CHAPTER SIX

FINDINGS AND ANALYSIS
6.1 INTRODUCTION :‘o

This chapter is divided into two parts. The first part presegs M}dmgs from
interviews conducted with regulators, Shariah committee, jnte udltors external
auditors and Shariah auditors related to reasonableness n Shatj a 1tmg The
findings answer the first research objectives which is tofggmine the p ?)n of the
internal auditors (Shariah auditors), regulators ( Shardhh_c ng', Shariah
officers, external auditors and depositors co w he aud-@ttcti i Gl
Islamic banks in Malaysia. The first OM%

mentioned in the previous chapter, 1’%?%116 s is to explore the

[}
perceptions of the respondents on ctice rial@ in the IFIs specifically

regarding framework, scope, c %es reg#lrtl a‘nd petency
rep

The following chapt ngs éf'n the analysis of Part B on the

Shariah audit perfo c ap ers gsbnd research objective which is to

|
determine the ex elpe 'OJS (_C;?Ormance gap between internal auditors

(Shariah audi : latﬁ‘r ),@mah committee, Shariah officer’s, external

audltors 4 sitors concemmg\‘ﬂ% Shariah audit practices in the Islamlc banks in

é findings in Part C discusses the factors that affect the expectations gap in
Shariah audit practices on Shariah audit responsibility and Shariah auditors

performance. The findings answer the third research objective which is to identify
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factors that affect the expectation gap on performance in Shariah audit (i.e.; Shariah

audit responsibility and Shariah auditor’s performance).

6.2 QUALITATIVE FINDINGS c\z

The findings from interviews enable the researcher to identi causes and
components of the gap. This research arrived at the ﬁndinﬁeme most of the

respondents consistently agree on the issues highlighted dur intl:rview eSSBS,

According to Selltiz et. al (1976), reliability in qualitagive ré¥ear M«n@.wnh
S
the consistency, stability and repeatability of the in%’s acdoufifs a! il as the
L 4 \,Y'
investigators’ ability to collect and record infoxgon Ntely.! Wrerefore, the

selection of 14 respondents for the intew@)ns I abb‘ﬁ'nce the findings

from the interview consistently the Sa@sults We t@sﬁesting periods. The
N
researcher have used the same met\ ob&ine?

the methods on the same or Coﬂv e S,bje . Thegeearcher also has developed
consistent responses or habit%'

S results every time uses

o
ing thg megqd Q?) scoring or rating its results and

O

that factors related to s@an 'testi pro@ﬁres have been managed to reduce

N

measurement error. '&}owl t}?ﬂlit d consistently of the qualitative data on
O

the ability of a %ﬂ to’y# si@ﬂy the same results over repeated testing

X B
periods (Se]@ al 1976). The fol\@#mg paragraphs briefly highlight the profiles of

partici}@ data analysis process for interviews. The profile of the respondents and

s

itsdabe as follows:



Designation No. Label
1) Shariah officers 3 S01,S02,S03
2) Head of Shariah department 3 HS1,HS2 HS3
2) Shariah committee 3 SC1,SC2,SC3
3) Internal auditors 3 1A1,IA2,IA3
4) External auditors 2 EA1LEA

During the interview, the participants are guided by a series of quest%n Shariah
audit practices. The questions are developed based on the internal auWelines. The

overall questions for the interview are as follows:
N

Table 13: Interview questions

Research question:

“What are the perceptions of the regulators (BN, the raclitio ( ﬂﬁ
committee, Shariah officer, internal and external ) and fhe h&f&
Shariah audit practices in the IF]s ala)‘gs ”? X
N

6) ‘Where’ to be placed - Figme rlg‘) hariah @Tn

validation Objective: To determine the el Bf Shariahnaddit pl%‘cnces

a) Define Shariah audit from yo ectlve ‘ A
N
0 C')
vie

b) Do Shariah audit and Shar\ #d s concept?
dit rstood concept?

¢) Do Shariah audit antth ing *y l
d) How do the Islamlc bagks r o{ implementation of Shariah audit

functions?

in Malaysia’ ’
f) Shariah ctiofl sh s&dched to the internal audit department of an
Islami e (i ependent) department?

g) D Alal Shariah audlts@cessary apart from having it as internal Shariah

<z?
e) What are th nt Tu.? ri dit practices face by the Islamic banks
1

hat extent the external audit shall support the Shariah audit function in the
amic bank?

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

validation Objective: To identify the coverage of Shariah audit processes

a) Should Shariah audit processes be included in the Shariah Compliance Manual

of each Islamic bank?
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b) Who shall involve directly in determining the Shariah audit planning? Shariah
committee or the audit committee of Islamic banks (or both)?

¢) What should be the key area in developing Shariah audit programmes in the
Islamic banks?

d) What type of evidence shall be collected during the Shariah auda’t@s?

