CHAPTER THREE
LITERATURE REVIEW
3.1 INTRODUCTION
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This chapter reviews research on the Shariah audit a%a. 1t expectation gap
ria

from different perspectives. Given the paucity of studies

includes literature in the conventional audit. The first sec of the ter Q&amines
h

li audit, the review

| &
e diffefen ersp&'éives on the

| - - I’
Audit expectation gap in the following section. Wext \ehapteﬁhhghts on the

relevance of expectation gap in Sharia\a%Vpractl e @rmation from this

chapter will be used to guide the fo%lation&g?e @k instruments used to
N\
investigate the current state of m%pecation aap @- hariah audit in IFIs of
\
\ S

Malaysia. e
y N \J J,&o

3.2 AUDIT EXPECT % G >
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Auditing onveftiogal ppe tives is also known as a statutory audit.
A 74

Statutory auddg 1S%¢quired bya c

ouptry’s laws, which is sometimes called an external
audit sin Ncarried out by exte

on the definition of audit expectation gap. Followe

S

E

J’QA%
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al auditors. A Statement of Basic Auditing Concepts
(19 e American Accounting Association (AAA) Committee defines audit as:

71 systematic process of objectively obtaining and evaluating evidence
regarding assertions about economic actions and events to ascertain the
degree of correspondence between those assertions and established criteria

and communicating the results to interested users.
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The American Institute of Certified Public Accountants (AICPA) deﬁn@ as:

The objective of the ordinary examination of financial stat% by the
independent auditor is the expression of an opinion on IW ness with
which they present, in all material respects, financial won results of
operations, and cash flows in conformity wi ner, ally Accepted

Accounting Principles (GAAP).

Statutory audit or conventional audit are &ed erjlin thQA/ahdlty and

reliability of the information provided by orga jsatio \h~ is al YTO provide an

assessment of a system’s internal contro@usatlo enséw). The goal of an

_.JZ

audit is to express an opinion on the c1al S t A1't 1s being prepared in
=

accordance with the approved ac S dar Bf @untry. Due to the limited

resources and time constraints, it S'eks ro@reasonable assurance that the

(

statements are free from n%l is nf (?%.Ce statistical sampling is often
adopted in audits. In t as of Aanc aud set of financial statements is said to
be true and fair wh ar fﬁ:e gn!ate misstatements - a concept influenced by

both quantltat erxga q a ve factors
Th irement to have ual statutory audit of certain companies audited
by a qualifygg professional accountant, as required by Malaysian Companies Act 1965
c Bankmg Act 1983, is designed to protect the public interest. The assurance

offered by audited accounts should enhance the confidence of all parties, which are

concerned, with the affairs of institutions. The statutory audit provides assurance on the
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reality and fairness of an IFI’s financial information; advice on controls and processing
system weaknesses and confirmation of accounting treatments on complex transactions.

Auditing 1s a vital part of accounting. Traditionally, audits wvainly
associated with gaining information about financial systems (late 18005@) and the
financial records of a company or business. However, recent audlflr&as begun to
include non-financial subject areas, such as safety, security, immon systems
performance, and environmental concerns. With no -lfv organisations and
government agencies, there has been an increasin I @aance audits,
examining their success in satisfying mission objectiggs. The perfo in(:@‘-dit was

&

introduced during the 1960s-1970s. As a result, ther®gre nogv dudj prc@ionals who

specialise in security audits, information sysfw dits‘ an ocia@g'environmental
audits which were introduced in the 19ND evolutio N

f al.@ expanded in 2000s
whereby according to Ibrahim (2009), \&v-xe remsg o
% 0
teaching. Thus, Shariah audjt mttoc*lce | @ the demands in ensuring the
X it

@nt of the IFIs, the public
C—J
activities and operations of

\ Is ase&
The notion o@ect ne@: is é@w’ and one of the early applications
|
L4 )
of the concept was%'ne rfatxo 1{ b g’een accountants and users of accounting

reports by Lig&@.ﬂ-‘ﬁ;)?i theConcept of an expectations gap to describe the

apparent é@f accounting and‘@.ldltmg to warn users about impending corporate
colla defined the expectations gap as the difference between the levels of
eé@eﬁomance ‘as envisioned both by the independent accountant and by the

user of financial statements’. However, according to Wartick and Mahon (1994),

4/0”

