purpose of the* e scope

of agency theory is narrow since it projects the activities of the firm fronerspective

of the shareholders only. In addition, according to Archer et al there are three

types of agency problems. These are: % l
1) The nonpecuniary benefits or perquisites, whichythe oWnerfma rs‘ofw-ﬁrm
that they only partially own are likely to co@;eyyn thgse

owner would consume. Vz
. hom th f dé&ﬁnancing under
limited liability of shareholders, %that ﬁc‘n p‘\éxtive to the latter: (a)

o @ S
to undertake high risk projec ffectivelgttan ealth from lenders to
N AN
shareholders; and (b) to fd?hnew rrof le i@stments which benefit only
(

lenders. Debt ﬁnancin%alscq i a'r(;rg}xction in the market value of the
firm when disput@en lxare lder@ bondholders are resolved through

N
the process of @oa fiptey. " (—)Q
9,
3) Informati mey n

&

2) The problem of adverse selection

pros
Frem@ 4) provides an alternative proposition known as the stakeholder theory
that suggests a firm’s activities should be projected on longer and broader perspectives.
According to Freeman et al. (2004), stakeholder theory begins with the assumption that

values are necessarily and explicitly a part of doing business. It asks managers to
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articulate the shared sense of the value they create, and what brings its core stakeholders
together. It also pushes managers to be clear about how they want to do business,
specifically what kinds of relationships they want and need to create wi ir
stakeholders to deliver on their purpose. The theory posits that the essence %Xrorate
activity is not only for the benefit of the shareholders but also for th$eﬁt of all
relevant stakeholders (including the shareholders) and it isawll ese relevant
stakeholders who should be the main remit of the modemn fi (Wan, 1994; Jensen,
2001). One very broad definition of a stakeholder is any r mdi%vhich can

L
affect or is affected by an organisation. Such a bro@w.conception (rxlckgxmde
A
ia

suppliers, customers, stockholders, employees, t% - { . a@ groups,
communities, and governments. A more narrdw old ould include

employees, suppliers, customers, ﬁnancialNaions, a

the corporation does its business(Dona Pr%
(]

=~
.

AN
Cghe stakeholder theory

W

Political \]
Groups /

Somce Donadldshn Aand Preston, 1335

Figure 6: Stakeholder Theory Model
*Source Donaldson and Preston (1995)
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According to Chatterjee et.al., (2008), there are two branches of stakeholder
theory, that 1s, the ethical branch and the managerial branch. The ethical branch
attributes equal emphasis on fulfilling the expectations of all groups of stake]?s’
irrespective of their power. On the other hand, the managerial branch em that
company management is expected to meet the expectations of power keholder
groups. However, Sternberg (1997) criticised the ethical branch o% older theory.
The author suggests that the ethical branch by requirin m?#rs to fulfil the

expectations of all stakeholder groups may result in o t1 ns@eting the
expectations of anyone. Whereas Deegan (2006) men@hat thg ma gfri‘a&;nch
may stem from the control of limited resources, s as¥inancd ﬁci%é;ccess to
\e ab@wt.o influence
en,@ Adams (1996)

the goods and services consumed by the ¢ anr. Gray,
AN

highlighted that organisation centred '%atio&v Xa'c‘) lement that can be
]

7]
mamiguliite) @keholder to gain their
N

support and approval, or to digsract\heir opposi Ty or approval. The author found
udlgra

' m{ c co{é}(ent with the stakeholder theory
expectations, which are @ no shﬁmlders but the stakeholders as well.
¢

|
From Islamic &activ SO kghcdé?m theory, according to Igbal & Mirakhor
“3*2;‘)5

N
(2004) and Igba olyn‘ ),é\stakeholder is defined as the one whose
. : >4
property rig t stake or risk dﬁec:?o voluntary or involuntary actions of the firm.

This i:lp%t the firm is expected to preserve property rights of not only the

media or ability to take legislative action against4lge ¢ pal\y o

employed by the organisation to m

-

that the objective of Shariaha

shar®gldegs but also those who have participated in the process of acquiring or earning
the firm’s property, and those who could be threatened as a result of the firm’s operation
(Dusuki, 2007). Igbal & Mirakhor’s (2004) main arguments are based on two

fundamental concepts of Islamic law namely principle of property rights and
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commitment to explicit and implicit contractual agreements that govern the economic
and social behaviour of individuals, society and state. These two principles provide
strong justification for the notion of classifying Islamic corporate govemar!?& a
stakcholder-oriented model(Hasan, 2010). Hasan (2010) outline an ove:@xf the

stakeholders’ model for Islamic corporate governance which is preoccupls with two

fundamental concepts of Shariah principles of property rig%c contractual

\of

frameworks in Figure 3.5 below:

Shari’ah Rules

Principlec of
Property Rights

[

> Management Board of Directors

Figure 7: e
*Sources from Hasd 10)"p
e

Based,o

Y

igure above, th@ovemance of any corporation in Islam is ruled

N
by Shariah %\\all the stakeholders including the shareholders, the management, other

stak@

The Shariah board plays a role in advising and supervising the operation of the

uch as the employees, the suppliers, the depositors and the community.

corporation so as to ensure that it complies with the Shariah principles. The Board of

Directors acting on behalf of the shareholders has a duty to monitor and oversee overall
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business activities, and the managers have a fiduciary duty to manage the firm as a trust
for all the stakeholders and not for the shareholders alone. The other stakeholders such

as employees, depositors, and customers have a duty to perform all of their cowl
obligations. Furthermore, the state as a stakeholder will be the external g5t n to

provide a regulatory framework and its enforcement. ' I\

For the purpose of this thesis, the researcher used stakehoke%Zory to ensure

proper check and balance in the nature of interactions bet eewbusiness and its

stakeholder’s through the Shariah auditing process. Accorgiaghto te hlaria the firms

must not violate the property rights of those with w they nterd@t 'si;gxﬁese
. -
property rights are granted and preserved by Shariah™e proghgte ciz@'rder and
economic development (Igbal & Mirakhor, 200@:51 \am Yg.nises ‘self-
interest’ and permits ‘profit-motive’ as thes@ural mot
life. However, self-interest has to be li %0 thg}lv‘c
? ]

ing®<<ces in all human

é&-} f d d
& ts of goodness an

justice, which require the preservam\ ocietiig well-bei d interests. According

. . 1. N
to Dusuki (2007), firms may sﬁlvm\am#use ir holder’s wealth as long as

they do not create a situation that4 sooa& rugt‘}* or in violation of the norms of

Islamic justice. This con\&ts t??c g @—interest idealised in neoclassical

cconomics. ke
&

43.1 IBN eDUN’s THEORD

;older theory highlights on the benefit of the stakeholders parties to ensure
proper check and balance in the nature of interactions between the business and its
stakeholder’s. The party related to stakeholders are inline with the components

highlighted in the Ibn Khaldun’s theory. Chapra (2008) described Ibn Khaldun’s theory
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of economic development as according to Toynbee (1935), as a man of extraordinary
intellectual capabilities. The theory is based on the Ibn Khaldun’s book; the
Mugaddimah, which literally means ‘introduction’ and constitutes the first vol fa
seven-volume history which further discussed by Chapra (2006). T%xjch
discusses Chapra’s (2006) views and interpretation of Ibn Khalduf&eory. Ibn
Khaldun’s was well aware that the reversal could not be dreamemithout first
drawing lessons from history and determine the factors thaYYled the Muslim

civilisation to bloom out of humble beginnings and to dec@afkﬂ;f)ra (2008)

added that Ibn Khaldun constructed a model that could explag th ije 5@%11 of
A

iz

civilisations or the development and decline of e omigg, *bo of Yrhich are
Y

D

interdependent phenomena in his model. Accqgding¥to H‘n aldul&t.apra (2008)

stated: \) O<<
a) the strength of the sove% (al- \x)

through the impleme@f g}aﬁAw
b) the Shariah can othler’ent lxc \y the sovereign (al-mulk),
ana

£ t through the people (al-rijal),

t materialise except

d) the peopl&ot b l stayfled e t by wealth (al-mal),

\ ¢ e
e) wealth%ot bg acquifcd’ e)&%:?t through development (al-imarah),

N3
) d@wntt ‘be aY' ned except through justice (al-adl),

géce is the criterio Ymizan) by which God will evaluate mankind,

%nd
Q) the sovereign is charged with the responsibility of actualising justice.
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Chapra (2006, p. 839) summarises his views relating to the above as follows:

“the development or decline of an economy or society does not

depend on any one factor, but rather on the interaction of moral,

social, economic, political and historical factors over a long period \T
of time. One of these factors acts as the trigger mechanism and, if, %

the others respond in the same direction, development or decliA

gains momentum through a chain reaction until it becomes diﬁicw.

to distinguish the cause from the effect”. V

Sources: (Chapra, 2008, p. 8%
The above ﬁgure@a

&
economic and pOllth% ablgs, 1 fin&jme sovereign or political authority (G),
N3

beliefs and rulegtof Wghavip “the Qﬁriah (S), people (N), wealth or stock of
Y'

resources (W, elopment (g) and 'ﬁafce (J), in a circular and interdependent manner,

each inflye the others and in turn being influenced by them. The model derived by

Cha@S) based on Ibn Khaldun’s theory can be simplified as a strong economic

development that requires the
i. Role of human being which is on moral, institutional,

psychological, political, social and demographic factors
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1. Role of development and justice

1. Role of institutions and the state

1v.  Role of wealth

v.  Role of the trigger mechanism. %\Y.