¢) Shall the Shariah auditor include procedures in his examination to‘ensure that
all new fatwas, rulings and guidance and modifications to e fatwas, are
identified and reviewed for each period under exammat1

8) ‘How’ much the department has to do - Audit@cop¢ in Sharlah audit

validation Objective: To explore the extent of the s it function
apart from what has been addressed in the Shariah Goyernafee F o v..
a) Is the current scope of Shariah audit functio llghted @Bfﬁcxenﬂ

b) In the case of audit of financial statements, $hall t \?ﬂem arbrs attest the
items presented and disclosed in the 1 stﬂfzm s to & compliant with
the Shariah requirements?

¢) How is Shariah audit on finaficjal state \M\Y y shareholders and
management to enhance the ¢ ity & 1 s@)sements‘?

40

d) What should be the c lt of compliance audit on
organisational stru ple and m and information technology

applications systems

\ (.J
e¢) What should bé& oac inS audit of internal control system in
()

the Islamic b \

f) Shall S 1tor ud {r@gs of the Shariah review carried out by the
Shana
g W uld be the extens f the scope of audit on Review of the adequacy
arlah governance p cess'7

nagement, Shariah Committee and Audit Committee of the Islamic banks to

& should be the relationship of Shariah Auditor with the Board of Directors,
nsure independence in the organisations?

9) ‘When’ Shariah audit have to be reported - Reporting and audit timing

validation Objective: To determine the type of Shariah audit report
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a) Shall the findings of Shariah audit be reported in the annual report?
b) Shall Shariah audit findings be disclosed in a separate Shariah audit report?

c) Who will benefit from the disclosure of Shariah audit report? A -
10) “‘Who’ has to do it - Independence and Competency
Validation Objective: To determine the level of competency of a Sharj 1tor in
Islamic Banks. @5

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

b) How important is the role of the Shariah auditor in the de ment of Islamic
banking and finance? Y-
¢) What are the possible impacts if Shariah audit efa ]lara unit in the

Islamic banks?

]
d) How does the Shariah auditor maintain his/%pend c | ‘\g}
. d b &
e¢) What are the most preferred criteria of a Swrah M Y\_V

y oﬁégariah auditor?

f) What are the necessary skills to enh e cosgpet

S

course?
(]
7}
L \% J' &
>
6.2.1‘'Where’ to Be Pla ame {J}é@ah Audit Practices
A Y O
During the interview s@. th

|
’
Most of them pre mvu{arise & ar&c\)@r according to the section; framework,
§' NS
vﬁzgnpeﬁz\

g) Do Shariah auditors need to @ Sﬁﬁtr kT Tslaniie banking

wee @not answer the questions one by one.

processes, SCO rting? a cy. This is due to time constraints and tight

. N .
schedule o aiterviewees. To a@ress the issue of time constraints, the series of

herefore, the interview session was done efficiently.

intery tions were sent to the respondents one week earlier before the interview
ses S

In terms of Shariah audit definition, the respondents agree on the definition in
the SGF (BNM, 2010). As defined in the Shariah Governance Framework (BNM,

2010), Shariah audit refers to “the periodical assessment conducted from time to time,
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to provide an independent assessment and objective assurance designed to add value
and improve the degree of compliance in relation to the IFI’s business operations, with
the main objective of ensuring a sound and effective internal control system fogghariah
compliance”. Shariah audit as required by this framework shall be perﬁ% y the

internal Shariah auditors. Apart from the definition as per SGF‘M/!, 2010),

respondent IA1 added that: Y.

“The definition of Shariah audit should incorporate th

internal audit guideline which well referred by

department. Moreover, the guideline is establis

o g
other institutions as well”. ' (‘}
IA2 response the framework of Shariah audit and riah Je iewy is d?fe"\rent, He

N
mentioned: VY. \ év
[ffergrom S

“Shariah audit framework shoul m Sh re practice;
that is Shariah audit is to len%fdenc% ibility to the
Shariah governance system prowgsed ig the I. I micQ' ks. It is also to
guide and strengthen the%' h Me j&%ework of the IFlIs
which will, in turn, en?ﬂ thi int rlty deepen the Shariah
competence of the I%will algo'fo}ba@he degree of confidence
and faith in the &M;\c ﬁncln ; luti(éﬂrovided by the IFIs”.
ia

HS1 responded that Sh\ dit xpaé‘dn the definition. He highlights
’
that the definition bhan/h
a wtic aé riica@ocess of obtaining, ascertaining,

ey, g and examinir@&ﬁicient and reliable information and
e\? e as to whether any scope of the operations, activities or

nesses of the IFls, whether partialy or totally, is in compliance with

&e established Shariah criteria. The Shariah audit also includes
verifying and confirming the level of compliance with the Shariah

Governance Framework and other regulators’ requirements”.
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Apart from that, EA1 stressed the importance of independent assessment in the

Shariah audit:

“Shariah audit should focus on Shariah assurance and independ?

assessment to accomplish its objectives by bringing a syst@m
disciplined approach to evaluate and improve the eﬁ’ectiyé ess?of

Shariah governance process”. .