Wartick and Wood (1998), and Reichart (2003), expectation gaps are inconsistencies
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between views of “what is” and/or *what ought to be’. Three types of gaps can emerge
and each type calls for a different response:

1) Factual gap: This gap involves a dispute between two groups ding
inconsistencies in the fact (‘what is’ versus ‘what if’). Factu@?;:ZI for
objective responses to specify the facts and clAp possible
misconceptions. Y.

2) Conformance gap: This gap involves one p??perception about
inconsistencies in how another ought to li%heir current

behaviour (‘what is’ versus ‘what ought tofige”). : \Y'
| S

3) Ideals gap: This gap entails inconsistencieNgetwegh to artie§yperceptions
\ N
e ve@s‘.what ought to

about what one party ought to do

dO’). \
According to Porter (1993), instead ng it 1 Iéstatlon gap, it should be
[ ",
-, U Qs .
ap ce P refl the gap between society’s

named ‘audit expectation-perfom\
. : S
expectation on auditors and,so s pefcep IS @fe auditors’ performance. The

figure above indicates that the hag( j({ ponents:

1. A gap betwee:@ S
¢ ! C?(J
rcasonably l%ect to (ﬁlp{lj (‘reasonableness gap’)
Y

2. A gap %t‘l wlﬁtﬁg)?ty c{!&:asonably expect auditors to accomplish and

vé are perceived to«&}{eve (‘performance gap’)

w
The ce gap can be subdivided into two components, which are:

ect{mditors to achieve and what they can

] F¥gap between the duties which can reasonably be expected of auditors and
auditors existing duties as defined by the law and professional promulgations

(‘deficient standard’) and
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2.2 agap between the expected standard of performance of auditor’s existing duties
and auditors’ perceived performance, as expected and perceived by society
(deficient performance) T

In Malaysia, few studies are conducted on the audit expectation-per for%\gap that
highlights the duties and roles of the auditors. Fadzly and Ahmad (Zmdressed the
issues on expectation gap of auditors and investors’ perceptio (mlefs and audit
function. The study involved two parts. The first pa wﬁs evidence of the
expectation gap. The second part focused on the contr X eri% investors to
study the effect of reading materials on respond?pect ions Tre.gﬁgriment
revealed the effectiveness of the use of reading ma¥erials £o_e ate\’fﬁ'é users and
A\Y'

The Cohen Commission (1978) United tes @Amenca extended

Liggio’s (1974) definition by taking oun% ? a/.g\nay exist between what
é g&ould reasonably expect to

accomplish. Later, Porter (t‘) %es ‘hat § ition of audit expectation gap
an

provided by Liggio (1974\ Egdn (1978) is too narrow as they fail

to recognise that aud@y cc phs@expected performance’ (Liggio, 1974)
or what they ‘can E T sov/bl olld’ (CC—?)hen Commission, 1978). She argues that
Ot

correcting some misconceptions on auditing 3 ysinﬁ

the public expects or needs and

\
these deﬁnm %@ldard performance. Porter proposed that the

study of tKA expectation gap@uld be structured in a more extensive way which

allow erent components of the audit expectation gap to be identified.

Owous studies in the US (AICPA, 1978; Schelluch, 1996), the UK

(Humphrey, Moizer, & Turley, 1993; Porter & Gowthorpe, 2001), Australia (Gay,
Schelluch, & Reid, 1997; Monroe & Woodliff, 1993), South Africa (Gloeck & de Jager,

