CHAPTER FIVE

RESEARCH METHODOLOGY
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5.1 INTRODUCTION

This chapter outlines the methodology used in this s% art A involves the
a

audit expectations gap in the Shariah audit in terms of bl ness gap’. Part B

involves the audit expectations gap in the Shariah augit in ¥rm of y apce gap’.

Part C involves factors related to the audit expecé ' t practices.
In the first section of the chapter, this study w1l ond nterv o support the
propositions in the practice of Sharia Ylter o\ ypotheses will be
developed based on the propositionsotest tm rrically. The following
section highlights the hypotheses %m ton e‘peﬁ@s?nance gap in Shariah audit

regarding ‘deficient standardsv def'; rfo@nce Then, the following two
(

sections discuss the data a tech nd (523 statistical analyses used to assess

the reliability and vall \the r!sear mogg
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n (7001) noted that the quantitative approach is characterised by certain

tions’ such as measurement, replicability, causality and generalisations.

Acco mg, to Bryman, the quantitative method is preferable because it maintains the
distance between the researcher and participants and thus ensuring the objectivity of

data. Furthermore, this approach also allows a replication and generalisation of data and
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analysis of cause and effect using a variety of statistical measures (Bryman, 1998;
2001).

The qualitative approach is another commonly recognised form earch
method. Researchers, especially in social sciences, observed that quan@ methods
were subjected to several limitations and were inadequate to expl&ud clarify the

complexities of a social phenomenon (Allen-Meares and Lage, 1%0; Pabjan, 2004;

Kittel, 2006). For example, it has been suggested that a quanti method restricts the
focus of the study; it assumes that complete objectiyg p ssw it has been

L
proposed that statistical significance ensures neith%ﬂid explana 1}, c@ion nor
g m

m 993 d that
efs \,R'argue a

X N
of @fdn experience’.
&

1 {to) explore substantive

generalisation (Allen-Meares and Lane, 199

quantitative research ‘neglects the uniquenew artf

Stern (1980) noted that qualita eaarch 1

areas about which little is known ut %\ u known to gain vowel
N “« QX L
understandings”. Miles and Hu (1994y_stgred “the qualitative researcher

embarks on a voyage of (E CCW rath
late

research is likely to stinu\ w IO@{ a'\:é?es of research that the quantitative
researcher is unlikel&&on, b@l\ mca;&i used as a basis for further research”.

Based on th ussjons allpv€ tlts) dy will adopt the usage of both methods.

N
According to & (0 r(ed Fﬁ‘e\thods can best be defined as follows:

R 3

Mézethods research{ﬂ a research design with philosophical
erptions as well as methods of inquiry. As a methodology, it involves

Ozilosophical assumptions that guide the direction of the collection and

/4

b=

r th '0@ verification so that his or her

analysis of data and the mixture of qualitative and quantitative
approaches in many phases in the research process. As a method, it

focuses on collecting, analysing, and mixing both quantitative and
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qualitative data in a single study or series of studies. Its central premise
is that the use of quantitative and qualitative approaches in combination
provides a better understanding of research problems than eiv

approach alone. %\

The interview session will highlight the uniqueness and particula of human

experience which is not being addressed using the quantita%;thod. Interview

method is useful to explore and generate new ideas an is?,‘énd it also captured

certain elements such as thoughts, feelings, and intcpjgest tfat Q?ossible to be
L

observed or measured using other methods (Patton, 2 . Another a a'nta@glates to
A
jevimg

the position of participants in the interview. Int

prévide esca/ﬁﬁers with an

O

insight into the participant’s thoughts, ideasagnd emﬂ-ies ' the@%:ds rather than

&

those of the researchers (Reinharz and l@n, 1992 ater@e experiences of the

| BN e
participant’s thoughts, ideas an ori b \'%cmﬁrmed through the
o AP

questionnaires to analyse the ca& effe sifig a ety of statistical measures.
N

This study explores how tf eyeﬁs de’crib h ould best the best practices in

0 nd{éiuse the analysis of the information
to develop a survey \ i admc'@red later to the Shariah Committee,
stakcholders and %ionels c.>f efl*!le;?his approach is similar to Tashiro (2002)
and Ely (199% "D)o' $
%) A
The selec mixed method irNJHs research is based on the following reasons:
,éstudy is an investigation of components involved in determining the
casonableness gap’ in Shariah audit practices in the IFIs. This complex issue
requires knowledge from people who understand and well versed in Shariah,
auditing, governance and regulations in Islamic banks in Malaysia. By using the

traditional survey without identifying a group of experts will result in inaccurate
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data during the data collection period. Thus, a mixed method answers the study
questions more appropriately.

2. In this study, it is crucial to gain expert’s responses to determine ain
components in the Expectation Gap in Shariah audit practices.@} erview

with the experts most appropriately confirms the elemeﬁAf the audit

expectation gap in Shariah audit, rather than any md%!z who may not

understand the objective of the research. Y.
5.3  FIRST PHASE: INTERVIEW SESSIO \d‘ \
1S
s \,Y‘

In the first phase, this research will in olv inter \ess1 sg' map out the

@nableness gap’. It

will involve interviews with the Shari dit ewar Kﬁudlt experts identified

in this research are individuals wit o edg WS}@E% audit. It consists of the

_.JZ

issues in Shariah audit and to enhance t c‘@ments

l
and external auditors invol Sharl t.'p 1ces This research identifies 14

chief internal auditor of Islamic Y}Shara m1 Head of Shariah department

experts in Shariah au &\1 int rv1e sessj Although there may be a relatively

o

limited number of e j Ién efge Gbout the research questions, the panel size

requirements ag %t, a blﬁ') d @p actical to solicit up to 10 to 12 interviewees

(Okoli and QOS 1, 2004). Acco@ to Selltiz et. al (1976), reliability in qualitative

research 1 erned with the consistency, stability and repeatability of the informant’s

ac@gs well as the investigators’ ability to collect and record information

accurately. Therefore, the selection of 14 respondents for the interview sessions are
reliable if the findings from the interview consistently the same results over repeated

testing periods. This requires the researcher to use the same methods and obtained the
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same results every time uses the methods on the same or comparable subjects. It further
requires that the researcher has developed consistent responses or habits in using the
method and scoring or rating its results and that factors related to subjects sting
procedures have been managed to reduce measurement error. %\

During the interview, the participants are guided by a séf&of questions
developed based on the conceptual framework of the expectati@] Shariah audit

practices. The questions are developed based on the IPPF [Tes on internal audit

guidelines. The overall guided questions for the intervj e a5 fQllows;
) u,_‘,_
Research questio

\
“What are the perceptions of the regulators Vthe p;}ct‘ ] n!rsl@zariah
committee, Shariah officer, internal and externa itorjpantd tffe stak@holders on

Shariah audit practices in th?!of,@ 1a’”? Y\."
o . .

1) ‘Where’ to be placed@e k hariz?audit
Validation Objective: To determine hel@ﬂ&hz@a au;Litopractices

SRS
a) Define Shariah audit from @ rsplectiv A QC?
b) Do Shariah audit and Shari reI 1su1@tood concept?

¢) Do Shariah audit xisting au t.‘alrﬂhnderstood concept?
7 4

d) How do the K\ban}s nd ¢ implementation of Shariah audit

functions?