According to respondent EAL, Shariah audit should supp rt“ariah governance

system in the IFls. Shariah governance is relatively the discourgk of Islamic

S = [ ]
finance but is significant to lead the market conﬁde?he credibili ?f .@:dustry

(Chik. 2013). Therefore, Shariah audit functio % comgl t aKd/Ys.upport the

4\"\"

existence governance structure in the IFIs. V
SC1 and SC2 highlighted that the r chk of Shgah a@ should refer to the

_J

established criteria. \&
ﬂ “)

“The function of Shariah hoM to &(&smbhshed criteria
apart from the znterna eling. VEst Shed criteria such as

: gu
. 5 ’ I
Shariah ;esolunonA%f hejlzar a Advzsory Council (SAC)

of BNM. the resgfons a ons e Sharlah Committee of the

IFI; and the

ed mar and the standard operating

procedures

S "'o) S
Respondent&% osed that: d \,Y.

prop

xternal Shariah audit is necessary to complement the present
%E t

ces of the Internal Shariah audit to increase the independence in
e Islamic banks...."

In terms of Shariah audit functions to be attached to the internal audit department, as per

Shariah Governance Framework (BNM, 2010), IA3 responded:

186



““...the current practice in my institutions, the Internal Shariah Audit is
part of the group audit. However, if in the future if the Shariah Audit
functions to become a separate unit and accountable directly to the
Board Audit Committee it should not be the problem... and it still

depends on the policy of the human resource and the availability of

NI
IA2 viewed: @

“It is up to the Islamic banks to decide whether to make Ras a separate

manpower.

unit or not. If the banks have enough resource.v’tyould not be a

problem. However, at current the market is a Qg ®f efpertise in this

area, which makes it difficult to separate the tio SW iah audit

in the banks”. ‘é | _\c.}
b 4 \,Y'

1A 1 mentioned that:

“It is difficult to make it separ%ec se &Qso normal audit
being conducted than the newg t ur*i &lah audit. However,
if the IFls combined the al zah audit, the issue of

focus will arise. Some mlg us on the audit, but some
bank might want oPus om%j;swss Thus, it depends on the

management or}@v waht thgypr ac&tg to be. If the management wants

go \eparate unit. However, if the bank

to spend mor; u 1, Jt
thinks otl Q it yl {e.@.anagement to decide”.
b 4
oF

Respond n as a different \Nw He argued that Shariah audit should be
%1

th the statutory audit.

treated&

here should be an enforcement to conduct external Shariah audit
which equivalent to statutory audit. Because it will ensure the Shariah
assurance and attestation in the operations of the Islamic banks. There
are Islamic banks that voluntarily conducted Shariah audit by

outsourcing to the external auditors which I think it increases the level of
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independence in reporting. I think other Islamic banks should also go for
external Shariah audit since it promotes greater transparency in Shariah

operations...".

To conclude the above interview findings, the view of respondents on the placement of

Shariah audit framework can be divided into three group: \?

a. Shariah audit framework should be different froﬁ%ariah review

framework. Y‘

b. Shariah audit framework should compl@l the internal audit

framework in the Islamic banks.

c. Shariah audit framework should be tr@aged at pgr li i @fory audit.

Ly
X \T
6.2.2 ‘What’ to Do - Processes in Shacmudl'ﬂ

Regarding Shariah audit processes, m %th er I %w that it is important for

each Islamic bank to have their ja gja g&anual However, there are

\
different points of views as & t sh yq ded in the Shariah Compliance
E , L 4
Manual. ’&\ '

JA2 responded that: i O
o‘
rzcj

“In our b a g e Manual are the responsibility of
Sharia rtment. ({rz R'Zzudlt process should not be included

ariah C omplzanc) anual since the process of the audit is

t and it involves planning, internal control, risk-based, audit
ramme and other aspects. In my opinion, Shariah audit process

should be included in its auditing handbook. .
SC1 responded:

“We are still in the process of strengthening the Shariah Compliance

Manual in our bank. There are still a lot to be done. How can we
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include the Shariah audit processes in the compliance manual? It
should be two separate manuals; Shariah Compliance Manual and

Shariah audit manual...”

IA1 suggested that the responsibility of the Shariah Committee to develop Shariah

policy should be included in Shariah Compliance Manual. However accordmg to SC1,

the responsibility of the Shariah Committee is to endorse or approved but elop

policy in the institutions. Shariah policy should be drawn up by the ms& s Shariah

department, with the recommendations and support from the Shagiah ommittee.