1994), Ireland (Robinson & Lyttle, 1991), New Zealand (Porter, 1993), Malaysia
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(Fadzly & Ahmed, 2004, Teck Heang et. al., 2008), China (Lin & Chen, 2004),
Barbados (Alleyne & Howard, 2005), and Egypt (Dixon,Woodhead, & Sohliman,
2006), Singapore (Best, Buckby, & Tan, 2001), have indicated the existenc audit
expectations gap. Previous literature indicates that audit expectationgga ists for
several reasons. Humphrey et al. (1993) and Porter and Gowthorpe (ZHN for example,
have argued the gap exists due to a deficiency in an auditor’s perfo%?ce and auditing

standards. Pierce and Kilcommins (1996), Boyd et al., (v& and McEnroe and

Martens (2001), argue that the gap exists d@vthations and
L]

p
misunderstanding of the meaning of auditing by thegusers. Thdse s bes est that
. \
the users do not understand the audit functions an role pf Budjlors. Qonsequently,

they have unrealistic expectations of auditors Earl¥r, r

of Chartered Accountants (CICA, 198&%0ner
tiegs as the components of

performance, deficient standards and %sonabl\p‘c
2’5 S

the audit expectations gap. Howe@c@i&k@y conducted by Porter and
Gowthorpe (2004) has shown twﬂese iOm Int e changed over time although
the perceptions of pessimis%o t ﬁvzﬁ"{fﬁps have not been eliminated.
Research on t@x i
little attention by @he 14

conducted on % audgt pragfices inVfalaysia. One of the early empirical studies has

Y

been initi Hood and Buc@y (1999) on the audit expectation gap between

\b b
y th@adian Institute

esé&ished the deficient
AN

sga he Shariah audit practice has received

| ﬁgf o .
: & a limited number of studies have been
N

ﬁnanc@eli gious (Islamic) auditors in Bahrain. Hood and Bucheery (1999) further
agped Ywat religious audits in Bahrain seem to complement the financial audit by
external auditors. Nevertheless, they questioned whether or not religious auditors have
a set of religious statements to audit as compared to financial statement audited by

financial auditors. They found that financial audit expectation gap does exist in Bahrain
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but not for religious auditors. They also found that financial auditors and religious
auditors in Bahrain seem unaware of what each other does. Hood & Bucheery (1999)
presumed that this finding might be due to the respondents’ lack of under: g on
the subject of the religious audit. (§W
Normative accounting judges whether a situation is desirablé‘&ndesuable. It

is an expression of judgement on ‘what ought to be’. The practig of Shariah audit

should be seen as a normative approach or positive app o 1its development.

Sulaiman (2005) mentioned that “what ought to be i e@le)” may not

coincide with “what is actually desired (the de51r d iB co uen&?’what is

actually desired” may not be the same as “the actua actlc? the agproach made
\m v

by Sulaiman (2005), Kasim (2009) conducteN y irhf g t@) between “ilte

desired” and “the actual” practice of S diting 1

The desirable practice is to conduct h aud1
that the current practice is done at erna evel nn' T&'study conducted by Kasim
(2009) is in line with Wartic Ma'on §amck and Wood (1998), and
Reichart (2003) which defined gfe e g%éJ@s inconsistencies between views of
‘what is’ and/or ¢ wha@o ' . Basgd on 1terature, expectation gap in auditing
is derived from the at ides !: I%i)rmatlve and positive approach. Since the
nature of aud ughtﬂébe from the regulators perspectives and the
societies the audit as wha&; it should be.
erent approach in justifying and illuminating stakeholder theory is
@ay the normative strand (Dusuki, 2007). Stakeholder theory proposes narrative
accounts of moral behaviour and philosophical guidelines for the operation and

management of the corporation in a stakeholder context. It explains what the firm ‘ought

to do’ both regarding the ends it pursues and the means it utilises, as well as why these
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‘ought to’s are appropriate. Similar in auditing, the society expects the auditors’ ‘what
ought to do’ to follow social expectations. Due to that, auditing departs from the
normative stands. It recognises the existence of different users that rely on tYﬂitor’s
report, which leads the auditors to take the interests of all the grou@ account.
Shariah audit also stems from the normative approach. In Islﬁn&banking, the
objectives have remained vague in the vision and mission sta%X.of most Islamic
banks and largely suggestive and normative in the writl f Muslim scholars
(Mohammed & Taib, 2011). The normative appro iiclUde xlmr y significant