The theory of economic development as addressed by Ibn Kha* has been

widely applied in many areas related to muamalat such as tax %Wzim, 2000),
Islamic microfinance (Dusuki, 2010; Mihajat & Hoetoro, 201(thdullah & Salma,
2008) and sustainable economic development (M. a rl, 2006, 2008;
Mohammad Tahir Sabit, 2010; Salman, 2006). They capalso be rglate t? dise¥esions
on Shariah audit. This is because Ibn Khaldun’s gcanyb liedv'n.\ today’s

2 Y
corporate and cooperative entities (Mohammz@ Se? 0). relationship

between the factors of economic develop % 9 according#to I@K}xaldun’s theory
based on Chapra’s (2008) model with l%riahmt _,
? )]
u

é& are further elaborate
in the following section. \ A‘O
X~ [ S

(») 'S
4.3.1.1 Role of Human Being \v' "&
According to Ibr@u ’?@, th@ of the human being is the core of

O

I
everything since “the cgnd £411 of AYids i(o?s is closely dependent on the well-being

N
or misery of th opie” (£ ‘,ZOOSQB. 840). This includes moral, institutional,
psychologlc,\ tical, social and d&nographlc factors. Based on the previous studies
gap aris to individual factor such as the level of accounting qualification,
expéglencq®¥ and age factor(AlJaaidi, 2009; Azham, Teck Heang, Rosli, & Marianne,
2008; Goodwin & Seow, 2002; Teck Heang Teck Heang, Ali, & Bien, 2009).
Abdul Rahman (2008) argues that one of the challenges in implementing

Shariah audit would be to produce competent and independent Shariah auditors. He also
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suggested that the education and training programme on Shariah audit should equip the
Shariah auditor with two basic knowledge i.e. specialised Shariah knowledge as applied
in Islamic banking and finance, and accounting and auditing knowledge and sky he

internal auditors of an IF1, who perform the Shariah audit function posses@v edge

about accounting and auditing but little knowledge in Shariah (Kasim

4.3.1.2 Role of Development and Justice Yv
The second element that supports Ibn Khaldun’s theory 1s ole pf pment and
L4
¥
justice. Chapra (2008, p. 840) derived the concept of mentjas olvs{')
4

M ely e Y:nzc
y 13%;%]1 243-

ha.&each variable

A,
enriches the others (G, S, N, W, j a apd is @whed by them,

Development in Ibn Khaldun's model does nWer
growth (Mugaddimah 39 and347-49; Rosee % trayslgti

49). It encompasses all-round human m s
d zbtu/

contributing thereby to the tr 1 ess of people and
s P

IS€ 0 thbzvzl:satton

ensuring not only the surv

This shows tha o e mterrelated with the role of a human
being. People w111 1 hfs\&-fnere are no developments and the inflow
of scholars, rt bour an{ cad 1t%Wat need to take place from other societies is

inhibited t by fialing to boost}evelopment (Chapra, 2008). Mohammad Tahir
Sab dded that participation in development can be achieved if it is based on
justice ded on legal and moral principles. This is where the role of justice takes
place. Justice is the key for development. Chapra (2008) highlights that Ibn Khaldun’s

considers justice so crucial for development that he has a whole section entitled
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“injustice triggers the destruction of civilisation”. He mentioned that Ibn Khaldun’s
clearly highlight in the Mugaddimah that:
“Do not think that injustice consists in only taking money or property T

from its owner without compensation or cause, even though th

what is commonly understood. Injustice is more conzprehenszvﬁ&

this. Anyone who confiscates the property of someone or forc g

to work for him, or presses an unjustified claim agd?ium or

imposes on him a duty not required by the Sharj a¥¥co ntte

injustice.  Collection of unjustified tax also ll“f,

transgression on another's property or taking it Syay blfo ce the

\ns @

constitutes injustice; denying other opl thQ'T

injustice” (Muqaddimah:288; Ros mnslan

]

Development activities incl a;,scul}ral A4$istrxal and construction
(Mohammad Tahir Sabit, 201 pat1'n n evelopment activities by all
groups should be fair and Just Ib ha 4(‘6}&1oned that the concept of justice
cannot be fully reahse out l h t %ated as ‘social solidarity’, ‘group

Ny ‘;2,
feeling’ or ‘social co T e co 0 biyyah is widely used by researchers in

the Islamic mlc$ p.ﬁuj‘,z 1hajat & Hoetoro, 2010; Obaidullah &

Salma, 2008 the conventlon&)perspectwes scholars referred the concept of

\

asabiyy cial capital or social infrastructure (Chapra, 2008). The concept of

Q: Zr‘prowdes protection, makes possible mutual defence as well as the

settlement of claims and performance of all agreed activities” (Muqaddimah: 139;
Rosenthal’s translation: 1. 284). Dusuki (2010) highlights that the concept of asabiyyah

can be enforced through the formation of group-based lending among poor rural
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communities who are normally denied access to credit from mainstream financial
institution and market. This will lead to justice as perceived by Ibn Khaldun’s since the
poor are given the opportunity to take credit from the financial institution. W

boost the development of a country when the concept of fair and _] t been
implemented. Shariah audit practices in the IFIs should play the role in ﬂkmg Justice

to the stakeholders through auditing the overall activities and ope atioNg of the IFls are

Shariah compliance. Any matters arising from Shariah n phance must be
communicated to the stakeholders so that actions will beg lhe nagement
to remedy the situations. In such cases, the stakehol de re awarg of il n and

will increase the confidence in the activities and oper mlcvanks This
shows that the role in providing justice to the st@sﬁw tra ent reporting
in Shariah audit can be achieved. \)
-k
S
) &

4.3.1.3 Role of Institutions and t e N

‘:§o
J S
The third element of ldun’ ;h; ln@es the role of institutions and

the state. All countries ha egl.l and tory laws. For a Muslim country,
the laws and regulat1 sh u d qr the Shariah. According to Chapra

(2008):

4 H‘?
Dzvm commar the doiMg of good and prohibit the doing of

what '11 and destmcu@ (Mugaddimah: 304; Rosenthal’s
n: 1l. 142). They are, therefore, according to Ibn Khaldun's,
e good of human beings and serve their interests”
aa’dzmah 143; Rosenthal’s translation: 1. 292). The Shariah
rot however, play a meaningful role unless it is implemented
_/aul} and impartially (Muqaddimah: 39 and 43; Rosenthal’s
translation: 1. 80 and 91-92).
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The role of the state emphasises by Ibn Khaldun characterised as “good
governance”. The state carries the responsibility to help the society to conduct
businesses, ensuring and detecting fraud, if any, and prevent them from commigiggany
decals that may lead to injustice to each other. Islamic teachings egtouMge the
recognition of private property and respect for individual freedoA\ Khaldun
highlights that the job of the state is to defend and maintan law anmer, to ensure
justice, fulfilment of contracts, removal of grievances, fuwmnt of needs and
compliance with the rules of behaviour. This ele 1VEs .\iryct to the
implementation of Shariah audit practices in Islamic s since [Sha h'aag'g?an be
used as a tool for the institutions, which are the Islzﬁnk?a d ge sti)éo govern
and oversee the overall operations to be in comglia WB{) t ari@v

QS WS
4.3.1.4 Role of Wealth C—) \7
]

']
e. &
According to Chapra (2008), wealthdIMur@leeded for ensuring justice

and development, the effecti nancq of i r!)leb the government, and the well-
J &
being of all people. Basw@he I\/lu ¥mah @Jﬂccumulation of wealth is closely
<Q
related to the economy 1viti s |d0£>®t depend on the existence of gold and
'
silver mines or st addi ah’3 ; nthal’s translation 11.282). Chapra (2008)
h

4
mentioned that '%(haldun t gor(yealth 1s associated with income. If the business
; S (>

activities Mte high income, the larger savings and greater investment in tools
(Mu 1 : 360; Rosenthal’s translation: 11. 271-2) which will, in turn, contribute to
incﬁ\'elopmem and wealth (Mugaddimah: 360; Rosenthal’s translation: II. 271-
2). Further discussion on wealth according to Ibn Khaldun is highlighted by Chapra

(2008 p. 843) as follows:
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“And know that wealth does not grow when hoarded and amassed
in safes. It rather grows and expands when it is spent for the well-
being of the people, for giving them their rights, and for removing
their hardships” (Mugaddimah: 306; R: II. 146). This makes “the

people better off, strengthens the state, makes the times Y’

prosperous, and enhances the prestige [of thestate] s
(Muqaddimah: 306; R: Il. 146). A rise in incomes and wea h

contributes to a rise in tax revenues and enables the govern

to spend more on the people’s well-being. This leads
expansion in  economic opportunities(MuqaddimaN 2,
Rosenthal’s translation: II. 275) and greater developntgfrtf ich,

in turn, induces a natural rise in population Iso the
immigration of skilled and unskilled labour and r. A"om

other places (Muqaddimah: 362-3,;Rosenthal’s Negnsl iw
271-6), thus further strengthening the humdgand intllec a£ ‘\Y.
capital of that society. Sucha rise in popula@sts thd deffan -{')
for goods and services, and thereby prom i striod (gl nai,(cr
raises incomes, promotes sciences and eantior ddimg®™