IA2 suggested that the following are essential matters of the h?ﬂaudit process:

a) Formulation of audit plan to include auditable haridy reygw findings,

internal control for Shariah compliance, Shari @) C—}Y.

b) Assessment the adequacy of overall operan c

c¢) Establishment and implementation o\ sed

d) Audit documentation in the form ((ﬂj au
L]

o
e) Formulation of audit opinion @ Shagiah o‘fm@’c‘e,e report.
, S

C g
The overall view of the Shari au t [l) fro @‘}he respondents is:

a) Shariah audit pro %h i:par from Shariah Compliance Manual.
(}? should involve directly in determining
\

b) Shariah co €
the Shariah &1 4\
c) Itis ne to develope@arlah audit programmes that represent the
proced u\'l conducting Shariah audit for each auditable area.

d) Sh@ ditor should ensure that all new fatwas, rulings and guidance and
tions to existing fatwas are identified and reviewed during Shariah audit

%
c
a.
—*
o
58
o
(@]
=3
<
)
w2

practices.

e) The Shariah auditor, in consultation with the Shariah Committee, shall

recommend to the Board Audit Committee the auditable areas when submitting
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the audit plan. The Board Audit Committee shall thereafter determine the
deliverables of the Shariah audit function in the IFIs.

f) The Shariah auditing process should be conducted in accordance with the
established auditing standards that already exists. This is to align the relevance

and compliance of the auditing function with the globally or nationally accepted

standards. G}T
L'y

6.2.3 ‘How’ Much the Department Has to Do - Audit Scope in Yriah Audit

N

There are different views on the scope of Shariah audit wh eRo expand the scope not

only limited as per Shariah Governance Framework , here are also

L ]
B ;h NI
suggestions that the scope of Shariah audit shall i the effe e’nﬁé@of Shariah
4 T
risk management, an internal control for Shariah pli \ce\ d Sg}-fah governance

process. According to IA1; \(’}' 0\ é‘

“The scope of Shariah audit sha and t ﬁ‘ ?r 'xtsk area, internal
control system for Shariah %Izan n@?‘orget the Shariah

governance process as we se @he areas that not been

covered in the Shariah% ance{Fr M Shariah audit also must

address risk area...athe : da éﬂal principle in keeping the

Shariah in place li8s Mwghe i cogﬁl system of the Islamic banks".
1S}

QO [ )¢
HS! added that; P D
“The sc pﬁo e Shan aﬁdgmall also include assurance processes of

Jah compliance. Sine e Shariah audit should be an independent

. therefore there should be an assurance of the Shariah

EA2 responded that the scope of Shariah audit should also include examining the
obstacles which impede the efficient application/implementation of Shariah solutions

be such as on legal, tax, documentation or the Shariah governance itself. The Shariah
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auditor shall propose relevant solutions at the regulators level or the institutions itself.
This can be value added services to the IFIs. EA1 highlighted on the scope of Shariah
audit on the audit of financial statements of IFIs. He mentioned that this need to be
emphasised more on the purpose and the reporting structure after auditing the financial
statement. He also argued that this is similar to an audit conducted t\mxtemal
auditors. He suggested that the Shariah audit scope on the audit of ﬁ@l statements

shall cover a specific area such as income purifications, zakat,Nprofit equalisation

reserve and other Shariah issues arise. The task should not erlapping with what
the external auditor did during the normal audit. l\d
L ]

IA1 mentioned that the Shariah auditors sho ot pgrfo 'tllf}?.l.dit of the

financial statement but can only review the ﬁnanc]?mtemef;\t € ﬁergth debated that

the Shariah auditor does not attest to the vera@f th 1al g&a ments of the IFIs.
He argued that the internal auditors/Sha@iw K‘i&;w the process since the

N
audit of financial statements was perf\% by the tem&%{\ditors. Thus, the scope of
=

Shariah audit on the audit of finan tatementi no@e area of the Shariah auditors.
(Q BN
t &

It has already been done durjng

\ stamGryudi&
' -
Different feedba re \bomgﬂ on the scope of Shariah audit on the

. o YO s .
audit of financial sta@ O;ij A é‘ggordmg to EA2 during an audit of financial
af

’

statements of the he ext a@fors did not attest the Shariah issues arises in
S

. N
financial stat N It is important for the Shariah auditors/internal auditors of the IFIs

to audito@ hariah issues in the financial statements.

SO1 secks clarification on the idea of auditing human resource pclicy in Shariah
audit. SO1 mentioned that:

“It shall depend on the organisation structure of the Islamic banks..if

the human resource function report to management, the management
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will have the power on the human resource. If the Shariah committee
have the power on the human resources then to include the human
resource policy as one of the scopes in Shariah audit seems fine to me...
again like [ said, it shall depend on the reporting structure of the IFls”.