4
values essential to effective management decisions. example, 1 quf_g?{s of the
1ikSy t

o v#id thg/Shari¥ compliance

NI

aspect, then the institutions are obligated t%l« ntoxaccoynt thigdroup in making

Islamic banking have a right to products that are

: c‘a &
decisions about product design. Thus, 1 vidles evide thaOvhat ought to do’ is

. . . 7 A
significant to the Shariah audit practjcte* A
]
u
%Udl tati

S
This research used the no\

i Q—erformance gap that refers
Y
to Porter’s model (1993). &mwe’ to *her e n@s, Porter’s (1993) definition is
seen as more precise, cowre si &{ ac{@vAs described above, her definition

takes into account {l&ssi 1

made&.rate performance of auditors and the
bR
né bU e users, which fits the present auditing

reasonable/unrca expecta
o o)
environment.% gh hé gitio%_ given in the context of external auditing, it is
N
argued th@deﬁnition is appl‘i@)le to the context of Shariah auditing as “the basic

pringi erning the issue of audit expectations gap is the same” (Chowdhury, 1996).

t€ audit expectations gap in this study refers to the gap between the expectations
of Shariah committee, internal auditors, external auditors, Shariah officers, depositors
and regulators (BNM) on Shariah audit practices in the Islamic banks. The expectation

also includes the performance of the Shariah auditor and the respondents’ expectation
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of what the Shariah auditors could and should achieve, and what Shariah auditors
believe they could and should achieve.

According to Porter (1993), to narrow the audit expectation gap effopmpgly, the
nature of the gap needs to be ascertained as different components of require
different methods. Porter’s framework of the audit expectation ga&sists of three
main components; 1) Deficient performance on the part of] alm, it) Deficient
standards that fail to live up to the reasonable expect tic?the public, and iii)
Unreasonable expectations on the part of the public. € ng@ow) adapted

. . . ‘ .
Porter’s model on audit expectation-performance Agai&h the gbjec e,to &nne the
¢ stwe

audit expectation gap in Malaysia. Based on y, 42 Qugks ()f\yﬁditors were

examined including; 1) the legal requiremenagof gudi

the Malaysian Company Act 1965); ii) twa s of audi
m'fn

q
te&ﬁ%— not yet legislated duties of

Approved Standards on Auditing ( t

>3

AN ‘
L’)\&undermg Act (AMLA),
and other relevant legislation; an'& eo expec

N
auditors. These duties descgibe e a+itin 1 te@e, focus on the following roles:

DaQ mfx@sdgnals of probable company failure;

e so@ency of a company and the accuracy of

i.  Duties of auditorwr 1
ii.  Duties of aud\&)
Syt
)
ap®Neport fraud and illegal activities; and

a compan
1i1. Dutie%iitors‘tﬁ)?t Y'
iv. D auditors to repoﬁ%atters of concern to relevant regulatory authorities.

urvey found that an audit expectation gap exists with respect to 31 of the

@ of auditors examined. There are different expectations exist between the

d
!

auditors and non-auditors. The analysis of the nature and compositions of the
expectation gap, based on Porter’s (1993) framework, shows that six non-statutory

duties of auditors were considered by those selected respondents to be “unreasonable”
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naie DT dunes were considered as reasonable” expectations of auditors

funes wore then Classaiticd as “deticient standards™  Thas study also tound that

mne statutorny dutios were constdered by the sclected u‘\pnndcnl\ 10gN ‘ tfrom
deticient nectormance by Malavsian auditors *j
1.2.1  Different Perspectives on the Audit Expectation )

Numerous caises for the enistence of the audit g ations ‘.'p haye been put

fover the vears The eypedtations gap cvists a

@
result offa naQergl Tv_‘ by
| &

!mm_?—}.nuimnu
Y
w to X (1991), the

nrotession nadentitvinge and reacting ¢o

cnvironments and pubiic cypodtations | IH\'%;z‘) ﬁ

auditcvpectations vap was g diredt r\'\xll[\hnll(“‘l \
partics” (p N4 bhetween the public .m‘t?}f* .m\hlm\\f‘kpw\w \éuppmlcd by Sikka et