359 and 399-403; Rosenthal’s trangla¥eyp I1. 3462),
and further accelerates a’evelopmx addim

53 @»403;

Rosenthal’s translation: I1: 277 gnd 33 - Y
NS
(| A
Wealth plays important rol\ c € mjt de é%ment in the society. In
. . : NS . :
Islamic banking, wealth or in mmsoc ted @sus and investments derived
from the customers. Teck eang)al e

d that the audit expectation gap

i
is harmful to the public\n&”tors ﬂ@icia{@cause, in a capitalist economy, the

I
¢
process of wealth crea%nd Ioliti sfab'(lzt? depend on heavily upon the confidence

% N

in the processes% oun'fbﬁLJ‘.Shaleé? audit plays a major role in mitigating the
sources of i‘A and its distrlbu&@ in Islamic bank operations. Wealth generated
from the%es and operations and the activities in the Islamic banking must undergo

audiy ction to ensure Shariah compliance. It is important to seek how the role of

wealth influences the implementation of Shariah audit practices in Malaysia.
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4.3.1.5 Role of the Trigger Mechanism

Role of the trigger mechanism means the elements discussed above (political
authority (G), beliefs and rules of behaviour or the Shariah (S), people (N)@or

stock of resources (W), development (g) and justice (j)) may be treated&%)endent
variable with the others being considered independent (Chapra, 2008) rding to Ibn
Khaldun’s theory, the decline of a society may not necessaril$ same in all
societies. In Muslim societies, the trigger mechanism was me' of the political

authority (G) which, unfortunately, continues in most Mus oun iésuldthe present
| ]
Ay
and has led to the misuse of public resources and their ilabifity t‘e,@lsation

J
of justice, development and general well-being. ZSQQ m@:& that the

les inslbn Khaldun’s

model. \ >\'7 &ko

From the Shariah audit view, thogiggegmec allism d be the weakness of

&

the Shariah compliance system resul T Sh audit planning due to the

absence of a proper Shariah % mev:. k b; }lﬂe&titutions or the state. It could
(‘,

also be the lack of the h capit'a rtise éﬁhariah audit, which leads to the

inefficient performancENQu nr

(¢]
<)

trigger mechanism in other societies may bga ft

N |
¢s tp‘)@'éads to the weaknesses of the Shariah
compliance syste

R ot ; .
The chadgctegStics outlthed’in Q/&bra’s model can be integrated into the Shariah
: s [
audit prac \Based on the cha>acteristics discussed above, there is a possible
Lrelati iPNjetween the variables in ensuring the Shariah compliance aspect in an IFL
Chapr odel based highlights that the role of human beings, the role of development
and justice, the role of institutions and state and the role of wealth, can be applied in the

development of Shariah audit practices. For the purpose of this research, this thesis used
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the characteristics outline by Chapra’s model on Ibn Khaldun’s theory and further
developed the variables into the dimension that fits the Shariah audit practices. This can

be seen in the theoretical framework of the thesis that further discussed in xt

section. @

4.4 THE RELATIONSHIP AMONG AGENCY THEORY. S :RKEHOLDER
THEORY, IBN KHALDUN’S THEORY WITH AUDIT E &ATION GAP
IN SHARIAH AUDIT PRACTICES E '

\J.

SGF (BNM, 2010) highlights the implementation ariah fudit 'hiﬁ‘s. This
research departs from the SGF (BNM, 2010) mod ar% i rao&&. Shariah
Y.

audit practices as outlined in the SGF (BN W caﬂ‘be ated+Q agency theory
é b &

regarding its principle and agent basis; and s older the reiﬁng the parties that

related to the operations of the Islami&pa Il% B@ZOIO) should incline
“ &
towards stakeholder value orientatiN re its an&g{yle aims at protecting the
NS

qti@ Shariah audit is highlighted

wider group of stakeholders. gfven§hough ghe
_ : ‘g’ ¢ >
in the framework, detalledwtl e «i 1m$(ga lons are still lacking. The model

<Q

ecti@ raises the issue of the design of an

of agency theory fromathe

lamt
.
efficient audit sm@)f IF 1

characteristics, , no anfl bedviour of agency theory from an Islamic
’§ &

£

ar.l\leamic paradigm. It is critical to identify

perspective\ idea behind agehby theory received criticisms from the previous
schol ceman, Wicks, & Parmar, 2004). They claimed that the agency theory
prov short-term perspective and explanation of the purpose of the firm. The scope
of agency theory is narrow since it projects the activities of the firm from the perspective

of the sharcholders only.
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However, according to Chapra and Ahmad (2002), they emphasize on the notion
of equitably protecting the rights of all stakeholders irrespective of whether they hold

equity or not. In addition, Igbal and Mirakhor, (2004) view that corporate g ee
model in Islamic economic system is a stakeholder centered model { OY:J:he
governance style and structures protect the interest and rights of all stﬂ&ders rather
than the shareholders per se. Thus, this research shift its view fro a$ theory to the
stakeholder theory. From Islamic perspectives on stakeholder tl?according to Igbal
& Mirakhor (2004) and Igbal & Molyneux (2005), a st isQ? as the one
whose property rights are at stake or risk due to volun or invojunt ict‘l X of the
firm. This implies that the firm is expected to prese ropegty Yighfts o{) % only the

shareholders but also those who have participa%Ce p{fhf ac@s ng or earning

the firm’s property, and those who could b% ned as a It c@(% firm’s operation

(Dusuki, 2007). Stakeholder theory hi I%s on Mt .ke stakeholders parties
( )

d .
to ensure proper check and balancg iM\he na of]) nteﬁ&ns between the business
N

and its stakeholder’s. The paE: W to #ake lde inline with the components

highlighted in the Ibn Khaw eor5< s (‘j’
Chapra’s model K&on dun&J eory that outlines several important

|

L

characteristics on th&ano"lc de (ﬁn@ may fits the gap in the agency theory.
N

According to raw(2008 on‘Qe Ibn Khaldun’s theory, few parties plays

important r realizing strong e@"lomic development such as role of human being
(moral, %ional, psychological, political, social and demographic factors), role of
de t and justice, role of state, role of wealth and role of trigger mechanism. In
determining the important roles in realizing strong economic development, Shariah
audit functions can be the best mechanism for protecting and resolving problems

stemming from the inherent conflicting rights and responsibilities in different fields
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specifically in the IFls. The theory of economic development as addressed by Ibn
Khaldun has been widely applied in many areas related to muamalat such as tax (Abdul
Azim, 2006), Islamic microfinance (Dusuki, 2010; Mihajat & Hoetor 010;
Obaidullah & Salma, 2008) and sustainable economic development (M. &)ra,
2006, 2008; Mohammad Tahir Sabit, 2010; Salman, 2006). Thus, it ceﬂ* be related
to discussion on Shariah audit. This is because Ibn Khaldun’s theory n be applied in
today’s corporate and cooperative entities (Mohammad Tahlr 010) Therefore,
this thesis used the characteristics outline in Chapra’s v@@ (Jn Ibg Khaldun’s
theory of economic development and further narrdgged to jr in h,e “he¥retical
framework in audit expectation gap Shariah audlt s in jn Islgmic
X

Mg
\m

ks.
3"’

N

4.5 THEORETICAL FRAMEWOR UDIT EC@QT ION GAP IN
SHARIAH AUDIT PRACTICES \? &k
c. S
“ &
&
Based on the previous theorle 1sc e ép@lous section, the researcher
identify the gaps that arise theo s ai fu r improved the characteristics

aspect to fit in the theore t&%ime\'o ud1t ectatlon gap in Shariah audit. This

study arrives by appl he ta lpe\e/_)@ well referred in the audit expectation

'
gap mtroduced er ( 99? ﬁ/Sharlah audit practices. However, the
charactenstl ariab es hxg{d"l%lggd in the Porter’s (1993) model on audit
expectati are modified to inc lude the Chapra (2008) characteristics based on Ibn

Khal *swheory and apply it to the Shariah audit practices. Besides identifying the
existe f the expectation gap in Shariah audit, this research also aims to determine
whether the expectations gap is due to unreasonable expectations on Shariah audit or a

deficiency in Shariah audit performance, or weaknesses in policies and regulations
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(which in line with Ibn Khaldun’s theory on role of institutions and state). The
characteristics of Chapra’s model on Ibn Khaldun’s theory (i.e. role of human being,
role of development and justice, role of state and role of wealth) preuide the
operationalization of Porter’s (1993) model on audit expectation-perfor%\ ap. In
other words from the point of Shariah audit practices in the Islamic banﬁ*e of human
beings is referred to the role of Shariah auditors, whereas role ofgv.elopment and
justice refers to the Shariah audit functions in the Islamic banT e of state refers to
the role of regulator (BNM) in Shariah compliance asp, lth refer to
process of accumulation of wealth made by the Isl amfg banks w 1ch cbul “amah

auditing process to ensure the sources of i mcome

From the expectation-performance po of ew.‘t re tw :)mponents to
the gap: ‘reasonableness gap’ and ca'nance @ter, 1993). The
‘reasonableness gap’ arises when soc1e X e@}sg‘ tﬁ.t%rs exceeds the duties
that can reasonably be expected 0 tors h a rep (‘Jto the authorities every
single irregularity or fraud det (Ha}lffa g& 2007; Porter, Simon, &
Hatherly, 2003). The * reason%ss Csb/audlt can be operationalize using

Chapra model’s on Ibn dun theQry role@uman beings (Shariah auditors) and
role of development st1f

1
’ S
%
The * pe s wh'é\socnety s reasonable expectation of auditors’

accompllsh 1s not equlvalent@{lelr expectation of auditors’ achievement. This
result ¢ \due to either ‘deficient standards’ (the gap between duties reasonably

@‘ auditors and auditors’ existing duties, as defined by the law and professional
promulgations) or ‘deficient performance’ (the gap between the expected standard of

performance of auditors’ existing duties and auditors’ perceived performance).