&
\ . | @)
e) What are th’ren issu mﬁ}bga] audit practices face by the Islamic banks
in Mal N
f) Sharigggudh funfti uld‘@attached to the internal audit department of an
Islafyc Bwnk or a standalong pindependent) department?
X S
g) Ntemal Shariah audit necessary apart from having it as internal Shariah
it only?

h) JYo what extent the external audit shall support the Shariah audit function in the
Islamic bank?

2) ‘What’ to do - Processes in Shariah audit

Validation Objective: To identify the coverage of Shariah audit processes
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a) Should Shariah audit processes be included in the Shariah Compliance Manual
of each Islamic bank?

b) Who shall involve directly in determining the Shariah audit planning2 Shariah
committee or the audit committee of Islamic banks (or both)? \

c¢) What should be the key area in developing Shariah audit pr %es in the
Islamic banks? &

d) What type of evidence shall be collected during the Shariah¥udit process?
¢) Shall the Shariah auditor include procedures in his ¢ V

Wpation to ensure that
all new fatwas, rulings and guidance and modifi n{fo existing fatwas, are
identified and reviewed for each period under exarhi ?i{

a) Is the current scope of Shariah audi%&n
b) In the case of audit of financial %%

d iQ‘t SGF sufficient?
internal auditors attest the

items presented and disclosed financ
the Shariah requirements? 0

¢) How is Shariah audit oNan '%gen&anted by shareholders and

management to enhanc?!redirili lﬁg@lal statements?
(') d vj: %

d) What should € €O \of Shadrah audit of compliance audit on
organisationa ctureNpeops, angeprocess and information technology
applicationsw 52

’

e
&%
e) What sh the Gest oagliwl Shariah audit of internal control system in
the IslghniCanks®

e

f) ShAariah auditor audi QR’ findings of the Shariah review carried out by the

é}ey

R —

jah officer?
at should be the extension of the scope of audit on Review of the adequacy
the Shariah governance process?
h) How should be the relationship of Shariah Auditor with the Board of Directors,
Management, Shariah Committee and Audit Committee of the Islamic banks to
ensure independence in the organisations?
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4) ‘When’ Shariah audit have to be reported - Reporting and audit timing

Validation Objective: To determine the type of Shariah audit report

a) Shall the findings of Shariah audit be reported in the annual report?Y~
b) Shall Shariah audit findings be disclosed in a separate Shariah @pon?

c) Who will benefit from the disclosure of Shariah audit reporA

5) ‘Who’ has to do it - Independence and Competency

Validation Objective: To determine the level of competencyNShariah auditor in
Islamic Banks.

a) What should be the role of the Shariah auditor '

b) How important is the role of the Shariah audfg in the devel e@slamic
banking and finance? T.\
’ iy

c) What are the possible impacts if ShariaWt ‘m;{ a se;%!te unit in the

Islamic banks? V
d) How does the Shariah auditor mwaxis/heri ent@%e?

-\ ) A

=

a) What are the most preferred @ of Wl’ aﬂctﬁsr?
0o ¥ 5
b) What are the necessary s enh t co@éncy of Shariah auditor?
. . N
¢) Do Shariah auditogg n () unkerg e@d training in Islamic banking
course? % P 2 &
@,

%. N
The idea of SOIICHIHENOTEJ“\;@)@ feedback from the respondents whether

the ‘reasonablenQap’ :‘n haglaly au ractices is verifiable to the industry. The
. . ?: $
academician %arlah co mlttegf’ an Islamic bank verified the guided interview
NS
question;N of the respondents acknowledge and verified the importance of the

com - Another two respondents gave additional comments to change some of the
questiONis to be in line with industry practices. One respondent commented that the

guided interview questions are too general and should be more specific regarding the

process and procedures. Due to that, some modifications have been made to the Shariah
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audit process in the proposed model. However, this research chooses to start the
proposed framework with general views rather than to be specific. Besides validating
the components on Shariah audit practices, the inputs gathered during the of
validation are also used for the development of survey questlonnalres t \ e used

in the second phase of the research.

5.4 SECOND PHASE: SURVEY METHOD Y.

After the validation process with the expegts, tMe refear @ce@s with
| &
collecting data using the survey method. There are 8crent met odSjtor d@collection

N

e elgc¥Onic mail, and

a combination of these methods (Sekara @gle, Thaecision to choose a

identified in the literature, including mail, face-to- ce, t

survey method may be based on a n ber of *at ;@ude sampling, type of
population, question form, questio t, I€spo etratféz? ts, and duration of data
collection (Cooper & Schindle@ T'Xe sed in this research will be a
mail survey questionnaire rget rgspo e‘p Ql read the questions themselves

\ (J
and mark answers on a n all %
N
The Subject®quztnon rf'd ution are the regulators, the Shariah
O

Committee, th oneis ft p Is&h‘temal auditors, external auditors and Shariah
officers) aQ takeholders. Th@)}r.get population in this study is defined as all
individuaMy¥slamic banks that are aware and related to Shariah audit practices which
arg th riah Committee; the practitioners (internal auditors, external auditors and

Shariah officers), the regulators and the stakeholders. The regulators are representative

from Jabatan Perbankan, Insurans dan Takaful (JPIT) department and related
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departments of BNM are included in the population due to their responsibilities in
overseeing the overall operations of Islamic banks.

In addition, the Shariah Committee, the practitioners of the IFISm@mgernal
auditors, external auditors and Shariah officers) and the stakeholders are@d as the
sample population of this study because they are the three line of defen% referred by
IFSB in its “Guiding Principles of Risk Management for I%z; ns (other than
Insurance institutions) offering only Islamic Financial Se i?’, in its principle 14
states that: “IFI should have in place adequate systems, on ol@ing Shariah

8 . . . ‘
Board or Advisor, to ensure compliance with Shariahfagles and grinc 175”.(2)3;0rding
A
t1 Vit

to Hanefah et al. (2011), typical examples of the ic es offthg thiee I'Q/Rs'of defence

are as follows: V ,\

i.  The business: the day-to-day run %ﬁhe operga{¥on a@e front-office (i.e.

employee of the banks as the s%olders NN ,Q\

it.  Risk and compliance: the c% méhitorip® of @ousiness such as Shariah
review and legal complianC8g1® .)?(h ' mmjé% and Shariah officer)

N
iii.  Audit: the periodic check¥fg of risk andfc rr@hce (i.e.,. internal and external
auditor) f , .‘-u.) P o &)
O

N S

’ is@e approach to safeguarding the internal

The ‘three lin@fen

" xX0¢ . :
control framewo@n— e UP, myisjthe @ferred approach of the Financial Services
WO -3

g : : .
Authority (F first li defogee describes the controls an organisation has in

place to \Wl the day-to-day b}mness activities and operations. It is the duty of the
linc qgaMagement and business support function in ensuring compliance with laws,
rcgﬁ's, standards, policies and procedures via timely and effective monitoring and

management. The first line of defence is also the stage to identify risk, provide control

7 Available online at: www.ifsb.org/standard/ifsbl.pdf. Retrieved on 13th July 2009
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and action plans for the IFls to be Shariah compliant. For the purpose of this research,
the individuals identified for the first line of defence are the employees of the Islamic
banks.