Al C19aN i whidh they arvucd :?:%m.ll Qn\l pPYhiigeal @c\t\ can give imdication

m.l]l):\n he
n\\h
l\c!éﬁn two contending

within wh CAPCLtalions A iymglariYed, BV d .m:\kl‘mxlmmcd" (p. 300). They
contend that audit as o x.umc": SU l}'\'lcx v constantly shitting meanimgs

angessphitnnuously through imteraction and

&

rx;\c@c 15 that the audit expectations gap will
L0 'YB“ misunderstanding torms part ot the elements
D audit cxpectations gap. This view appears to be

-l e ent Vi h
< 0 CODNVTPIN \

tesston as g detence to the growig crniicism on auditors: As

N 1O
, oot the profession was that users " perceptions of
Jie it owere Y sther tian o with any o siemificant problem with
/i ‘ il
Thie 1o another reason sdentiticd tor the audit expectation gap due 1o unreasonable

NS




cvpedtations and o msundenstandinge by the audit reports users over the audit functions

rostent wath the iindimgs trom Porter & Gowthorpe (2004). Tt found that

\ of the

d that the

mable cxpectations by the public were the main factors representiy

pertormance wap o the UK Humphrey etal (199 28
1t cvpectations ap wascaused byothe pubhc’s misunderstaiggf® ot the audnt

tunction, by over-ovarecrated rosponses to the olated f.ll]lnu\Nll\ldll;l] auditors

s Jetnvgly respondimg o

IV \\d )

oLy
Another poimt ot view s that the audit expeolaio®R pap & a ul‘ o drporate

tarlure This corporate tatlure, mturm, s reparded Tt taglur OrpOrNe collapse s

méxhc.\, htigations

on the prounds that they have pertormed the : 'nQ 1|’n\\O. 1994) Such tocus

and by musappreciation of the exvtent to which the protess

public mterest demands and enhancmy the quahty ot audi

alwavs accompanicd by sorutiny ot the rolgk o

18 sharpenced when the collayg

VATCITNIONTS A1 IV N an ung

h] lkée‘\[\\‘l.lllﬂll\ and accountabihty

1¢ \11117\'!!‘“'11:& AN

m\\@;\c (2004) where th“\ \llg}:L‘\lL‘\i the

ﬁ@; both in the UK and New Zcaland™ (p. o).

wlﬂcﬁjﬁlcll\mc.\" (p. 472) This view s
supported by the

stpnihicant and
parthy contrl
reasonable to pomtout that the changes in the auditing environment
capestations questions However, the underlyving reasons for the
tevpedtations pap he onits main plavers: the auditors and the users
On one hand 1t 2 direct result ot the audit protession fathing to respond appropnately

to new 1ssnes ansing trom changes in the audit envirtonment. For example, the refusal
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of auditors to assume the responsibility for fraud detection and reporting exercise and
their involvement with non-audit services extended the audit expectations gap. On the
other hand, the gap exists due to a misunderstanding or a lack of knowledge of t ]

over the audit functions. This misunderstanding then leads to u@'lable
expectations. \
tion on the

In terms of Shariah audit practices, there is a different%za

auditor’s role and the Islamic framework within which auditor orm their duties

(Briston & El-Ashker, 1986; Abdel-Karim, 1990; Khan as w llas issue of

independence of the auditors (Abdel-Karim, 1990). The ’s rolefis ¢ ?aregg. that
A
; el-Kfiri 90)NBased on
Sa Y{?
inv‘u haria@pante audit,
ex-post audit, determination and paymerN kat a opt@<< of appropriate
AN

n
accounting policies. Conclusively, the %the i 50 r.éed as wider in scope
=y
jnce

(]
egq e . q . . .
and accountability chain (Khan, l9ﬂ ce t 9§0s, @'iscussmns on religious

N
auditor’s role and Shariah aEit %ponsit{lity Fta'veﬁn discussed thoroughly b.
di rg

arQy @hsibilities requires the religious

=3

maz&}%}management, Islamic jurisprudence

of conventional auditors (Briston & El-Ashker,19

Abdel-Karim (1990), the SSB function is purp

According to previous studr&

auditor to be knowledge&&acc

’
(at least on Islamic fi %l tralsajti

& El-Ashker,198§:pABdel-Kaw ,j99@han, 1985). Chapra and Ahmed (2002)