Performance gap due to ‘deficient standard’ involves comparing the roles and
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responsibilities based on legal and professional standards (Teck Heang et al., 2007;

Haniffa & Hudaib, 2007; Bui & Porter, 2010; Fadzly & Ahmad, 2004) and through

responses from survey and observations. Deficient standards may also ari e to
The

factors in the environment that do not support effective functioning in
‘performance gap’ in Shariah audit can be operationalize using Chaprﬂ&el’s on Ibn
Khaldun theory on role of state/regulator (BNM) in Shariah compliang aspect and role

of wealth. The theoretical framework of audit expectation ga ivah audit practices

.o

AL
P Y, X

Perceived performance of & | Audit Expectation- V‘ 'y Soci?’expectation on

Shariah Audit Performance gap Shiggidf audit practices

can be illustrated in the figure below:

€ | Performance gap

Shariah auditors’
existing duties

. "4 R
< Deficient Reficient | Unreasonable Expectations
Performance " | _Stapdard (,)
P g @]

Q b)
§ g )
‘' ¥©

FigugeQebhe Theoretical Framework of Audit Expectation Gap in Shariah
Audit practices

4.$

Based on the figure above, this research will explore the expectation-performance gap
in Shariah audit practices in Islamic banks between the society’s expectations of Shariah

audit and its performance as perceived by the society (i.e., Shariah Advisory Council,

119



Shariah Committee, Shariah officers, Shariah auditors, Internal auditors, external

auditors and depositors). Two major components are involved in this study:

1. Reasonableness gap — a gap between what societies expects on the px es of
sy

Shariah audit and what it can reasonably be expected to accom;t' ole of
Shariah auditors and role of development and justice) .x
2. Performance gap — a gap between what societies can reasonabl¥expect practices

N

of Shariah audit to accomplish and what they are perceiv achieve. This may

be subdivided into: % (4
2.1 Deficient standards — a gap between the @uties whigh c iea'sa@Bly be

D
expected of Shariah auditors and Shariah aWgjtors’ Pxisti dut@as defined
2y

an@]ic Financial

e\&cxpected standard of
S

by the Shariah Governance Framewpork (BN

Services Act (2014) (Role ofrx Latas)
2.2 Deficient performance — %ap %‘

]

performance of Shari ltorﬁg ﬁ&s and Shariah auditors’
perceived perfo anw extﬁ lndg\ceived by society. (Role of
wealth) ) 4 &

O

4.5.1 Reasor%r\lessr i
Q— 3
As dlsS arlier, Pértet (1993) detailed the definition of reasonableness gap

as a gap een what societies expects on the practices of audit and what it can
reas e expected to accomplish. This study is looking from the perspectives of
Shari udit in terms of exploring the gap between what societies (i.e. regulators,

Shariah committees, Shariah officers, Shariah managers, internal and external auditors

and the depositors) expects on the practices of Shariah audit and what it can reasonably



be expected to accomplish.

Kasim et al. (2009), Mulyani & Ibrahim (2008) and Sulaiman (2005) explored,
empirically, the gap between “the desired” and “the actual”. The desirable pragtice may
not be similar to the actual practice that takes place. Based on the fin 'Xr: by
Kasim et al. (2009) and Mulyani & Ibrahim (2008) the desired pra!&of Shariah
auditing is to conduct externally, but the result shows that the curre&r.actice is done
at the internal level only. The studies conducted by Kasim et a ) and Mulyani &
Ibrahim (2008) are in line with Wartick and Mahon (19 ic z!'nd ood (1998)

and Reichart (2003) that defined expectation gap a$1sten es 'ee'rt)@ws of

c‘bas 1figd thi enario as
\I?C

he g@. expectation-

9

@ors Malaysia (ITAM)

‘what is’ and/or ‘what ought to be. However, Porter

‘reasonableness gap’, which was illustrated jop hefpm

performance gap. \)
Based on the guideline from the%tue of \n‘l

on the setting up and operation of i audisgepa me &&:m research identifies the

reasonableness practice of S ar1 the 1 rrséhnks Since the Shariah audit
ed te'

function in the IFIs is attach ﬂ@epartment (SGF 2010), thus, it is

wise to adapt the crmc nts sti %f Internal Audit (11A) guidelines on
Intcrnational Stand e%e’sltnja Practice of Internal Auditing (2010)
towards settm o ] lah audit function in the IFIs. The critical
elements of jah audlt practlce qa't require attention are i) framework of Shariah

\

audit - 0 be placed? 11) processes of Shariah audit — what to do? iii) scope of

éjlt — how much the department has to do? iv) reporting of Shariah audit —
when the things have to be done? and v) competency and independence of Shariah
auditors — who have to do it?

Determining the reasonableness gap in the Shariah audit will involve a series of
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interview session or open-ended questionnaires to the Shariah advisory council
(regulators), Shariah committees, Shariah officers, internal and external auditors and

the depositors on their expectations towards the practice of Shariah a &thls

purpose, a series of research hypotheses are developed to complement t
4.5.1.1 Framework Of Shariah Audit — ‘Where’ To Be Placed i
It is important to allocate the chain of command or ﬂvwarchlcal system of

Shariah audit function in an IFI. Shariah audit functio u b@ high in the

institutions to ensure the independence and objectivitggare not jdoparg 'ed &&'ordmg
int _\ auditors.

This shows that Shariah audit function shall b atta ed gi @n department

to SGF (2010), Shariah audit is one of the functions ormeﬁ

of an IFI. However, there are few argume& :('.)E’emmg t am@ k of Shariah audit

whether to be done by the internal audl% extema% t K@sm (2009) argues that
@

the framework for Shariah audit s 1 fer%n}e con&monal audit. Al-Khudairi

(1990) suggested a general fra for,Sha : g@"xance and divided the process

into three levels. The first level msw\ sﬁé)on of the institution’s officers and

their training to ensure unden@ of t@ture of Islamic financial transactions

L
and products. The s% evdl is't IfexEJ udit. The third level is the external audit,

%5 )
which mcludes% TR ¢ 1tt€§§hould be an independent external body. The

author d1v1 functions of th into four:

1) @ve (‘ilajiyyah) function: to review the existing products offered to
éure that all transactions are in accordance with the Shariah;

2) Preventive (wiqa 'ivyah) function: to review everyday operations of the bank to

prevent the possible occurrence of noncompliance;
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3) Innovative (ibtikariyvah) function: to develop new products to cater to the needs
of the customers;

4) Directive (tawjihiyyah) function: to provide advice and suggestiogg for the
betterment of the bank’s operation; %\
Referring to the framework outlined by Al-Khudairi (l‘)*he Shariah

compliance function (Shariah audit) is peformed by the internal au¥>7s and external

party. According to the SGF (BNM, 2010), the Shariah audit v&n shall be done by

o sﬂl?done by the

internal auditor or external party. In addition, Chapra @gond Habib {20 )'uéaﬁd that

chartered audit firms should acquire the necessar&%le%e to nde@e Shariah
2y

audits. They suggested that Shariah audit shall be rfoET\ the mmal parties to

the internal auditors of the IFIs. This creates an issue

ensure greater compliance in Shariah reqéy %ts. Ab hn@“(2009) argues that

it is not certain that switching to extern riah auth ‘u {Q-\ng tangible guarantees
[} -

of Shariah compliance,since inte au it%e}e'ﬁe@ more familiar with the
i in

\ion and can provide quick
N
responses to managers. The res cow{ ré @;iled and exhaustive in an internal

Shariah audit. Moreov@di\\@! et @ 997) the objectives of internal audit
@)

|
have been incrcascd@er odla a Sﬂent, operational and ad hoc audits which
= Wotermal s -
also capable to% ot area%mtemal audit. The internal auditor not only

act as the Af corporate gove{@fce as well as internal consultancy (Stewart &

Subra@ 2008) but the role has been expanded to perform other area such as

Shiggiah 3udit in ensuring the operations of the IFI are Shariah-compliant. Therefore, the