In relation to IFls” operation, the second line of defence is pgy by the
Shariah review function. This includes pre-product approval a*st- product
approval, i.e. during product offering process. The individuals 'dem in the second
line of defence are the Shariah committee and Shariah ofﬁcerve Islamic banks.

The third line of defence applied in the IFIs’ opgragi e'xerc' e of Shariah

audit by the internal audit department, required by% Shariah au OIS vz”mﬁ].arovxde
P

the independent assessment of the state of Shariah liagce inAFls. Qhanah audit

he S@;h compliance

issues and rectification measures taken t the iss . Th@“ﬁwxduals identified

.\

xternal auditors of the

reports will be tabled in the Board Audit Cowc t

in the third line of defence are the i 1 aud

Table 7: Sglec of the study

Respondents iffeakion
1) Regulators SN @haker

2) Stakeholders & itord of Yhe @'& that demand for Shariah
Islamic bam\ ? g liance to be in place for Islamic
’

3) Shariah ttee ’ §’ The second line of defence according to

% g f] IFSB in its Guiding Principles of Risk

A \,Y. Management for Institutions (other than
{0 Insurance institutions).

4) h Officers The first line of defence according to

IFSB in its Guiding Principles of Risk

0 Management for Institutions (other than
Insurance institutions).

5) Internal and External Auditor The third line of defence according to

IFSB in its Guiding Principles of Risk
Management for Institutions (other than
Insurance institutions).
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5.4.1 Population and Sample

The sample is defined as part of the target population, carefully selected{?ﬁasem
the total population (Cooper & Schindler 2006). The process of sa&m involves
selecting a sufficient number of cases from the target population t e conclusions
about the whole population, including the process to determin lation, sampling

frame, sampling method, sample size, and sample selectio lean' 2000).
ha

The questionnaires are distributed to individa t gir lated to the
L

| o N\
operations and Shariah compliance in the 22 IFIs j laysiq T, liLtgich IFIs are
L o

gathered through the BNM website®. The target ationn tq%/ns defined as

all individuals in Islamic banks directly rel@Mh rio:;h it p S‘b;es which is the

—

Shariah Committee; the practitioners (m& audjtors er&@uditors and Shariah
&

officers) and the stakeholders. Re ;s ypc; a;o ﬁo% in Jabatan Perbankan
| &
Insurans dan Takaful (JPIT) are iIN d 'Mla@ due to their responsibilities

in overseeing the overall o@ of Islgmi ah]@ be Shariah compliant.
s
NRresen
th&?hariah audit practices. The final sample of

* 4
ta&persons in a target population from
individual, who @ 4\

1). The sample unit in this study is the
the regulator mh Com tteg; th\}@?actitioners (internal auditors, external auditors
R s S

and Shary fficers) and the stakeholders is illustrated in Table §:

S

%,

8 http://www.bnm.gov.com
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Table 8: Distribution of the Survey Questionnaires

Sample
Subjects Population | Sample | representative | Questionna Received
of the distrib%ﬂ
population
1. | Shariah 113 40 16% 14
Committee @
2. | Internal 88 31 12.5% 33
auditors Yﬂ
3. | External 88 31 12.5% 31 16
auditors
4. | Shariah 152 47 18% ' 47 32
officers &
Shariah
managers
5. | Stakeholders 220 78 43
(depositors)
6. | Regulators 60 21 28
(BNM) =
Total 701 24 100 & 257 166

\ _\
According to the Associations of 1 Ba%[jsn@ ns Malaysia (AIBIM)

]

7]
website, the total number of Sha& mmitfey slam‘&'banks in Malaysia is 103°.
. . . \
The total population in this dgs 701. Based qn @able for Determining Random
Po

'y
Sample Size from a Givﬂ\ latd { i

Jcie, Morgan, & W, 1970; Sekaran &
Bougie, 2009), the \ﬁof

y i %proximately 248. The percentage of

|

’

representatives a % to ;ro \ gal\@}(?ted to avoid bias in sample size between

the groups. F&le,“s e @ number of Shariah committees is 103, the
st ront

percentag& resentatives from‘&% population is determined by dividing the number

of in Shariah Committee with the total population of the study
(@1 6%). This shows that out of the total population, 16% represents the Shariah

9 As at 30 June 2014
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Committee group. Therefore, the sample calculated for Shariah committee group based

on Sekaran and Bougie (2009) is 40.

The estimated population for the internal auditors and the external EWS 88

for each group. The total population of the internal auditors and extemale= s of the
Islamic banks is unknown to the public since the human resources of ﬂkﬂamic bank
keep the record. However, the human resources department of eachislamic bank has

agreed to distribute the questionnaire to the internal auditoerextemal auditor of
their banks. Thus, it is expected that at least four repr@s Kac?slamic bank
internal and external auditors will take part in the su questiohs, vich 5&:83 at the
populations of 88 respondents for each internal am&m? dj rs.\,%se groups

represent 12.5% from the total population of, @' \rrive Ta sample size
of 31 respondents. \% O‘{

The Shariah officers and Shal%nanam i *ake part in the study

(]
should be individuals directly rel @e w&ii d Shariah audit function.
The human resources departmewach 'sla 1c b@ill irect the questionnaire to
the Head Department of Shari;an th% c'ﬁ@g The head department of Shariah
will distribute it to the&a oﬁi'e@ cha@)f Shariah review and audit. At least

@)

fi
tal

Yz

onc Shariah mana ¢ Stufigh 8§F12ers are expected to respond from each

_ N
on eé~f32 respondents. The Shariah manager and

Islamic bank %

Shariah off# oup represents @ of the total population of the study.

\spondents from the stakeholders consist of the customers of the Islamic
batks. ir selection is due to the responsibilities of the Islamic banks to ensure their
depositors that the operations of the Islamic banks are Shariah compliant. Also, the

customers/depositors should be aware of the Shariah issues in the operations of the

Islamic banks. Since it is difficult to determine the exact total population for the Islamic
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bank’s customers, this research estimates at least ten customers from the 22 Islamic
banks will participate in the study for a total population of 220 respondents. The
questionnaire was distributed to the Islamic bank customers with the assis of a
support lctter from the bank requesting them to participate in this smdc}lcipams
were assured of confidentiality and anonymity of their returned qu%aires. Self-
administered questionnaires with assistance from the researcher, weg;:d to ensure a
Y
better response rate. Customers at the bank were given the wﬂonnaires while ere
waiting for their turn to be served. An attempt was m ra do%a collection

[ ]
at different times of the day and week. At the end of data collect n'pe@,. out of
A
ted:

120 questionnaires distributed, only 43 were collqi b 4 \3‘
The regulators involved in this study VWf m ﬂ\e tan ]%;;kan Insurans

& Takaful (JPIT) Department of BNM.NDal populalion o@e regulators (JPIT,

AN
BNM) is approximately 60 respond %ase ta drawn, the regulators

group represents 10% from the to ulati ﬂ i
Next, this study sum ame Oftzyn 1 les that involve in this study.
It is divided into indepen@ vaf:@es. Tables 9 and 10 highlight the
operationalisation of t pe

/I/G?J

depeﬁdent variables.