According to IA2, it is difficult to audit the staff in the Islamic banks on their attitudes
such as dress code, jumaat prayer, smoking cigarettes and others since 'ﬁ{zot within

the job scope of internal auditing. A

“it is difficult to audit people in terms of their attitude tom Shariah
principles such as covering the aurat’, attend Nmat prayer,
smoking and others. In internal auditing, we au %prbilities and
technical skills of the people, not their attitude. \d

L]
In addition, according to SC3, the scope of Shariah a hould be cqo@g.to
¥

Shariah rulings and it should be Mgermine t eQuditor having

the relevant laws and regulations. He mentioned:

“The procedures required to cond, a

regard to the requirements of I ] @vs and Principles,

]
] 'b%] e ons, which do not
contravene Islamic Ryle. Prifcipkgs!” $
S\ N
g s
NS (‘JQ

Overall, the respondentsl&\gstac@ the @pe of the Shariah audit should be

N
\ ' l O . .
extended to cover refour fxae%'gement, business policies, process and
\
procedures, zakaf% atioffs pay@ts, contracts and agreements, environmental

relevant professional bod

V
impact of ations, social comributions, marketing and advertising, income
purificat essment of financial resource management and compliance with the

Shariah rulfhgs such as bakhs (any voluntary effort to diminish or decrease the value of
the product or services being sold) tatfif (taking in an excess in measure and giving out
a short measures) uqud (contract), khivanah (embezzlement of funds), Israf (the

propriety of expenditure), tanajush (bidding), speculation and gharar (uncertainty).
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6.2.4

Some of the respondents proposed that the Shariah audit findings should be reported in
the annual report of the Islamic banks, and it shall contain the observations and the

K hall also

assessment of systems, Shariah noncompliance risks and controls. The re

provide

‘When’ Shariah Audit Has to Be Reported - Reporting and Audit Timing

recommendations for potential improvements and correctjﬁ aalons when

relevant. T

According to IA1;

Shariah

“Shariah audit report is the commumcatton@ ll'in of the
Shariah audit conducted which include recoggmentied|recigi ati@ to
improve Shariah compliance. But I do not the zm blish

the findings in the annual report. For me, h om e report
is sufficient for the public to know. n\% h‘ari Co %sttee report
highlights that the operations of 1 zic ks @ according to
Shariah principles. I think it is G@ a}?tt Q‘e findings internal
rather than exposed it to th ic de. gh inh compliance issues
are private and confid It m utattonal risks. What
important is that the ﬁzoy b% issues must be identified
and rectified zmm an‘i 0 consultatzon with the Shariah

committee app Je E?, it @ot necessary to have a specific

section on Shesialdau vt)p (the annual report.... well that is my
&

opinion A% §

’

One respo E ggested that the Shariah audit report should be separated from the

ittee report. The findings should be reported in its section. This is to

promote transparency to the stakeholders. According to EA2:

“The findings of the Shariah audit should have their separate report in

the annual report. The stakeholders are starved with the information on
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the Shariah compliance of the Islamic banks, and they have the rights
to know on the performance of the banks. The report should extensively
report the findings of Shariah compliance and noncompliance (if any),
assess the degree of recurring of noncompliance and its systematic

effect on the IFI as a whole, recommend corrective actions,

Y~

In terms of the line of reporting of Shariah audit findings, the \y of the

improvements and rectifications.

respondents agree to maintain the existing practice in Islamic ba hich is to report
the Shariah audit findings to the audit committee. According to wndent IA1:

“It should be tabled to the audit committee of the ba mrle as that.
I don't think this should be an issue. It is a s ard p e that
whatever findings during internal audit sha%port d tgthe & it
committee. So, I believe that it shall be theqa in thea ofg?lriah
audit finding "

1A3 responded that: \(') ég
“We shall maintain the existigice @\%"h @kg Previously
o )
al

udit Pre ngctly tabled to the

audit committee. So I guess ou I tai@ practice”.
N
’ s é"
One respondent suggested }Q&e ls'arh)anl&)%ay invite the Shariah committee to

N
discuss any uncertaintie et b%@'ﬁﬁ&‘ﬂgs to the audit committee. Respondent

Q k¢
(HS1) suggested th% 2 4\

£ X
“I don’t fMmadt is practical foae Shariah audit findings to be reported

to the gah Committee. Normally what we will do is if it needs further
ion from the Shariah Committee, we will conduct special
meelMgs to resolve the Shariah matters and invite the Shariah
Committee to discuss the issues. Then only we will bring the outcome to

the audit committee”.
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Some argue that the audit committee of the Islamic bank may not have the expertise in

Shariah leading to a need to table the findings to the Shariah committee. According to

85

“In my opinion it shall be tabled to both parties. The Shariah committee

and the audit committee. Since the audit committee may not be aw

the Shariah issues due to their background. So we need to n@ he

Shariah committee in the Shariah audit”. .\
Also, there is a view that the management of the Islamic ba decide since if the
audit committee has the Shariah background, it is optig e olt thg Shariah audit
findings to the Shariah committee. SO1 mentioned: I | 'C}Y'

g

“It should up to the Bank to decide. If the commi f thé}l;ank is

from Shariah background, it shoula’% e Q\ P em@gt.able the

Shariah audit findings to the audit\‘@ttee b éﬂ

o S
a

The discussions continue until the re ntsagre fhagz?r Shariah matters that need
N
ic
l

to be resolved by the Shariah e ew Islim ? @1 invite the Shariah committee

to discuss the Shariah audit findi s" “t aué@bmmittee.