7

record systems, policies and p ures’o

placement of Shariah audit function in the internal audit department shall be given a

high profile from the start. It is key to determine the IFI's adherence to the Shariah
principles.
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Other issues related to the framework are the difference between Shariah audit

and Shariah review. As introduced in the SGF (BNM, 2010), Shariah review function

refers to regular assessment on Shariah compliance in the activities and 0%38 of

the IFI by a qualified Shariah officer. The function involves the exacl ion and
evaluation of the IFI's level of compliance to the Shariah, rem ectification
measures to resolve non-compliances and control mechanism to avoid€ecurrences. The

N

scope shall cover the IFI’s overall business operations, includin nd-to-end product

r@gfering. The
L 4

review process shall cover, but is not limited to, the foffowing: \Y'
aé? <

1) Planning the review programme which inclu e oblac vegl scopgyreporting,

\ N
rectification and follow-up actions foll%d th@\e ution o programme;

2) Documentation of the processes i@n the rtapd; O<<

3) Communicating the outcome @)&he reNB? &i\ghlighting any non-
? ]
compliances to the Shariah mitteegnd t I'Qnaﬂ,%ment; and
N Ry
L NS

S
4) Rectifying any instancesWnco’npli : §the Shariah to prevent such
events from recurring. ) \u' '3 (3,
AAOIFI GSIFI&\_ deﬂ@\aria@view as the main purpose for the

development process, which starts from product struc

N
. \ 9 ! O
requirement of Sharﬁ’ iey for JP1 &8 tfjﬁake certain that all the activities carried

%—, : A :
out by the IFIs in ¢g ce @he Shariah rules and regulations as reflected

in the fatw ings and guideli@ssued by the SSB. AAOIFI has recommended
several @res to be followed by the Shariah reviewers in performing the Shariah
revigw OWIFIs. The process involved in Shariah review are planning on the review
procedures, executing review procedures, preparation and review of working paper as
well as procedures in documenting conclusions and preparation of the Shariah review

report.
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In the first procedure of planning and designing the Shariah review as according
to AAOIFI GSIFI No. 2, the Shariah reviewer is required to draw up a detailed plan
whereby information such as the operations of the IFI including its prodglgize,
locations, branches and subsidiaries should be stated in the plan to e% at the
Shariah review can be conducted and completed systematically and inﬁkly manner.
In addition to the above, the list of all fatwas, rulings and guidelim be obtained

should also be disclosed in the plan. Therefore, it is crucial fov ariah reviewer to

be familiar with the structure, operations, transactions a ervel actpvities of the
IF1 and its group of subsidiaries to enable the Sharifl review ov15 curate
Shariah opinions on the overall operations of the IFI. plagm g oced?re will also

assist the Shariah reviewer to ascertain whethegghe nsa;‘t and p cts of the IFIs

which should be approved by the SS amed ou cor@‘g to the relevant

7‘

requirements. ?

)]
The next stage of the S %ew i ﬂ/ﬁ&ecutlon of the planned

procedures. In this stage, the Wh \# : \@ be required to obtain the

b}

understanding of the IFI S a n® phejr awareness, commitment and

compliance control pro es fo ce t@riah rulings. Thereafter, the Shariah
review to be condu%an ¢o dtreej some extent similar to the work of an
auditor whereb% hari ?wer sﬂ\ll go through, among others, the contracts,
agreements\Anansacnons ent into by the IFI to see whether they are in
compli ith Shariah rules and principles. Apart from reviewing the above, the

@new also covers the review of other information or reports of the IFI such as
circulars, minutes of meetings, operating and financial reports, policies and procedures.

All the review procedures undertaken by the Shariah reviewer are required to be

documented in proper working papers. Upon completion of the Shariah review, any
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findings would be discussed with the management of the IFI for further action to be
taken, if necessary.

The final procedure in the Shariah review as suggested by AAOIFI be
the documentation on the conclusions of the review and preparation hariah

review report to the shareholders that will be read at the IFI’s annuafg&ral meeting

and published in the annual report. z
4.5.1.2 Processes in Shariah Audit— ‘What’ To Do Yv
In performing the Shariah audit, it is essential t and 1derltify ghe processes

before performing the audit. All level of staff within

L ]
IFIs shll v’thgs)&ctions
e

artmght ha ee{)Wthorised to

e to@ggrtake Shariah

c@‘%e defined as any
<,

d
information used by the auditor to d %e wh%t i Q‘mation being audited is
? (]

. . H “, %
stated in accordance with establia@e 1te%}:arl Q;surance purposes (Abdul

N
Rahman, 2010). The Intenciomand‘rd ‘A@g (ISA 500, 2009) on Audit
Evidence also mentioned{' po
designing and perfo"@ : %

and be aware of the terms of reference under which

€

dit S, th&mditor shall consider the relevance and

@)

¢
reliability of the i ion fo be Med a g?dit evidence (Ref: Para. A26-A33). In the
N
context of pelécl g a Rhestflls a the auditor must ensure that the evidence

LNV
collected related to Shanaﬁ%ssurance. If not, the evidence will be considered

irrel v% the objective of the audit will not be achieved.

tan (2007) and Abdul Rahman (2008) mentioned the importance to
establishing a Shariah audit programme in performing Shariah audit processes. Shariah
audit programme is the list of audit procedures. It shall consist comprehensive audit

objectives and audit techniques to meet Shariah requirement standards in the auditing
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processes. Auditors have to set the audit objectives in relation to the conduct of Shariah
audit. The objectives of the Shariah audit must cover two basic areas; attestation to
compliance with Shariah principles and compliance with laws and regulati Itan

(2007) and Abdul Rahman (2010) also argued that there are at least thre@s of the

Shariah audit which is: .&
I.  Planning; Vz

II.  Examination; Yv
I1I.  Reporting. (4
L ]

At the planning stage, the auditors need to un and thé bu iss.\ g‘§ he IFIs

s of Blamj ﬁn@)?fal services.

N

rop¥ate hniq@g, resources and

scope to develop the audit programme. N it progr wil@en identify the key

activities to be undertaken, the obje s®f ea&
? (]

u
including sampling technique to ak each dit Qc—tives. The techniques that
o . N
can be utilised include exapinadn of peri iw@wing, benchmarking, surveys,
anda

hegd "(‘y

case studies, ﬂow-chanirK l

including the nature of contracts used for differ

Then, the Shariah auditors need to identify

a

During the e ion € st)%i‘ah auditors shall determine the most

|
’
suitable audit tec %3 to lat e‘.reqlgi?ed evidence both in quality and quantity.

chofe gl engble reasonable conclusions to be drawn and to

ensure the& nce to the Shariahsciluirements. Certain aspects of the audit fieldwork
will e%mpling techniques. In certain circumstances a more detailed examination
o@umentarions would be necessary whether sampling methodology is used or
not. Of immense importance during the fieldwork are the working papers and audit

records. The main purpose of retaining working papers is to furnish a systematic record
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of work carried out during the audit, and they also represent a record of information and
facts obtained to support the findings and conclusions.

The final stage, the reporting stage, embodies deliverables fro udit

exercise. This includes preparing the Shariah audit report, which is the @nicaﬁon
of the auditor’s findings to users. .x

4.5.1.3 Audit Scope In Shariah Audit — ‘How’ Much The D ent Has To Do

The scope of Shariah audit in the Shariah Governance work @BNM, 2010)

35 £} o e . . H i
covers all aspects of the IFI’s business operations andagtivities Jincl 1rg: (§.

\" Y\'T
oc®nd information

technology application systems; a ) O<<

I1I. Review of adequacy of the S oV gj@
(]
q Q—
The discussions on the augy pe atswderfed the SGF issued by BNM
u\!é \Ksm

(2010). However, it is prop, ed?at the

stipulated in the SGF sucl{S 1

marketing strategy, a@ )

also reflect the ov

perafions
sub-compone f the alﬁﬁze, %’g\ the responsibility of the auditor of an IFI to

N
determine, ing to their nich’o&%ince SGF (BNM, 2010) is silent on the detailed

I.  Audit of financial statements of the IFI;

=

II.  Compliance audit on organisational sw;e,

dit $cop 1 cover areas other than those

e

all e conducted on risk management,

ke

S. 2&% components in the audit scope shall

- However, since the SGF is silent on the

scopg hariah audit, this research proposes an extension to the scope of Shariah
a@e SGF (BNM, 2010).