) O

iﬁtioq f the Independent Variables

’
Table 9; ;h‘e)Opelatig
vV,

NO. erajongl dRfi n References
Hi Fram %, ivedon kerg Spales —’ 1’ indicates -Kasim (2009)
k S strongly disa nd ‘5’ indicates strongly -Omar Mustafa Ansari
agree: ~N (2009)
I. Shariah audit framework should | -Teck Heang

Azham (2008)

iii.Professional training and Continuous
Professional Development (CPD) in
Shariah audit is necessary

é differ from Shariah review
framework
ii. Shariah auditor should audit the findings of
Shariah review done by Shariah officers
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iv.Shariah audit framework should differ
from current Statutory audit framework
v. The external Shariah audit is necessary to
complement the present practices of the
Internal Shariah audit to increase the
independence in the Islamic banks \z
vi. The review of adequacy on the Shariah %
governance process should cover the roles, s
functions and reporting channel of the key
organs of the IFIs (i.e. Board of Directors,
Management, Shariah Committee & Aud.

Committee)

-Kasim (2009)
-Ahmad and Taylor

H> | Scope Five-point Likert scales —’1” indicate
strongly disagree and ‘5’ indicates st
agree:
1. The internal auditors should attest
financial statements of the Islam¥panks fi
Shariah compliance
ii. The scope of Shariah audjt is MWnited &

SGF only

111. Human resource marfagem&nt

iv. Shariah audit shoul@ thespte &
control system of aN ¢ bank. O
v. Shariah audit op-finan€ia

should include scl

Equalisation 1%, p .

vi. Another € SCo f
R

should co

e 1Ckes, ¢
agreements, nvironinent a
opera:% cial cohtri ?'o , marketing and
advegtising ;5% Ot:é éﬂcial resource

%0 €270)
gé*gand Jager

H; Competen
5 4

' ales {Q' > indicates -Kasim (2009)
i 'ghd(%’dlndicates strongly -Ahmad and Taylor
(2009)
i ant -Rizzo (1970)
Muslims only -Aryee et. al. (1991)
ariah and accounting

iv. Qualified s Shariah only

\ v. Fully subscribe to the principles and
§ Shariah rulings upon engagement and

11. Qualified i

execution of the audit task
vi. The internal auditors of the IFIs

vii. Competent in Shariah, auditing, finance
and law
Ha Processess | Five-point Likert scales —’ 1’ indicates -BNM (2010)
strongly disagree and ‘5’ indicates strongly
agree:
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1. Audit committee should not determine the
Shariah audit planning

ii. Shariah audit programme is necessary for
evidence purpose

i1i. Shariah auditor should ensure that all new
fatwas, rulings and guidance and
modifications to existing fatwas are identified
and reviewed for each period under
examination

iv. Shariah committees are aware with the
income purification issues and disclosed in
the Shariah committee report

v. The bank may appoint or employ exterpal
party or person to conduct Shariah audit
vi. Shariah audit engagement should

endorsed by the Shariah committee

vii. Shariah audit engagement shoul ' (‘}
recommended by the audit commi A
viii. Shariah audit engagement shoul®be & \3’

approved by the Board
X. Shariah audit processes shgyld irju
lo

in the Shariah Compliance%
1
S

o

Islamic bank \
xi. Shariah committee ghouldin

/

Hs

S

Reporting

audt ion) op t
t1 nd gbmpr
\ entafion

R\t
1Y,

in determining the S audi
Five-point Likert 1” thdic P
strongly disagreeﬂ‘ > 1in e trog@

agree: N
i. Shariah gudit W¢port sh‘uld cated
ongoing b% a mQAthlyr

Shariah gommsftee N& er%orting to
audit ¢ \tee l

a fi lation of the
br assurance of
i option or

principles and

The report sho@clude reporting on
hsan, ithar, ta’awyp, sabr’, syukur and

silaturahim

iv. The findings of Shariah audit should be
reported in the annual report of the IFI.

v. Shariah audit findings should be disclosed
separately from Shariah Committee report
i.c., Shariah audit report

vi. The findings of Shariah audit should be
included in the Shariah Committee report.

-Beekun and Badawi
(2005)
-SGF (BNM, 2010)

Independe

Five Likert scales. ‘1’ indicates strongly

disagree and ‘7’ indicates strongly agree.

-Grais and Pellegrini
(2006)
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1. A Shariah auditor should be independent in

-Beekun and Badawi

the execution of the audit (2005)
il. A Shariah auditor is a person who always | -SGF (BNM)
thinks of the concept justice in discharging | -Hanefah et al. (2011)

responsibilities -SGF (BN 0)
i1i. A Shariah auditor should act
independently without regard to self-interest \
iv. Shariah audit function should not be (')
attached to the internal audit department of an A
Islamic bank. Y.
Table 10: The Operationalisation of the Dependent Yes

NO. | DV Operational definition | | References

H, Performanc | Five-point Likert scales —’1” indicate g | _goodwin and
e of Shariah | disagree and ‘5’ indicates strongly agre \£9w 2002)
audit 1. The Shariah audit function shall erformefl by Og Mustafa
responsibilit | internal auditors who have acqui%uate [Adg 1(2009)
y: Regulator | Shariah-related knowledge and traigg ¥ 4 -ch Heang

ii. Shariah audit may be conducwﬁ ClFlsy,3hd  Azham
thematic audit on specialisedarea¥ su '(2008)
management audit and Anfi- ey ng &

Audit (AMLA). \’r @)

iii. Shariah audit on cgjtical ®re %kglr ¢ Jongucted

at least once a year %ﬁing ﬁs ile of

the IFL. "é a ¥ &

iv. The audit co € uponconfultaty ith the

Shariah Commi&h :V%n}e. thgepliverables

of the Shagjah i <

H, | Performanc | Five-poinQlglegrescales ?dio’&?s strongly -Ahmad and
e of Shariah | disagree and - inds'g{eb gree: Taylor (2009)
audit i. Sha 'Ndit s‘ou ver ariah rulings -Rizzo (1970)
responsibilit | ii. Sl&au iteg sheild oh&in and make -Gloeck  and
y: Shariah re Ms tg rgle Qoﬁs Jager (1993)
rulings iil.%nah udit si'oub est and provide -Hendrickson

nce Ny (1998)
'3 ? _{\

'H; | Performan ve-point Likert S@Es =’1” indicates strongly -Ahmad  and
e of Sh disagree and ‘5’&&&1cates strongly agree: Taylor (2009)
audit i. Shariah auditor is responsible towards the outside | -Rizzo (1970)
res%it financiers -Aryee et. al.

@ h i1. Shariah auditor should have a clear (1991)
urghce understanding of the business activities of the IFI
iii. Shariah auditor should develop a comprehensive
internal audit program or plan
iv. Shariah auditor should provide
recommendations on rectification
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v. Shariah auditor should attest and provide
assurance that the Internal Shariah Control System
(ISCS)

vi. Shariah auditor should assess the adequacy of
Shariah review

vii. Shariah auditor should detect fraud related to
Shariah \

vil. Shariah auditor should communicate results of C)
any assessment

viil. Shariah auditor should include objectives,
scope, personnel assignment, sampling, control an

duration in the Shariah audit planning A
Ha Shariah Five-point Likert scales — ‘1’ indicates ‘po % -IPPF (2013)
Auditor’s ‘5’ indicates ‘excellent’: -IIA
Performanc | i. auditor’s performance as prescribed in F '
e (Preventing errors, Detecting errors

irregularities, Communicating effecgivel \do X
Diagnosing problem, Coping w1té@smn ,’ ' ‘@

rules and Shariah rulings)

i -
N
v
Based on the table above, the list of hypotheses a lowg‘ é
Second Phase - Part A: Perceptions of responde n ud1t a 1 ap in Shariah

audit practices (independent variable co )

1) Hi: There is an expectation gap the res Iﬂie regulators Shariah
committee, internal auditors, ex ermudl Mh 1tors St Giticers
and the depositors) on the pr, \%han ha lﬂl@slamw banks.