The majority of ésp a Q’that the Shariah audit function shall
¢

75 o
communicate results gfan¥y ass ?e or@ndings arising from the Shariah audit to the
'3
Board Audit Cﬁ%@e and aga§ommittee as per the SGF (BNM, 2010). In
S
addition, the Nh audit findings should be reported in the Shariah committee report

instead @ g a separate Shariah audit report.

6.2.5 ‘Who’ has to do it - Independence and Competency

According to IIAM (2010), the internal audit unit should be appropriately staffed

regarding numbers, grades, qualifications and experience, having regard to its
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responsibilities and objectives. The internal auditor should be adequately trained to
fulfil all his responsibilities (paragraphs 15 to 26). The effectiveness of the internal audit
depends substantially on the quality, training and experience of its staff. The aim should
be to appoint staff with the appropriate accounting and Shariah background, personal
qualities and potential. Thereafter, steps should be taken to providet\ nccessary
experience, training and continuing professional education. Most @respondents
agreed that the criteria of Shariah auditors shall be determined b h of the Islamic
banks. Respondent A1 mentioned that: V

“In the process of issuance BNM Shariah Go e lFramework

(SGF), the team wanted to include the qualificdNons| of Shaﬁiah
N

Auditors in the framework. However, theyagetided to ll‘ggﬁeral

since the industry people might not ble& pe \E;h the

h stic equﬁé}wnts and
neral. de@e should give

flexibility especially to the bazl‘ﬂat oﬁe\M%; @hdow in Islamic

requirements. Rather than to start

industry cannot cope, better to ma

banking. I recommend that t 9

c qualifi H’o% a Shariah auditor
be fine-tuned to take in@t tt urrent c@ability of talent in the

market as well as in (Sf d by Shariah training

provider...” \ l NN é)
A R
S b
SO1 agreed with theQ’t' a ajov té\h.@alighted that the Shariah auditor must be a
d:

person with a Sm ackgro 4

“I st N that in terms ?f the competency, let the Board Audit
)ee and the Shariah committee of the IFI decide the appropriate
%f the Shariah auditor. I think the person must be qualified in
Shariah criteria. The internal auditor should have Shariah background.
Adequate is not enough. It must further elaborate on the Shariah
criteria”.

EA?2 added to the criteria by saying that:

196



“..not only the person must have Shariah background. Accounting
qualification is also necessary to ensure the flow in auditing process...
both qualifications accounting and Shariah is a must for a Shariah

auditor”.

In term of competency of the Shariah auditor, this study concludes th‘\iZthe
event of lack of expertise in performing Shariah audit functions‘kigtemal

auditors of the Islamic banks may invite the Shariah team to bi part of the

internal audit team to perform Shariah audit. However, 1 person is an
experienced staff but no qualification in accounting a riah, le bagtks shall
L ]

send the staff for Shariah training. SO3 mentioned @ | _{—,\Y.
“In the SGF mentioned that Shariah oﬂwvcan\é m hwvghariah
audit function. So we can use their ex%@) in ﬁqif y in@li‘iah audit
function. I think CIFP can be conNggréd as on ftl@]ualz_'ﬁcations.
Must have training as well. Ifth(qrent adngirdy %iotfulﬁl the figh

Qbg
l S
muamalat courses they 1 ndergo tﬂai@g related to figh
N

muamalat”. \ ,

\
c,} J N
’ $ &
IA3 has a different views: \ | AN é)
N4
“If the Chief Iftggal 4udit f!re(én'e controller, there should be no
problem for a;i Pliju’z e’ééf help in doing Shariah audit. It is
mentione We inte alt a@ guideline on ‘guess review or peer
review®JVo independence is}‘;)es will arise if the Shariah officer helps in
p ;Qg the Shariah audit. However, if possible the Shariah auditor
@ave qualifications in accounting and Shariah background. It is
expensive to train. The practise in my bank is that we invite the Shariah
team to be part of the internal audit team. The Shariah team will be given
specific area to be audited. The intention is to expose the auditors to
Shariah requirements and at the same time exposed the Shariah team to

the audit line...”
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HS1 shared a different opinion on the competency level of a Shariah auditor:

“I personally feel that the Shariah auditors should have experience is
more important than the qualification. This is because Shariah
knowledge is essential besides the qualifications based on the practises
in my bank. Figh Muamalat and Usul-Figh degree or equivalen\h Id

not be made mandatory. Shariah knowledge can be acquirag thjough

<

Based on the discussions above, it is summarised that % el of competency of

relevant training programmes”.