Auditors have to perform an audit of financial statements to verify that the
management of IFIs performs its fiduciary duties to maximise the value of stakeholders

out of the entrusted resources. The existing accounting system of IFIs should be capable
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of measuring, recognising, recording and reporting the accounting transactions carried
out. However, at present audit is not performed for the measurement, recognition,
recording and reporting of Shariah issues in the financial statements. IFIs’ ate 1s
to operate according to the Shariah principles, giving rise to Shariah%x that are

relevant at every spectrum of activities and operations of IFIs, thus the n®d to cater for

the Shariah issues in the financial statements. Y.
N
The auditors shall test the financing, risk management edging mechanism,
investment, recognition of income and expenses éon% distribution
including zakat computation and payment. The ac%nd opgrati sr)f‘kg;g.must be
audited so that the activities provide benefit to thg pubMe and b the ve%&-"s\, depositors
s

and shareholders of the IFIs as well as they ng‘ha to tb&‘l;lic (Surah Al-
5

Qasas, Verse 77), where Allah says: \)
AN
And seek the abode of the Here ith t, x t llah has given

]
u
you, and do not forget your K this Wegld)and ﬁzvours (to others)

the way Allah has favgure w ls@) cause turmoil in the
earth; indeed, Allah does J ] '!uz& tscﬁ‘iﬁgfus.
Regarding th@ of

udit @compliance audit, Shariah audit should
cover the audit hocelse

N
organisation s% e and p re ~&ces (HR). Shariah audit of IT must cover the

N
Transacti@essing System (’F&S), Accounting Information System (AIS), and any

othe %s adopted by IFIs so that they comply with the Shariah. As computer
>

/4

t y has advanced, most of the IFIs have become increasingly dependent on
computerised information systems to carry out their operations and to process, maintain,
and report essential information. This result in the reliability of computerised data and

the systems that process, maintain and report these data are a major concern to audits.
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The auditors of the IFI shall evaluate the reliability of computer generated data
supporting financial statements and overall operations. The outcomes derived from the

system must reflect the overall operations including the product, p and

organisational structure of the IFI are Shariah-compliant. %\
In addition, the auditors shall examine the adequacy of contro;s\ information

systems and related operations to ensure system effectiveness. S%Zaudit of IT is the

process of collecting and evaluating evidence to determin: ww a computer system
e

has been designed to maintain data integrity, safegu , (!ws ganisational

g
goals to be achieved effectively, and uses resourceAse&ently. ata tign}%&.lates to
welbas

the accuracy and completeness of information

todltg v dit&Waccordance

N

with the norms. For example, the IT sys at ﬂ‘e use@. recording the

&
transactions shall be different from t@em that Jifey 1@1 in recording the

]
u
reflects the Shariah applications \ FI. e Jyste dopted by the IFIs are the

N
same for both Islamic and ¢ veqonal a;#xlic olns,§ auditor must highlight whether

there is a difference in Q ut S if‘ éécts the Shariah applications on a

specific product or tr@ons. (é'b
i
’
Shariah azﬂ njprgagisati aﬁtregare is performed to ensure that the structure

conventional transactions. This is t g@e tha%gtp t@erived from the system
(&)
I X

NS
allows for ef% Sha‘a@.&em % in the IFL. Each IFI must have its human
A .
resource \ From a Shariah ﬁnt of view, human resource policy must address
issu the dress code of the employees, surau for Muslims, male staff working
h djffing jumaat prayer, employee training on products offered by IFIs and any
other human resources issues identified by the Shariah Committee. The Shariah

Committee of an IF] must ensure that the policy is being followed by the Shariah audit,
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and regular check must be properly addressed. In the event of Shariah non-compliance,

it must be rectified immediately.

In terms of the review of the adequacy of Shariah governance s, the
Shariah auditors must ensure that the roles, functions and reporting chan &place
in the Islamic banks. For example, the findings from the SharﬂNdit shall be
communicated to the Audit Committee and Shariah Committee oRe.lF Is. The roles

and functions of the Board of Directors, the Shariah Commivﬁe Audit Committee

11 @ observation
on this matter during the audit. They shall also prov§de reCommend®dtions tcivnhance
IS
the Shariah governance process in the IFIs. 2 X
\ N
According to the SGF, the IFI shall estgblis onﬂa rtin%lxl.mels to ensure
that the reporting on Shariah matters is c@ut effe y a@n a timely manner.

In performing Shariah audit on revi% theﬁyﬁ e Shariah governance
process, the auditor shall collect @ o%@o?t@ocess in an IFI. This is to
ensure adherence to the SG i?by i Il 3ié\egard, the Shariah Committee
shall functionally report to%oar of aycgéﬁhe Shariah review function shall
report concurrently to&\haria@nitte(@i management, and the Shariah audit

i
findings shall be re to the’A tﬂodr(;ﬂittee and Shariah Committee. All Shariah

and the management must be in place in the IFI. The au

T:'Q O
‘9;‘;,

p

noncompliancg’e, s arg ‘;epo%éﬁ to the board of the IFI and the Bank. The

findings om%iah noncomp]ian@’events shall be documented by the IFI for the

audito%\view during the audit period.

4.5.1.4 Reporting and Audit Timing — ‘When’ Shariah Audit Have To Be Reported
The evidence collected in performing the Shariah audit by the Shariah auditors

shall be analysed and critically assessed to draw a conclusion that the overall operations
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of IFls are in compliance with the Shariah law and regulations. The audit report is a
basis of communications from the auditor to the shareholders on the attestation and
assurance of the financial statements of the IFI. Reports differ in nature, ] must
inform readers of the degree of correspondence between information %ished
criteria. It i1s proposed that the audit report shall reflect not onlf&the financial
statements, but the overall operations of the IF1. Even though reporng on the Shariah

N

aspect has been covered through the Shariah Committee repwh)t it is important for

the overall operations to be assured by external parti% s@ra the external

parties are the external auditors. Thus, the auditor’s refgort should co n) a'cé):gr'written
expression of opinion not only on the financial staterffagts butgthdt t 0\:?-}1 operations
of the IFI comply with Shariah principles. %Y:l \ting'é&?]e Shariah has
been covered through the Shariah Con\hepon, ™ im@nt that the overall

operations have been assured through%hari@qx @owever, presently the
[
result and findings from the Sh@dit @ th Is"aA anks are not shared and
. . N
communicated to the public Y' : §
The ability to identi;y aari Augjefilifgs, communicate and determine the

audit conclusions is o&\te SK@ ad@ most value to a management system
audit. After the ﬁ!%) clysion afe& drawn, it is necessary to discuss audit

jeSNf thege Js aria@onconformity or Shariah noncompliance. For

e

follow-up actiyfit

a third-pa:\Aema audit, the {@'w-up might be the responsibility of the Shariah
depa r internal audit department and might not involve external auditors. For
iMternalfaudits, the same auditor or an auditor from the same audit programme

department might conduct a follow-up audit to verify the Shariah noncompliance was

corrected. This will reduce the risk of Shariah noncompliance operations in the IFI and
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increase the reliance of the stakeholders on the performance and conformity to Shariah

principles.

4.5.1.5 Competency And Independence — ‘Who’ Have To Do It (\:
Independence in auditing means taking an unbiased ﬂ&oint in the

performance of audit tests, the evaluation of the results and the isS§ance of the audit

N

report (Arens et al., 2008) so that management can place fullY-ce on audit findings

and recommendations (Pickett, 2000). The Institute@ua&?rs Malaysia
o | ] \Y-

(IIAM) offers the following definition of internal ii%ng: I
A

Internal auditing is an independent, objectiv surageefan consqhing activity

I SIS

designed to add value and improve an organisgtion ope‘a S It %& an organisation

accomplish its objectives by bringing a s%ac, disciphpé€d a@ach to evaluate and
ﬁﬁg‘ 3
3 - S n

évemance processes.

According to the Malaya\anstit%of}cgo ts (MIA) By-Law B-1.4
(2006), independence requiges Wi) inrepe ln@>mind and (ii) independence in
in 3 1

appearance. Independence ct ¢ & {tﬁﬁpendence) can be defined as the

—+

improve the effectiveness of risk man n

>
o
]

/3

auditor’s state of min@s/ l abygly to(?%ltain a proper attitude in the planning

of his audit progra% he perfo aﬂce‘((} is verification work, and the preparation

N
of his report (@ZLSM 61)@ the other hand, independence in appearance

(or perceix&&ependence) refen\g{he public’s or others’ perceptions of the auditor’s
inde @ To be seen to be independent, an auditor should be able to demonstrate
tHat thel® is no threat to his or her independence such that an outsider would not doubt
the auditor’s objectivity (Arens et al., 2008; Messier & Boh, 2002). Independence is a
critical issue in auditing since it is the cornerstone of the profession (Mautz & Sharaf,
1961).

133



The SGF (BNM, 2010) defines the responsibility of conducting Shariah audit
lies in the hands of the internal audit unit. This signals that the responsibility of the
internal auditor has expanded. The internal auditor not only acts as the key t orate
governance as well as internal consultancy (Stewart & Subramaniam, 2 ?;:; role
has been expanded to perform the Shariah audit ensuring that the op*ns of the IF1
are Shariah-compliant. This leads to the issue of independence ijectivity, the
competence of the auditor and auditor’s performance in p?mmg the new tasks
outlined in the SGF (BNM, 2010). This triggers the p 10 ow«holders on

the strength of the internal audit function in perfo%g the Bhar h'aua?- Kassim

(2009) showed that a gap exists in the practice of th riah gmdit. Phere Wgap between

\. Y
M the IEJSW! Malaysia. The

ut t@%sult shows that the

the ‘desirable’ and the ‘current’ practice of S}wc:m
desirable practice is to conduct Shariah %extemal

current practice is performed at the 1 %l level % éﬂgued that there are gaps

S

in Shariah audit regarding the fra £ al?ﬁ ns and independence. She
also mentioned that from engs ,m @-‘I s internal auditors are not
qualified in performmg Sharla dlt { o not have a Shariah background.