Hia: There is an e ect " g the respondents on the

framework ofRQa h t‘izt inyhe Is@ ic banks.
N

Hip: Ther, Mex cja glzpd)ﬁong the respondents on the scope of
Sharia Q_}n thizls ga@q
ch is & ctaﬂ'& gap among the respondents on the

tena of Shariah a@ in the Islamic banks.
. There is an e)«pectatlon gap among the respondents on the
rocevses of Shariah audit in the Islamic banks.
H .: There is an expectation gap among the respondents on the reporting

of Shariah audit in the Islamic banks.

Hi;: There is an expectation gap among the respondents on the

independence of Shariah audit in the Islamic banks.
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Second Phase - Part B: Perceptions of respondents on audit expectation gap on Shariah

audit performance (dependent variables):

1) Haz: There is an expectation gap among the respondents (regulators, ShRg¥
committee, internal auditors, external auditors, Shariah auditors, Sharia g
and the depositors) in relation to the Shariah audit responsibility.

Haza: There is an expectation gap among the respondents c ing

Shariah audit responsibility as prescribed by regulato, x

H2v: There is an expectation gap among the resp S concerning

Shariah audit responsibility on Shariah ruling 'atf if, ‘uqud,

khiyanah, israf, tanajush, speculation and g :

H:.: There is an expectation gap among ‘espondents (r ‘ g
R\

Shariah audit responsibility to attest an vide .S;ba ia ssu ce in

the Islamic Banks.
X S’

2) Hs: There is an expectation gap amo@esponde ors Shariah
committee, internal auditors, exte u ztors_; i ztors Shariah
r’s

officers and the depositors) on @udl o @e in Islamic banks.
N ¥ LY

Third Phase: Factors affectin Vﬂkon gap ﬁh audit; Shariah audit

responsibility and Shariah auditor’s a rke'.};ﬂ ic banks.

1) Ha4: Framework is ‘&I\My
Shariah auditor’s, M'm cgl e?

2) Hs: Independen %ositi ely r¥afd to the Sharlah audit responsibility and
Shariah audi, %rfo?r nc>i) Is]

3) He: Comp Jis positigely ; : Sy

Shariah r's performance %
4) H7: Ll ]

itor's performance in Islamic banks.
e is positively related to the Shariah audit responsibility and Shariah
1@ s performance in Islamic banks.
6) Ho: Processes is positively related to the Shariah audit responsibility and
Shariah auditor’s performance in Islamic banks.

5) 8-
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The overall conceptual framework of the thesis is illustrated in the figure below:

| Audit Expectation-Performance Gap in Shariah audit I

{
v %

Independent Variable: Perceptions Dependent Variable: i) Shariah aud \
:’si‘ ,

i) Method - A series of
questionaires to test the
hypotheses developme,

on Expectation gap in Shariah audit responsibility ii) Shariah audit
performance
1
oo
1) Expectation gap in the practice of 2) Deficient standard 1) Deficient ormance
Shariah audit in the IFIs in these area:- )
a) framework Comparing the roles and Peﬁow the existing
b) scope responsibilities of Shariah dutjes of ! hariah auditors
c) processes audit function based on an jved performance
d) competency legal and professional in the§slamic banks.
e) independence standards and through J
f) reporting responses from survey 1f9Metl - A series of
and observations. i to st the
2) Method 1% phase — Open ended snl

questionaires and interview to satisfy the
propositions in Shariah audit practices

3) Method 2" phase — A series of

questionaires to test the hypotheses
development \ Y\:,
Figure 10: Conceptual framework of Audit gwtioﬂ!’e rma@ Gap in

Shariah Audit

7]
5.4.2 Selecting a Data Analysi egy A‘Q
X~ S
stat

. A P S . _
The final step is to select the apg% icajfaga yQ technique. To do this, the
research problem, ObjeCtives&xte@ata e underlying properties of the

statistical techniques arecmder d{ ’olra 9). To meet the purposes of this

study, descriptive ang%ntiz}l alypegwi applied. Descriptive analyses refer to
r

'
the transformation s data into a fonz;&t would provide information to describe a
ANg
set of factors wuation that will make it easy to understand and interpret(Cooper &
Schindler, . This analysis gives meaning to data through frequency distribution,

mean, and standard deviation. A cross-tab and chi-square analysis will be an added

value to the discussions of findings.

164



Inferential analysis refers to the cause-effect relationships between variables.
Inferential statistics used for this research will be correlations and multiple regression
analysis. Correlation analysis will be used to test the existence of relationships between
variables being studied. Inferential statistics rely on principles of probability s

whereby a researcher uses a random process to select cases from the entir ulation.
Inferential statistics are a precise way to talk about how confident a reseWr can be

when inferring from the results in a sample of the population (

addition, an exploratory factor analysis will be performed to ide
of an underlying dimension, or also called factor (Hair gt al. ¥199R). gh YQris
| S
extraction technique, it was evident which factors uld t}e 0 ider@ The
\lu 4
higher/lower loading factors will naturally producehlVg /10°‘ es. EY'
5.4.3 Statistical Package for theegjial St Vs t@we (SPSS) data

Analysis

/[/5?

The researcher chose SPE are a‘ at
de 1

standard deviation, percentlle\ her @;ﬁfe are significant differences

between groups (e.g. t-t t,&aly'

'arxaé? examine relationships among

variables (e.g8. correlQ— ult s; 10@ and perform complex data analysis

(Aripin, 2004). T c‘@surerr(e sgarc odel must be analysed by assessing its
N

reliability and . The measurema:bo model shows the relationship between items

and co% t1s defmed as the construct and assigns the items to them (Bollen, 1989;

Gefen e 000). The second step is the assessment of the structural model where the
relationship between constructs will be tested (Fornell and Larcker, 1981). In the first

step, the goodness of the measures will be assessed using validity and reliability.
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Validity tests how well an instrument that is developed to measures the particular
concept it is intended to measure (Sekaran and Bougie, 2010). The validity can be
analysed using construct validity, convergent validity, and discriminant validity, The
purpose of the reliability analysis is to test how consistently a measuring inst 0
measures the concept in the study (Sekaran and Bougie, 2010). In this‘nﬁfs?ep,

reflective measure can analyse the validity and reliability of the items. Hogver, for the

formative measure, the absolute value of the items weight will be ed (Moreno
and Casillas, 2008). l
NY.
o
5.4.4 Data Analysis: Introduction to Structur uatiop l]in@EM)
v
SEM allows researchers to assess the ov ] of a°fY10 €) as as test the

structural model altogether (Chin, 1998b; Gefen ub & B reauQOO) SEM not
only evaluates the hypothesised structu ea n \1 ’\s but the linkages
that exist between a variable and i ectgjsurq‘&(sEM is a family of
multivariate statistical techniqu g to ex'mm chr@nd indirect relationships
(6

es (gp and one or more dependent

nééllmg tool for conducting many

nt lae

between one or more indepe

LVs (Gefen et al, 00&
multivariate statistica @;

analysis, canonica ejation an d§\ wth curve modelling (Gefen et al., 2000;
.j S ¥
Urbach & Ah nn, 2010) N

plymg SEM correctly, it offers better advantages over the first
generat,banalysw techniques (e.g. principal component analysis, factor analysis, or
multiple regression) where it allows flexibility for researchers to interplay between

theory and data (Chin, 1998a). According to Chin (1998a), SEM allows researchers to:
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1) model relationships among multiple predictors and criterion variables; b) construct

unobservable LVs; 3) model errors in measurement for observed variables; and 4)

statistically test a priori theoretical and measurement assumptions against em

data. p?.