Shariah auditor shall be as follows: (a) the criteria sh e de by each of the
Islamic banks, (b) shall be well equipped with ac g and S Jh_{ﬂowledge c)
the internal auditors may invite the Shariah team t 1 ta(aal audit team to
perform Shariah audit, d) if the person 1& perie ff 81 no qualification in
accounting and Shariah, the banks shall the s %h trainings.

(]
In terms of independence \% g} a&dg" most of the interviewees

responded to the position of %arn ud1 fu 1pn an Islamic bank whether to be
epa

'y
rT st one department. It is important to

allocate the chain of co % r qra c@&?al system of Shariah audit function in
iony's

attached to the internal audi
an IFI. The Shanah fun ﬁﬁe placed high in the institution to ensure
independence an &tmty are not pardised.

Accordigg®o SGF (BNM, 201 0), Shariah audit is one of the functions performed
by the @auditors. This shows that Shariah audit function shall be attached to the
internal audit department of an IFI. IA1 mentioned that:

“It should not be a department. It should be a division of the internal
audit department.”

IA2 responded:
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“To open a separate department for Shariah audit will involve

additional costs and human resources. At present, we do not have

enough expertise in the area. May as well it is attached to existing

department such as Shariah department or internal audit department”.
IA3 commented:

“The current practice in XYZ Bank, the Internal Shariah Audit is p

the group audit. However, in the future if the Internal Shariah A
to become a separate unit and accountable directly to the B& Audit

Committee it should not be the problem but depending o Human

Resource of the Bank”. V
In a similar assertion, respondent (HS) stated that: ? l

“It shall depend on the staffing of the bank. If taffi Mugh, it

L ]

can go for separate unit”. | _{,)\Y.

Aapart from the discussions above, SC1 v1ewed tlo {1 enl&)ﬁby saying:
“I suggest that the requirement should e sNen p to ndustrv
to decide whether to make it as a s unzt Q
~\
T 3
The preceding discussion concl\ at &16 I ulr 1t to have Shariah audit

function should be attached to t emz’l

ment However, the Islamic
banks shall prepare the resourcgf on.Q 6‘ éxer for future demand on having

Shariah audit as an indep@ d l t a&;%quired by the stakeholders.

’
| '
6.2.6 Fac wfectm heé E{,R!ctatlon Gap in Shariah Audit Practices
.: s r_,

This resear he opinions and confirmation on the possible factors contributing
toward@pectatlon gap in the Shariah audit. These factor were gathered during the
interview sessions and included in the questionaire. The factors must be empirically
tested to become evidence to the Shariah audit literature. By identifying the factors

contributing to the gap, this study may propose ways to reduce and narrow the
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expectation gap in Shariah audit. Hood and Bucheery (1999) investigated the awareness
of religious and financial auditors of each other’s role in Bahrain. Based on the survey
questionnaires, it 1s found that financial and religious auditors in Bahrain seemed
unaware on their responsibilities towards the Islamic organisations. In addition, Khan
(2001) reasoned that since Islamic organisations are supposed to be ope@nder an
Islamic worldview guided by divine revelation, it makes sense for th@ting system
to be different from the Western one. They are expected to serve th s of the Islamic
socicty whose focus and priorities are different from other N'iews (Najeeb and
Ibrahim, 2014). Therefore, this research promotes that th 1a@responsibility

and Shariah auditor’s performance in the Islamic bafgg are illfistr: ? t'(z:’ﬁ‘é society.

The respondents are also asked about their view ining e\?‘c’msxblhty and
Y.
performance in Shariah audit. IA2 responded : é\
“... we must adhere to some sort d rms of Shariah

audit responsibility and perf S t@)\%ne that existed is
more on conventional at d la in &@ced by the American
code of conduct whigh to 01 u@e details and quantifies

everything and leav thmg,‘ )@m@szon of your religious and

ethical views. W ?hqot alhel fo co&% that do not reﬂect our Islamic

ethical values th gt ég_uot fit local practice....
Based on the mterv% f nd@) that related to the discussions on the
framework of Sh d1t th?fr%;e\v?’?rk can be one of the factors that contribute to
the gap in Sh ud1t

% e framework or guideline on the Shariah audit practices is

clear, we are sure that it could reduce the gap between the society and

industry. Since the functions are well addressed by the standards and

regulators.”
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The factor regarding the framework is also supported by other interviewees such
as EA2. HS1 and HS2. IA1 and 1A2 proposed that the criteria in the International
Standards for the Professional Practices in Internal Audit should also be studied

as factors that contribute to the expectation gap in Shariah audit.