Accordmg to o e pr sional practice framework of internal
auditing, the mtem 1 or oul afle 6(a?pendence n terms of organisational status
and personal ity wil e proper performance of his duties (paragraphs
11 to 14) esearch suggests«@f the internal auditor of an IFI shall maintain its
inde especially with the Shariah Committee since the results and audit findings

ablg¥ to the Audit Committee and Shariah Committee.
Independence is achieved through the organisational status of internal audit and
the objectivity of internal auditors. The outcome from the Shariah audit function tabled

to the Shariah Committee may involve independence issues since the Shariah
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Committee of the IFI is responsible for decisions, views and opinions related to Shariah
matters. The Shariah Committee is also expected to perform an oversight role on
Shariah matters related to the institution’s business operations and act1v1tYEhls is
achieved through the Shariah review and the Shariah audit functions. @dence is
a fundamental concept in auditing, as auditors cannot audit or e$e their work
(Kassim, 2009). This applies to the Shariah Committee of he¥l~smce they are
responsible for the endorsement of Shariah policies and prgce and at the same time

conducting Shariah review and Shariah audit on the 1 opergtion he board of

the IFIs bears the ultimate responsibility and acco%ty forfthe o e'all@. ernance

of the IFI, and the board is expected to rely on%_ n% 1tte%817 all Shariah
decisions, views and opinions relating to thew ss oﬁthe L Th@nggers question

on the line of communications and repo s the Bo 1S @ected to rely on the
Shariah Committee works. If the B en&h the Shariah Committee
works, the issue of mdependen ue to that, it is crucial to

investigate the independengs fac\@r npe 0 ng ah audit.
Flint (1988) stat d tha?xu etemé’equlres both knowledge and skill,

which is the produc cat mg 9$d experiences. In a standard issued by
International Fe 0 ' ts AC) on International Education Standard
(IES 8) Com udlt Professional, outlines that auditors must
have the education (knoWi%age) relevant to audit (IES 2), professional skills

(IE %be able to apply the professional values, ethics and attitudes (IES 4) to

ep) contexts and organisations. Based on these definitions, it is clear that auditor
competence is determined by considering a set of relevant attributes such as knowledge,
skill and attitudes. Thus, the internal auditors attached to the IFI must not only have

auditing skills but also need to have a Shariah background specifically in Figh’
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Muamalat. This is to ensure proper Shariah audit has been conducted, and that the
overall operations of IFIs are Shariah compliant.

According to IIAM (2010), the internal audit unit should be a jately
staffed regarding numbers, grades, qualifications and experience, havi@rd to its
responsibilities and objectives. The internal auditor should be ad&ly trained to
fulfil all his responsibilities (paragraphs 15 to 26). The effectivenm internal audit
depends substantially on the quality, training and experience Tﬁaff The aim should
be to appoint staff with the appropriate accounting a Jkgr nd, personal

qualities and potential. Thereafter, steps should$en to fpro e'tﬁaggcessary
A

experience, training and continuing professional catigft. ‘Abgdul R¥ffman Abdul

en\ the égi'ah audit would
be to produce competent and indepenNaariah audyOrs. @S suggested that the

iah ih\yfxu é@lip the Shariah auditor

Rahim (2010) argues that one of the challengagin i lecﬁ

education and training programme

]

with two basic knowledge i.e. I dge as applied in Islamic

banking and finance, and a mand ud1 @edge and skills.

Based on the requlre $ hl 'Bj;éﬂ internal audit guideline, this study
arrive at the hypothe@e 0
gap in Shariah audl%:tici. Th

\
H: There is aeppPtatioh ?non@z respondents (regulators, Shariah committee,
internal aud®ors¥ external audﬁg\ Shariah auditors, Shariah officers and the
e practice of ShaMdh audit in the Islamic banks.

gathe&mpmca] evidence on audit expectation

156 oi:ﬂotheses development are as follows:

Hia: There is an expectation gap among the respondents on the
0 Jramework of Shariah audit in the Islamic banks.

His: There is an expectation gap among the respondents on the scope of
Shariah audit in the Islamic banks.

Hjc.: There is an expectation gap among the respondents on the
competency of Shariah audit in the Islamic banks.
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Hia: There is an expectation gap among the respondents on the
processes of Shariah audit in the Islamic banks.

Hi.: There is an expectation gap among the responden the

reporting of Shariah audit in the Islamic banks. c\

Hiy: There is an expectation gap among the resp%ents on the
independence of Shariah audit in the Islamic banksT

V

4.5.2 PERFORMANCE GAP IN SHARIAH AUDIT TI'?ES

%
According to Porter (1993), the ‘perfo gap’ fari lrh.h(g')society’s
L 4

reasonable expectation of auditors’ accomplishm ot eN nt to @Ir expectation

of auditors’ achievement. This result coul@e t ath deﬁ@{'egt standards’ (the
m {os a chrOs’ existing duties, as
oF ¢ \&

gap between duties reasonably expect

defined by the law and professiona@gaﬁons ’ de@nt performance’ (the gap
S RS |

between the expected standard of peMgrm aud1tc® existing duties and auditors’

perceived performance). ance“Lap)‘ 9_%? ‘deficient standard’ involves

comparing the roles an@mibi‘itl
&
Heang et al., 2007, iffa ;-l\? ,I2@Bui & Porter, 2010; Fadzly & Ahmad,
’

uﬁ"and observations. Deficient standards may

onsef fr
% el
also arise duﬁo ors in th envirg)@l'ent that do not support the effective functioning
~N

sed gfNFgal and professional standards (Teck

in auditi \
Q%)f the causes of the performance gap in relation to the auditors’ role and

respotreibilities is due to deficiency in the standards, a situation that arises when auditors
are not able to fulfil the roles and responsibilities expected by the public because they

are not clearly defined or are not included in the legal pronouncements (Haniffa &

137



Hudaib, 2007: Teck Heang, 2008; Muneeza & Hassan, 2011; Porter, 1993; Zaidi, 2007).
In Shariah audit practices the duties and responsibilities of a Shariah auditor are not
clearly defined in the SGF (BNM, 2010) or IFSA (2013). However, the 1mpl tion
of Shariah audit function in the IFIs is highlighted in the SGF (BNM, Z@nd IFSA
(2013). Due to that, this research chooses the guideline outlined if) GF (BNM,
2010) and IFSA (2013) on Shariah audit function and addition Y;onmbllltles of

Shariah auditors that perceived by the public in order to d tewm e expectation gap

due to deficient standard. \d
1 4

‘Deficient performance’ is defined as the g ween ex cied gl.dard of
performance of auditors’ existing duties and audltor erce fo mignice. For the
purpose of this research, the deficient perfo u‘he aria it is measured

based on the fullfilment of the existing 1¢ f the Shrfah @1 ors and perceived

performance in the Islamic banks T &\
C?

]

The second phase of the ch Vyv 1es of questionnaires and
hypotheses to measure the gap qgohg ti# res o' @The hypotheses development

for deficient standards 1s b%on R{ S @wy on the Shariah audit function.
Performance gap may @nah@tors are not able to fulfil the role and
responsibilitics ex by ch}‘c 6‘? to they are not clearly defined in the
regulator’s poly F (BN. ]O) IFSA (2013) describe the function of Shariah
audit in t Abut the specific @s and responsibilities of Shariah auditors are not

prope %’ssed Thus, this study expects an expectations gap among the respondents

@ the current performance of responsibilities as prescribed by the regulator’s

policy. In addition to the responsibilities in Shariah audit as prescribed by the regulators,
the measurement of performance of responsibilities in Shariah audit are also derived

from the input during the interview sessions with the respondents in Part A. Among the
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identified responsibilities in the Shariah audit are:
a) Shariah auditors are responsible for compliance to the Shariah rulings in the IFIs
(bakhs, tatfif, ‘uqud, khiyanah, israf, tanajush, speculation and ghar?.
b) Shariah auditors arc responsible for internal control Syste@ Shariah

compliance in the IFls. .x

c¢) Shariah auditors are responsible to attest and provide S%zssurance on the

overall operations in the IFIs. T
b

These are the three main areas highlighted e esw during the

. 5 s ]
interview sessions. Hypotheses are developed to t%weason ble sro@l'ities of
&

- Hgnge thE list §fFhypotheses

oY
is as follows: V \

Ha2: There is an expectation gap among t bndents (rgetilat hariah committee,

internal auditors, external auditﬁcsﬁ'haria \md&r 4 ,@ariah officers and the
depositors) in relation to the Sh@auaﬁ respowsibi, N

. . N
Hza: There isgn &e’tatto’l gapga (1@e respondents concerning
Shariah auditre ons% h‘e{gl ed by regulators BNM.

l @)

Shariah auditors as outlined above for empirical evi

"

o

tior&p among the respondents concerning
zsdvil('t}(ﬁon Shariah rulings (bakhs, tatfif, ‘uqud,
@)eculation and gharar).

&

2.t There is an e}pectation gap among the respondents concerning

§ Shariah audit responsibility to attest and provide Shariah assurance in

the Islamic banks.