: >4 : :
argued that st be Shariah cleac{@d and audited. Also, it is necessary to provide

assuranc%l the transactions of the IFIs are actually in conformity with the verdicts

|
s; a@(?ng and other relevant subjects (Briston
N

of t SBY” These are essential corporate mechanisms in IFIs for creating confidence
in depositors and stakeholders with regards to their compliance with Shariah
requirements (Grais & Pellegrini, 2006). Chapra and Ahmed (2002) assert that the SSBs

could perform Shariah clearance. However, Shariah audit is difficult for the SSBs to
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conduct because of time and/or staff constraints. Preferably, they suggest, existing
chartered audit firms should acquire the necessary Shariah expertise to enable them to
undertake the Shariah audit (Chapra & Ahmed, 2002). Thus, 1deally,w
compliance audit would be internally and externally conducted.

According to Abdul Rahman (2008), due to the restriction of the&s scope of
work, the SSBs rarely carry out rigorous internal Shariah review g.(ex-ante and
ex-post) on the operations of IFIs. Although efforts h vev made by some
jurisdictions to address some of these issues and as well rious wnenges of
IFIs by introducing external institutional structures to out ek-po iha‘@.audit,
inconsistent pronouncements in different operatigna rlsdwt nsgof th&'lFls have
derailed these initiatives (Grais & Pellegr& recommend

al an

development of a framework based on bo ma angements to the

firm with an emphasis on market disg 1 as a guide to SSBs

through standardisation and harmo

self-regulatory association. St a?amew

of interpretation and improve th

review of transactions \0\& be
[ ]
auditors would be rﬁg@ible Ior e

the IFIs’ activit
& F
nding its nature b&lccountablhty and scope, the product of SSB’s

role 1s v, %ﬁ attachments to external auditors’ annual financial reports or as internal

00 directors who state their opinions in annual reports as to the Shariah

compliance of IFI (Briston & El-Ashker, 1986). Researchers in this period were critical

Q1 of ragts a actlces by a professional

th e uniformity and consistency
éﬁl contracts. In this framework, a

ledgby lF@mtemal review units while external

|
r&si&g} n opinion on the Shariah compliance of

of this arrangement. For instance, Abdel-Karim (1990) sees the confinement of SSBs

to Shariah matters as akin to the separation between religious and external auditors and
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thus incompatible with the tenets of Islam. This is confirmed by the findings that while
both religious and financial auditors are unaware of what the other does, there is an
audit expectation gap for nonreligious auditors (Briston & El-Ashker, 1986). Y.
Simultancously, new themes such as the need for Shariah audl ar1a
clearance by IFIs (Chapra & Ahmed, 2002; Abdul Rahman, 2008&55%5 and
challenges of Shariah auditing (Grais & Pellegrini, 2006; A dumman, 2008;

Mulyany, 2008; Kasim, 2009; Kasim et al., 2009) have been Whted. The issues

and challenges include independence, confidentiali n et@liﬁcaﬁon,
inconsistent pronouncements, scope and timing of audif@Shariah pudit v'de 'eg.audlt
programmes and procedures and an independent regulat®wy bodg. Basgt on tRE previous

N

fra@;‘v:)r k, scope,

independence, processes, reporting, comp iQlfty a@ hariah auditor’s

performance are used as a tool in identig%(p
. NS
3.2.2 Expectation G arialf Augit Praf€ices
) s ~°J
&