The two main approaches within SEM are a component-based appnﬂ*uch as

partial least square (PLS-SEM) and a covariance-based approach (CB-SR/H(Fomell

& Bookstein, 1982; Marcoulides, Chin, & Saunders, 2009; Odekerken-

Schroder, & van Oppen, 2009). These two approaches a lgar ng the

underlying statistical assumptions and the nature of fit stat{gtic they odu Ge&ﬂ'et

.\
al., 2000).

CB-SEM uses the maximum llkellhOO(%K \to Q&nse the
et@ etical model.

s’\povarlance matrix.
N

differences between the sample covariance an :se a'edlct

The estimated parameters attempt to repr odlﬁje obseﬁ\\*l
Ph oD
When applying the ML function, th rved%%s h@' to follow a normal
ent n

distribution and observations muEt b pen l a@ther (Chin, 1998b; Hair,

iV

le 06 the other hand, PLS-SEM’s

Ringle, & Sarstedt, 2011; Urbach &

main objective is to max1m e OV@etw the predictor latent variable and

the dependent latent va,‘_} k }f @VOSO 2009). PLS uses least square

estimation for sm n mulﬂ‘ nen odels and canonical correlation (Chin,

/S.

1998b). The P oach avoids mam@f the restrictive assumptions underlying ML

techniques ures against improper solution and factor indeterminacy (Fornell &

Books@z)

Within the literature, PLS-SEM is viewed as a method that is less rigorous and

/f/

not suitable for examining relationships between LVs (Rouse & Corbitt, 2008). Despite

all of the critiques, recently PLS-SEM has been applied increasingly in marketing and

167



other business disciplines (Henseler et al., 2009). Scholars are now accepting the PLS-
SEM method as a more robust estimation of the structural model (Henseler et al., 2009).
PLS-SEM is also viewed as an alternative method when CB-SEM distributjonal
assumptions cannot be met (Hair et al., 2011). Furthermore, the informatj ﬁ:
distributional demand required by CB-SEM is viewed as unrealistic for tRis of
inquiry especially in the social sciences (Wold, 1982). Hence, this study z&; with the
stance of not viewing both statistical methods as a competitive statistg ethod; rather,
it should be considered a complementary method (J oresl@ 1‘1, 1982). In
deciding which statistical method is suitable to use, thisgstudy*foll wMﬂ&mf
thumbs proposed by Hair et al. (201 1) for selecting betwesg CB-S a PL%EM,
NI
5.4.5 Rules of Thumb for Selecting (\G@ or P 0‘ M O‘&

Partial least squares (PLS) is used to ex ahe0 oties secté&fationships among
.
constructs. As such, software named SN LS Mplo\;éﬂ (Ringle et al., 2005).

Two reasons are leading to the ecti; of PISS. Fifst] rrent study has a sample
<

g
size that is lower than that of&thres 0 cg:tovations (Golicic et al., 2012).

ize is 237. Thésgfor®, PL
The sample size 1 \ :
restrictions on residua% atio . M1
4

in PLS. Third, watable fo x;ﬂain\’i!(g complex relationships (Shi et al., 2008).
&)
The present &model examines c}nplex relationships including a test of the

appéﬁ'iate. Second, PLS places minimal

xp@ multivariate normality is not an issue

media% le for attitude. Thus, the use of PLS is viewed as being appropriate.

Fourth, s suitable if a researcher intends to formulate a new research model in
predicting behaviours. A study by Golicic et al. (2012) has confirmed this view by

asserting that PLS is prediction oriented and attempts to explain variance in newer
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theories. Earlier works in Islamic home financing have not attempted to extend PLS in

their research frameworks (Abdul-Razak and Abduh, 2012; Tameme and Asutay, 2012;

\y

researcher determine which statistical method is appropriate. According tu&ir et al.

Amin, 2008).

Understanding the assumptions underlying these statistical methods ca

Y,

(2011), the selection between CB-SEM and PLS-SEM can be made b&.on a few
factors such as research objective, types of measurement mod fication, the
modelling of the structural model, data characteristics and m alu‘tion. These

authors suggest five useful rules of thumb, which can be usggd as aBuide w ek@g
| &

A
’ Y

First, when selecting between these two me% heor‘ \bher hae O dentify
the objective of conducting the research. CB-@an app te éﬂ-\od H0: 1S if

the research objective is to test or confirm %ory. \rs$ o }Q%' festing & fieony
Bﬂ% N

requires the ability to show how well a t 1 model s‘the@erved data (Barclay,

N N
Higgins, & Thompson, 1995). Accordv thef s, GBSSEM s more appropriate

for hard modelling where the aim’is tg miningt J%rlance ———— T T

N (3
the strength of CB-SEM. M&\he, P@ is g fervwihien fiis researdh objective
is for prediction and the(&}el‘cfm’en }ﬂls (iiégo known as soft modelling. In soft

%. : >
modelling, the foc% idgn

fy] f e@st prediction of relationships between
variables and thA)s is on maximis@fhe amount of covariance between LVs to

between PLS-SEM and CB-SEM.

increase the, \nterpretation (Sosik et al., 2009).

@ the use of CB-SEM is limited to research models that use reflective
constructs. Although previous studies have used formative measures within the
structural model, they usually lead to identification problems (Henseler et al., 2009).

For instance, the use of formative constructs within CB-SEM would create a situation
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where the explanation of the covariance of all indicators is not possible (Chin, 1998b).
Further, the use of CB-SEM in handling both reflective and formative constructs is
relatively complicated (Urbach & Ahlemann, 2010). On the other hand, PLS-SEM can
be used to analyse a research model that consists of both reflective and ﬂ@ e
constructs (Chin, 1998b). Using PLS allows researchers to use eithe&e tive,

formative or the combination of both reflective and formative construcmhe same

time. V

Third, using CB-SEM, there is a set of assumptions need e fu'ﬁlled before
further analysis can be conducted using CB-SEM softwar Th Ss mv%
the assessment of 1) data multivariate normality, 2) ob ion md endenc '&nd 3)

variable metric uniformity (Sosik et al., 2009). Usmg s the !?m o e
a normal distribution and a large sample size. the as 1olated CB-
PLS SEMitis a

SEM results will be highly imprecise (Halr 201 I

more robust approach and can be used t e aﬂa w 410% Rermality distribution.