Another area highlighted in the second phase is on the ‘deficient performance’

in Shariah audit. As discussed previously, ‘deficient performance’ is defined as the gap
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between the expected standard of performance of auditors’ existing duties and auditors’
perceived performance. The development of the hypotheses are based on the
performance of the existing duties of the Shariah auditors and perceived p ance
in the Islamic banks. The hypothesis is: %\

Hs: There is an expectation gap among the respondents (reguMsors, Shariah
committee, internal auditors, external auditors, Sharia itors, Shariah
officers and the depositors) on Shariah auditor’s performgncin Islamic banks.
The items involved in measuring the Shariah audito ;fonilance are gathered

from the input during the interview session and exisging dif¥ies ft\lgefr{vmditors
ormar

in Islamic banks. Among the assessment of the 1}e re J) prqyding useful

service to the stakeholders, 11) reporting truthful% Y de
pertaining to Shariah 1v) acting indel@y v) Q‘

N
\gerrcig&'d irregularities

ni g effectively, vi)

prescribing remedies in the event of S%h non nc ,,@B preventing errors and
N
irregularities pertaining to Sharlah%)pl wit S'harkﬂs?nsk and uncertainty in the
€

transactions ix) predicting the in 'h

t (@hariah litigation x) enforcing
N

Shariah legal requirements ing ¢p jfdggnents in Shariah audit findings and

N O

xi1) coping with profe@ul lmd arial"?es. In addition, among the assessment

for Shariah audit re%\bili ie!% ha‘r&ﬁ auditors are responsible towards the the
trib

v/

O

l@s, mudharib), b) Shariah auditors should have
A
a clear undgrsMnding on the busin@sactivities of the IFIs to allow better scoping audit

AN
exercise, ?\mriah auditor should develop a comprehensive internal Shariah audit

7

outside financigrs 3 ca?t l¢c

progralyge d) Shariah auditor should make references to relevant sources including the
SAC’s published rulings, the SCs decision and, fatwas guidelines e) Shariah audit
should be conducted on periodical basis. The overall conceptual framework of the study

is illustrated in the diagram below:
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| Audit Expectation-Perforrr!ance Gap in Shariah audit —|

|

v

Independent Variable: Perceptions
on Expectation gap in Shariah audit

1

1) Expectation gap in the practice of
Shariah audit in the IFls in these area:-
a) framework
b) scope
c) processes

performance

Dependent Variable: i) Shariah au
responsibility

Shariah adjitor’

2) Deficient standard

Comparing the roles and
responsibilities of Shariah
audit function based on

= e of the existing
duti®f of the Shariah auditors
and rceived performance

d) competency legal and professional
e) independence standards and through
f) reporting responses from surve
and observations.

Islamic banks.

i) Method - A series of
questionaires to test the
2) Method 1= phase — Open ended hypojheses development
questionaires and interview to satisfy the

propositions in Shariah audit practices

i) Method - A seg
questionaires to tes
hypotheses development

3) Method 2" phase — A series of
questionaires to test the hypotheses
development

rfo@e Gap in

N 9
453 FACTORS AFFECTING Tk%unlﬁ}sggc @ONS GAP IN
SHARIAH AUDIT PRACTICE% ¢ St O
N ,}7 N
;ing auflit e ektaé'ns gap in Shariah audit practices
4 &
on Shariah audit rcspoK Nit;' ax@h audityr’s performance. Based on Figure 10,

,nv‘o_gkd in determining the audit expectations

Figure 10: Overall Framework of Audjt Expectatio
Shariah Augit Phdctices

The third phase is the facto

the independent vay or the £a

k4

ticgs is &a‘fnework, scope, processes, competency,

pr

' (.

independenc reporting. h@ audit responsibility and Shariah auditor’s
A\ N

rc identified, as the dependent variables for the study. The factors should

gap in Sharia

perform

b Q Ily tested to narrow the gap that exists in the Shariah audit practices. The
h

¢ 1
ypo™¥€scs development for this phase is as follows:
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Ha: Framework is positively related to the Shariah audit responsibility and
Shariah auditor’s performance in Islamic banks.

Hs: Independence is positively related to the Shariah audit responsibility and

Shariah auditor’s performance in Islamic banks. T

He: Competency is positively related to the Shariah audit rsi%ibility and

Shariah auditor’s performance in Islamic banks.

H7: Reporting is positively related to the Shariah qudit CSponsibility and
Shariah auditor's performance in Islamic banks.

Hs: Scope is positively related to the Shariah au ons'b\ig and Shariah

auditor’s performance in Islamic banks.
g

\
Ho: Processes is positively related to t ariah aydi es!yo%(s?bility and
Shariah auditor’s performance in Islam% . \o' \3.
X

4.6 CHAPTER SUMMARY %V 0\ 4{
es tha%

This chapter discussed the theori d toSh ag{i. It departed from the

&
SGF (BNM, 2010) on the practice o ahgaudi f&q cti@deﬁnition, objectives and
&

scope. Next, the study relates thct' aria@udit functions to the agency
lv[ Is

<

theory and stakeholder th gardi mlc@spectives, the study also visited

the Ibn Khaldun’s the(@bleni
pointed out by Cha %0 8). Fi

using Porter’s 1@;993 on the
&t

practices. THR S narized he@' development are as follows:

& S
Nj

v’ % &
riah éd{t practices with the idea and concept

-

&
[hi&)@pter proposed its theoretical framework

4
uﬁoﬁpectation-performance gap in Shariah audit
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Table 6: List of Hypotheses

List of Hypotheses Development

First Phase:
Interview on
Shariah audit
practices

Framework: i) Shariah audit framework different from
Shariah Review Framework and existing audit
framework. ii) The external Shariah audit is nc’?y to
complement the present practices (Internal 13y audit)
and to increase the independence and tran%y in the

Islamic Banks.

Processes: Shariah audit processegshoMd cover Shariah
audit evidence, Shariah audit rmme and Shariah
audit planning

Scope: Shariah audit scope s
not only limited to sc

ovj a wide area and
ingfthe Shariah

L &

Reporting: Shariah
Shariah Committee

uld ‘&iﬁ‘er from
T

N
el

Independence:, Shgri 1d begd Separate unit in
Islamic Banks tha to Wnal audit
department t ¢ indepexglence!

?)~A

% har‘h'ﬁy' ifor/istnal auditor in the
whl perfprans 1ah audit function
1 Shariah qualification to
mpefngyleveldN

Second Phase -
Part A:

Expectation gap o
Shariah audit

practices in the
Islamic banksc}

T
Wy

ere isfan n gap among the respondents
atorsg _Sifirja ommittee, internal auditors,

i0rs, SKayiah auditors, Shariah officers and
e del)osz ) o@e practice of Shariah audit in the

0N
@ ',' % There is an expectation gap among
(he respondents on the framework of

Shariah audit in the Islamic banks.

Hip: There is an expectation gap among
(}' the respondents on the scope of Shariah
N audit in the Islamic banks.

Hic: There is an expectation gap among
the respondents on the competency of
Shariah audit in the Islamic banks.

Hia: There is an expectation gap among
the respondents on the processes of
Shariah audit in the Islamic banks.

Hie: There is an expectation gap among
the respondents on the reporting of
Shariah audit in the Islamic banks.
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Hiys: There is an expectation gap among the
respondents on the independence of
Shariah audit in the Islamic banks.

Second Phase —
Part B:

1) Expectation gap
in Shariah audit
responsibility

Hz: There is an expectation gap among the respondents
(regulators, Shariah committee, internalW
external auditors, Shariah auditors, Sh fficers
and the depositors) in relation to the%z audit
responsibility.

H2a: There is an expec n gap
among the respondenwcernmo
Shariah  audit  rgspoRgibility  as
prescribed by regula NM.

Hav: There is gn tation gap among
the responden rn g Shariah audit

responsibilj ar ru 1gs (bakhs,
tatfif, ‘uqud, Nggivafah, ajush

speculatz d ghajgar).
Haz.: an expe among
the respo bents guter zng mrzah audit

t t and lde Shariah

Second Phase —
Part B:

i1) Expectation gap
in Shariah auditor’s
Performance

Hs: There is cta r’ g amazg the respondents
(regulators, ah co ttee, nternal auditors,

m S x jlods, Sharzah officers and
' tor 's performance in
q

éo

Third Phase:
Factors affecting
audit expectation

%

f‘)‘ =y
? mewdrk ispasitif8ly related to the Shariah audit
sibiligd angl Sharth auditor’s performance in

™

gap on
a) Shariah audit . >

responsibility Q Hs: encg¥positively related to the Shariah audit
b) Shariah aut} ' illty Shariah auditor’s performance in

WiCy is positively related to the Shariah audit

and Shariah auditor’s performance in
ks.

H7: Reporting is positively related to the Shariah audit
responsibility and Shariah auditor’s performance in
Islamic banks.

Hs: Scope is positively related to the Shariah audit
responsibility and Shariah auditor’s performance in
Islamic banks.
Ho: Processes is positively related to the Shariah audit
responsibility and Shariah auditor’s performance in
Islamic banks.
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