Shariah audit has Ntly imN as aélmportant mechanism in ensuring

discussions on Shariah audit, these com

dev&lgp!ment of Islamic Banking. There is rise

Shariah compllancel 1 1t hg ra
in expectation g r1ah digpr; ctéé’aue to different views and opinion by the

scholars, practx and sta ehold e{&n the practice of Shariah audit. Expectation

gap in Sha ENdlt must be 1dent1ﬁed narrow it so as to gain confidence level among

sch@ titioners and stakeholders. It is important to identify the gaps that exist in
the practice of Shariah audit since its implementation requires improvement (Othman
and Ameer, 2015). Currently, Shariah audit is done at the internal level of the Islamic

banks. According to SGF (BNM, 2010) Shariah audit function shall be performed by
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internal auditors who have acquired adequate Shariah-related knowledge and training.
Also, the internal auditors may engage the expertise of the IFI’s Shariah officers in
performing the audit, as long as the objectivity of the audit is not compromise

The discussions in the previous section highlights on the audit expfc gap
in terms of external audit. However, audit expectation gap also exists from e internal
audit point of view. There has traditionally been an air of content@:en internal
auditors, risk managers and the various executive they repqrt vnhough everyone
should ideally be on the same page in helping companiesyjmskove, i%uditing is
often viewed as an annoyance as auditors point out flaw®g procesfes o (r @When
certain policies and protocols aren’t being followed properly (Péttdrsgh, _Om

Recent research conducted by Pricewaw eCo‘;pe (201 %strated the

issues many executives and business leader ith audyfs. @tban half of the

~ .
@eheve internal audit

senior management group polled (55 ;%) sa,%‘ C-)

7]
departments add any significant val eir Organi txoﬁovhlle others felt auditors

could do a better job prov1d1E W ad y @ help management handle

current and future problems ver, when PwC polled board

members, only approx @
4

significant value to t pany. Thi

salgj\(hat internal audit doesn’t add any

Lég@os)the problem isn’t the audit department,
N

but the relationsfy twedn 8 ggement and specifically, chief financial

> :

officers. CF rally have more h&féractlon with auditors than board members and,

more oft not, they want different things. Many businesses don’t know what to
@mal audit functions. Some leaders might want advice from auditors, others

may expect them to act as watchdogs, while others just want reassurance. By making

the role of internal audit departments more transparent, enterprises can do away with a

lot of misconceptions. Although gaps exist between internal auditors and other

90



executives, enterprises can work to improve the synergy between the two by considering
the above steps (IPPF, 2010).

Therefore, even though Shariah audit requirement at current was perf at
the internal level, the study on expectation gap in Shariah audit deem nec$e
its implementation requires improvement and received various criticis its current
practice (Othman and Ameer, 2015). Among the views from t&;holars and
practitioners on the practice of Shariah audit in Islamic balw-ﬁ\ere are lack of

comprehensive and well-guided audit of the Shariah le t cts\ocyentations

and operations (Abdul Rahman, 2011). The Islamﬁng nglus 7155(;1)&'[( of

supervision and monitoring, oversight, auditing and gemgnt of fisks {Srais and
N

\ten@. performing

5 (@xn et. al., 2015;
Yusoff, 2013; Kasim, 2009; Yaacob, 2 %‘he la t %-a\riah and accounting
]

knowledge has dampened the cruci S oﬁ%ﬁig}gﬁfﬁor competency. Those

with accounting knowledge tepd hav; Sh ilh$$ledge and vice versa. Any

risks resulting from auditor’sbpet C‘Nj;dgc}%ariah audit process will expose

Islamic banks to potentia@s( Q@nd A§, 2015). The rapid and tremendous
o |

growth in Islamic ﬁna%ui/es th&TFds tﬂ)%ave competent Shariah auditors. And to
N

provide the ‘&e@alarﬁ%ua@ompetem auditor who has good knowledge

of accounting®™amgyting and finance \l@l\' the equally good Shariah and figh knowledge

Pellegrini, 2006). In addition, there is also lackyof aj\dit

Shariah audit function according to schol a@ practitid

and und ing (Uddin et. al., 2015). Investments for the education in shari’ah,
accolygtingf¥nd auditing is crucial to enhance the knowledge and expertise of the actors
involve with the shari’ah audit especially and IFls in general (Rahman, 2011; Sulaiman,

2011).
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Due to that, the academics, audit practitioners and Shariah scholars in Malaysia,
agreed strongly with the creation of a new Shariah audit discipline with a separate
regulatory framework (Yusoff, 2013; Mulyani, 2007). There is a need to inc e
understanding of Shariah auditing among internal auditors, enhance @)@E;r:h
knowledge of internal auditors, standardise the Shariah audit framew d provide

general guidelines to design audit programmes for Shariah auditin ( ya & Mahzan

2012).