Using PLS-SEM, data normality is m%\ ?v ct b@use PLS uses calibration
m

mechanisms, which transform any*110 normaj- Qﬁ thit aidheres to the centl

limit theorem (Beebe, Pell@sh@& E 1y, regarding structural model
evaluation, the PLS malr@}wils‘to t’!re&&Jthe theoretical model that has been

suggested based on % atur?a

(Sosik etal., 70(@6 residuals on mar@&t and latent variables are correlated in PLS;

thus allown@o ‘estimate” (Falk & Miller, 1992, p. 10).

t@'hlch alternate model fits the data better
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Table 11: Summary of the Rule of Tthumb in selecting between CB-SEM and

PLS-SEM
No. | Criteria to evaluate CB- PLS-SEM
SEM
1. | Research goal
1) predicting key target constructs

i1) Theory testing, theory confirmation or / /\z
comparison of alternative theories

111) Exploratory of an extension of an existing i?
structural theory

2. | Measurement model specification

1) If formative constructs are part of the /

structural model
i) If error terms require additional ?
specification such as co-variation

3. | Structural model
1) If a structural model is complex I y
) If a structural model is non-recursive i \Y.
4. | Data characteristics and algorithm !
i. Data meet distributional assumptions 4 \,Y.
ii. Data did not meet distributional assumptions 2 \

! . e h, o
ii. Small sample size consideration q?
&

iv. Large sample size consideration \co / O

v. Non-normal distribution
vi. Normal distribution

H &
= S
5. | Model evaluation « [
i. Use latent variable scores in SN e %j \‘Q /

I~
~

N
Based on the above f #lumby thigstydy a&opts PLS-SEM as the statistical method

to assess the rese del. 'f‘h ocls o\?he analysis in this study does not involve
the measurin No el invariance. The\fbcus of this study is prediction factors related
to membéng Swgtinuous knowledge sharing intention. Hence, the use of latent variable
(LVs) scofesfis important to examine the underlying relationship between the LVs. This
study uses a large number of LVs and complex modelling of a research model.

According to Henseler et al. (2009), PLS is suitable for large complex models with
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1. Audit committee should not determine the
Shariah audit planning

i1. Shariah audit programme is necessary for
evidence purpose

1i1. Shariah auditor should ensure that all new
fatwas, rulings and guidance and
modifications to existing fatwas are identified
and reviewed for each period under
examination

iv. Shariah committees are aware with the

income purification issues and disclosed in
the Shariah committee report

v. The bank may appoint or employ extcggal
party or person to conduct Shariah audit

vi. Shariah audit engagement should
endorsed by the Shariah comm

ittee
vii. Shariah audit engagement shoul
recommended by the audit com §
viii. Shariah audit engagement be_ ¢
approved by the Board
X. Shariah audit processes el

lude
in the Shariah Complia ual ofsac
Islamic bank x (
x1i. Shariah committeg invelve ire t
Cliguld i e Freyet

in determining the

Hs

Reporting

d
N

Five-point Likertage
strongly disagreN S’ str
N

agree:

1. Shariah ghudit zgort shioul 1cated
ongoing b%ith a thi¥y ge to
Shariah%n tti

audit& itte

il. rialaud 1S a ulation of the
aufi gréeyof assurance of

miogh on
el nd7:) rahensife adoption or
%Emeft tiopo Sl@h principles and
ings b 4

i11. The report sh. include reporting on
ihsan, ithar, ta’aun, sabr’, syukur and
silaturahim

iv. The findings of Shariah audit should be
reported in the annual report of the IFL

v. Shariah audit findings should be disclosed
separately from Shariah Committee report
1.e., Shariah audit report

vi. The findings of Shariah audit should be
included in the Shariah Committee report.

-Beekun and Badawi
(2005)
-SGF (BNM, 2010)

Independe
nt

Five Likert scales. ‘1’ indicates strongly

disagree and ‘7’ indicates strongly agree.

-Grais and Pellegrini
(2006)
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Table 11: Summary of the Rule of Tthumb in selecting between CB-SEM and
PLS-SEM

No. | Criteria to evaluate CB- PLS-SEM
SEM

1. | Research goal

1) predicting key target constructs T

1) Theory testing, theory confirmation or / c\

comparison of alternative theories
111) Exploratory of an extension of an existing
structural theory

2. | Measurement model specification

1) If formative constructs are part of the
structural model
i) If error terms require addition
specification such as co-variation /
3. | Structural model
1) If a structural model is complex ™
1) If a structural model is non- recurswe AG}
4. | Data characteristics and algorithm —
1. Data meet distributional assumptions \3.
ii. Data did not meet distributional assu X
ii. Small sample size consideration 0\ é

v. Non-normal distribution

TR L T

iv. Large sample size consideration\%

vi. Normal distribution 1 ,Q\/
del eval %7 f q Q:‘}
5. | Model evaluation =
i. Use latent variable scores 1 \@ e Msego /

ii. Requires global goodn Tt cierl
nt mofel i vdri@% /
f

i11. Need to test for mefs

N
1 O
&>
Based on the abov f thujnb, Jhi$ s @dopts PLS-SEM as the statistical method
'3
to assess the model. ﬁ)cuwf the analysis in this study does not involve
the measur f model invariance. T e focus of this study is prediction factors related

to1 6 ontinuous knowledge sharing intention. Hence, the use of latent variable
(LVs) es is important to examine the underlying relationship between the LVs. This
study uses a large number of LVs and complex modelling of a research model.

According to Henseler et al. (2009), PLS is suitable for large complex models with
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many latent variables. According to Urbach & Ahlemann (2010), large complex model
refers to a research model that has 100 constructs and 1,000 indicators. The ability of
PLS-SEM to estimate the correlations between the residuals and assess their impacts on

Ng
O
N3

the model make this technique the appropriate approach.

5.4.6 Partial Least Square (PLS)

PLS was originated by an econometrician named rmold in the 60s and

70s (Chin, 1998b). PLS is a family of alternating least s algorkhms g#hich extend

L
principal component and canonical correlation analy@ensel et af, iO‘O\Q.dts path

models are usually defined using two sets of linea? ons kél S th@%asurement
h

v
é‘nea reme{?nodel specifies
&

the relationships between unobserved or N riables (@) whgpbas the outer model

specifies the relationships between an;%d ias sfvariBles. The inner and outer
sthct

“« Q-
model sometimes also known as t ura easﬂ&hent model.
\ . 2
According to Pettecet R (2009), 1 ejn@nsistency is necessary for a

F 4 '
sureg(ape required to ensure the measures

s

® (- dimensional and if any measures are

model and structural model (Henseler et al., ﬂ@

reflective construct. Integgal re abi

are reliable. A reflectaye st

( ; ’
removed; it woulﬁot ect fe elﬁ v\ lidity (Petter et al., 2007). On the other hand,
formative in:% need{l :onﬁd nor have high internal consistency and any
t

changes i\ rmative measur&cavill cause variations in the underlying construct
(Jarg a1, 2003). A formative construct causes the latent construct representing
di dimensions of it (Gefen et al., 2000). These observed variables are not assumed

to be correlated with each other or to represent the same underlying dimension (Chin,

1998).
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5.4.6.1 Measurement Model
Based on previous studies, the validation of a reflective measurement model can be
established by testing its internal consistency, indicator reliability, convergent validity

and discriminant validity (Lewis, Templeton, & Byrd, 2005; Straub, @ au, &

Gefen, 2004). A

a) Construct Validity V

Construct validity shows how the results are obtained from¢ghe Re of such measures in
igne W and Wax,

e
t, it can

2010).This can be evaluated through convergent and jminart val IW_{QS

accordance with the theories around which the test i

be seen at the respective loadings and cross loadinwgse% areqproblems with
v

any particular items. The cut of value used fi Mgs a?‘P.S signffgant (Hair, Black
a &;

et al. 2010). As such, if any items with thake#).5 on two or more

NN
factors, then they will be deemed t@g ﬂi T Qg'}loadings.
LB
N ,Esj Kog
X~ [ Y
b) Convergent Validi l 0
The convergent validi@e !Tee Whi@nultiple items to measure the same

N
concept is in agree@}\s rg%%l!yﬁ) H%{r et al. (2010) the loadings for all items
should exceedh%%gomp nd ¢ ah@f 0.5. Composite reliability values, which
e i

e to which the co\nd;uct indicators indicate the latent variable, should

ng of hi

depict the

exceedt@mmended value of 0.7 (Hair et al., 2010). The average variance extracted
( @asures the variance captured by the indicators relative to measurement error,
and it should be greater than 0.50 to justify using a construct (Barclay et al. 1995). The

best AVE should be in the range of 0.511 and 0.912.
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¢) Discriminant Validity

The discriminant validity of the measures (the degree to which items

differentiate among constructs or measure distinct concepts) was assessed by examining
the correlations between the measures of potentially overlapping const@ems
should load more strongly on their constructs in the model, and the @variance
shared between each construct and its measures should be greate?m the variance
shared between the construct and other constructs (Higginwal., 1999). The
correlations for each construct are less than the AVE by tifiy ato[s measuring that
construct indicating adequate discriminant validity. In& rrwr‘nenyt_ model

demonstrated the adequate convergent validity and nant vialigas¥. bs,@ Fornell-

¥ 4
Larcker’s criterion requires an LV to share moreWnce\uQ ass@gg indicators
than with any other LV. Thus, the AVE onV hqulga¥e gl&l{ than the LV’s

highest squares correlation with any ot em T o{ g{validity guidelines to
&

assess a reflective measurement mode tedyin T,

“ QS
N .
J f@Assessmg Reflective

&elines

Validity Type
NGR > 0.7 (for exploratory study)
“CR > 0.8 (advance research)
CR < 0.6—lack of reliability
Item’s loading > 0.7 and
significant at least at the 0.05

1. | Internal consistencK
2. | Indicator reliexé
level

3. | Conve idi AVE>0.50
4. —Ii_%nt validity | Cxgss loading Item’s loading of each indicator

1s highest for its designated
% construct.
Fomell and The square root of the AVE of a
Larcker construct should be greater than
the correlations between the

construct and other constructs in
the mode
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d) Reliability Analysis

The Cronbach’s alpha coefficient and composite reliability were used to assess the
inter-item consistency of the measurement items. All alpha values are a@ as
suggested by Nunnally and Berstein (1994). The alpha value ranged fro (h 10 0.919
shows that the data is strong and relaible. Interpreted like a Cronbach wa for internal
consistency reliability estimate, a composite reliability of 0.70 °Wer is considered

acceptable (Fornell and Larcker 1981). i '

e¢) Structural Model é v.)’ | ,@
\" F

N
Validating the structural model can hel@se col‘er evalt‘l. systematically

whether the hypotheses expressed by t &t m reysipported by the data

(Urbach & Ahlemann, 2010). The st alegmodgl &an be analysed after the

measurement model has been valim SIN h§§, a structural model can be

10 ‘Skzs)nd path coefficients.The first
(o

important criterion f(@singl S s ral model is to evaluate each

&‘)&’Rz). R? measures the relationship of an

&é. According to Chin (1998b), a value of R?

2

-

evaluated using coefficien ermi

4

dered substanti IRValues around 0.333 are average, and values of

around 0.67

0.19 an \ are considered wek

examining the path coefficient value, a researcher is able to know e
sﬁf the relationship between two LVs. To examine the relationship between two
LVs, the researcher should check the path coefficients, algebraic sign, magnitude and
significance. According to Huber et al. (2007), the path coefficients should exceed
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0.100 to account for a certain impact within the model and be significant at least at the

0.05 level of significance.

55 CHAPTER SUMMARY 3(‘)

The overall process can be summarized through the process flow bv-

>
T
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1) FIRST PHASE: Reasonableness Gap
(Method: Interview)

2) SECOND PHASE
(Method: Questionnaires-
test the hypotheses)

Determine reasonableness gap
components in Shariah audit

practices based on t I1A
guidelines on the setting § and
dit

operations of Int u
and ::%

department from
interview sessio

T

Expectation gap @ Siriah audit practices

PARTA - Reasonabw;;gap:
r

in the IFl in the f n eirea:
a) frame Kd
b) scop ™,
c) proce | ‘\C}
d) co tency.,

% 5

ce

¥
ﬂ.
re l%

\y
=

gap;

PARE ?r
i¢iepsStandard: Shariah

i)
- udit onsibility on
a)re Qlations b) Shariah rulings
a % attestation and
? [ @n.\g‘;ance.
'
ii) CJQ

deficient performance:
expected standard of Shariah
auditors performance of
auditors existing duties and
auditors perceived
performance.

Factors (Reasonableness gap components;
Framework, Scope, Processes, Competency,
Independence and Reporting) affecting audit
expectation gap on:

1) Shariah audit responsibility

1) Shariah auditors performnace
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STEP 4 :Analyze the findings

a) Existence of Expectation gap b
Shariah Committee, practioners i
Kruska

N
gall ess of the Research

&’

se, this study has taken the first step by developing components of

i relf:

During the

'rea50® gap' on Shariah audit practices based on literature and Institute of

Internal Auditors (IIA) guidelines on the setting up and operation of internal audit
departments. The second step of the study involve confirming with the subject matter

expert in Shariah audit on the components of Shariah audit practices (framework, scope,
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independence, competency, processes, reporting, responsibility and performance)
thorugh validating the interview questions and survey questionaires. The method
involve at this stage is qualitative method. The expert that involves at this stage a%
practitioners related to Shariah audit function on Shariah audit practices. \
During step 3 which also at the second phase of the thesis, this studAsvelop a
questionnaires based on the interview feedback and distribute the survey&c;t'ionnaires
to the regulators (BNM), Shariah Committee, internal auditor rnal auditors,
Shariah officers and the depositors. This is to gain empirica ente '(he existence
of expectation gap in Shariah audit practices in the IFI ep 4 of fhe ms@l've
analyzing the findings on the i) Existence of Expectatio bety e Rega ators;
Shariah Committee, practioners in the Islamlc b h\pOSlQ& Method :
Kruskal-Wallis and Man-Whitney U- te ntitatlv cO‘ﬁ’) Determine

reasonableness gap and performance gap : i%nt sta e’ﬁcwnt performance)

Step 5 which also the third phas e thesjs in of've ermmmg factors that
significantly related to expecta E n a% * actice on Shariah audit
responsibility and Shariah auditor erfe{ lfé\method used at this stage is

{0

quantitative on SemPLS.
O

\ 2.9
é—’fus

N
S
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