In terms of independence in Shariah audit, e f ctors that
significantly contribute to the degree of auditor mde ce, 1) clarit efb}%n of
the auditor’s responsibilities ii) the position of ntergal itor w'lthm the

institution’s organizational structure, and 111) €r orti,‘g\ ctur%g;soff 2013;

Yaacob, 2012; Haniffa, 2010; Grais and 1, 200

question of the SC independence as the c?akm é&he same time helping

3

the Shariah auditors in conducting h reviey or ha udlt Clearly there is no

clear line on the separation of:duwWhlc s e?el ti r any good internal control

practices. The IFls need to eth1 Of\% )"@}d clearly separate these roles to

avoid the m1spercept1 e r@ders§ the SC and/or Shariah auditors’

1 O
independence. ?o’ (j)
\
4; F larg

%

Some of, } a%e Shariah audit is only to be conducted by

T
Shariah proQ\Aals instead of acc&l)ntants (Kasim et.al. 2009), while some others

prefer ti%ed internal auditor to undertake the responsibilities (Yusoff, 2013;
0 2). The Audit Committee of the IFIs should discharge their best effort to
ensure that the external auditors are capable of undertaking the ex-post Shariah
compliance reviews within their term of references (IFSB, 2006). They should also

work with the internal auditor and the Shariah auditor, if the internal auditors are not
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Shariah capable, and more importantly with the SC (Abdul Rahman, 2011). Hence, the
IFIs auditing should evolve into a professional Shariah internal and external auditors
capable of doing the financial, management and also the Shariah audit. Charte it
firms should acquire the necessary knowledge and personnel to undenak% ariah
audit. A

All of the above discussions, results in different expectaio% Shariah audit
practices especially in the area of framework, independence, Wtency, reporting,

scope and processes. Identifying components of the auditgk p&ta 0‘1 gap is critical

because problems arising from different componenfyrequire Jdiff: r,t ‘sa}.@ﬁons.
. A
the aydif e ectity'n gap and

15).{3'
¥On o@sonableness gap

Q;u\dit and what it can
&

Possible tools to reduce the gap can be assigned only a

its components in a specific society have been iggntif¥ed

As discussed carlier, Porter (1993) %tbe defin

as a gap between what societies exp c% theb\g&
? ]

reasonably be expected to accompl\ his s is ogk@om the perspectives of
Shariah audit in terms of explort e g*} b le@\at societies (i.e. regulators,
Shariah committees, Shariah offiggfs, Sb{@ﬂzgtéys, internal and external auditors
and the depositors) exp@ ' tiagh of (S?%h audit and what it can reasonably

the
|
be expected to accom l ‘Y2 (j)

N
Kasim e 9), & H!ialim (2008) and Sulaiman (2005) explored,

empirically, between “the de@d and “the actual”. The desirable practice may

N

o the actual practice that takes place. Based on the findings done by

not be s

Ka@. (2009) and Mulyani & Ibrahim (2008) the desired practice of Shariah

auditing is to conduct externally, but the result shows that the current practice is done
at the internal level only. The studies conducted by Kasim et al. (2009) and Mulyani &

Ibrahim (2008) are in line with Wartick and Mahon (1994), Wartick and Wood (1998)
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and Reichart (2003) that defined expectation gap as inconsistencies between views of

‘what is” and/or ‘what ought to be. However, Porter (1993) classified this scenario as

‘reasonableness gap’, which was illustrated in her model of the audit exp on-
performance gap. c\
3.3 CHAPTER SUMMARY z

V
Throughout this chapter, Shariah audit practic@:
expectation gap have been presented and discusged r&Barding
importance. The chapter concluded by highlighting r%ewyr usgHl in
the expectation gap in Shariah audit practices. T \ é?y
&

N A

rf of the audit
|

mg- and

rmining
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