“According to the International Standards for the Professional Pry cRe?
in Internal Audit, the standard clearly highlights the im@ of
independent, the scope of work, performance of the audit, contpetency
and reporting channel on the internal audit work. If the SMgriah audit

functions are attached to the internal audit departm 1s important

for the Shariah auditors to follow the standard. elll Given the

guideline and standard to comply with the interigau ilw.it also

could be a benchmark or factors that cQ te to|the kdp @the
practice.” T \" \,Y.
VA9

&
HS1 responded that the discussion on indep ce and peténe contributed

\t A
to the existence of a gap in Shariah a%?erqf T, s &ch concludes that

“ &
the debates on framework, sco Mp . ccg ency, processes and
Jap j;

reporting contribute to the % tion 'Sh'hah audit and should be
N

empirically tested in the

%
&,

O
6.3  QUANT, Ef Gg_é‘

s basic information about the dataset such as data profile,

T %\d part presents results of research from the quantitative study (i.e.,
survey):

1rst report

normality and outliers. To meet the purposes of this study, descriptive and inferential

analyses will be applied. Descriptive analyses refer to the transformation of raw data

into a form that would provide information to describe a set of factors in a situation that
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will make it easy to understand and interpret(Cooper & Schindler, 2006). This analysis
gives meaning to data through frequency distribution, mean, and standard deviation. A
cross-tab and chi-square analysis will also be an added value to the discussions of
findings. During descriptive analysis SPSS software is used as a tool to summarise data
(frequency distribution, mean, and standard deviation), determine whegheXthere are

significant differences among groups of respondents (Kruskal-Wallig_w)nd examine

relationships among variables. Y'
In the next stage, the measurement research mod@gt be analysed by
assessing its reliability and validity. Reliability tests or@ctor analysis

L ]

were carried out subsequently as a primary pu@m stgge r,t}&neasures.
g

aLi\{e eacg. construct are

Confirmatory factor analysis was used to verify wvbg
Y.
ec ‘T& full model. The

valid and reliable. SEM (PLS) was used at tlewst

use of SmartPLS in the study becaus 1 'c_&%ceming distributional
assumption and its appropriate for t t Ss@\nayah et al., 2006). The
measurement model in SmartPLS jdnshi Aetween items and constructs.
It defines the construct and assign i | Bollen, 1989; Gefen et al., 2000).
The second step 1s the é}ne tural model where the relationship

rcker, 1981). In the first step, the
goodness of the K%s will b asgesi,q} using validity and reliability. The purpose of
the validity 1 N:st how well an inr')strument measures the particular concept it is
intended {OngSsure (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 instruments to measures the

concept in the study (Sekaran and Bougie, 2010). In this first step, only reflective

measures are analysed for validity and reliability on its items. However, for formative
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measure, the absolute value of the items weight will be examined (Moreno and Casillas,
2008).

6.3.1 Data Set

The researcher received a total of 172 questionnaires out of 340 questionnaires, which
resulted in a response rate of 49%. While entering the raw data ir Y;PSS file,
screening was the first method used to identify the completem&and quality of
questionnaires. After screening, the dataset remained at 16 m questionnaires.
Table 14 reveals the demographic profiles. More scientifigpuldication procedures were

also carried out subsequently. This is discussed in theM&{owi Ws:
L]
Y.
D | J1S
’ T

3<<P'ercentage
Male 48.8%
Female Ca )N 51.2%

AGE MR AN

Below 30 4 & 53%
31-40 - S 24.1%
41-50 BNy 19.3%
Above 50 ™ 3.6%

Table 14: Respondents

GENDER

Designation

Shariah Comm 8.4%

Internal audi 19.9%
9.6%
25.9%
19.3%
16.9%

of Experience in
ﬁic Banks

1-2 years 73 44%

3-5 years 49 30%

6-10 years 32 19%

More than 10 years 12 7%
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6.3.2 Test of Normality

In this study, the data normality test is examined using two statistical analyses:
1) Shapiro-Wilk test and 2) skewness and kurtosis. The results from the Shapiro-Wilk
test show that all variables have significant values of 0.00. This indicates that the data
are not normal (non-normal). Further tests are conducted by cal ytg the data
skewness and kurtosis values. The result of this test confirms thatfédata distribution
is non-normal, where about 80% of the data presented skewn@s\,x.kurtosis above the
recommended threshold, -3 to +3. Therefore, it sh W the data normality

distribution assumption was violated; thus, further supPagting gh f PLS-SEM.

- | S
6.3.3 Common Method Bias A
’ ¥

This research also highlights the potential ¢ Jne‘ho iasgi'ne with previous
A % &

studies, it adopted Harman’s one-factor tes h & Kim# 2008 eimeister, Sidiras, &

A
: A
Krcmar, 2006; Shen, Yu, & Khalifa, ! Theo%t;’ve@‘this test is to examine the
N f &
t

result of the unrotated factor soluticﬁho ’:Lt he'\élmber of factors in the Shariah

audit for the variance in the \%i;s ( 5&@003) Common method biases is
S NS |
identified based on two c& ns;_ {)a ngle@tor emerged from the factor analysis,
N
and 2) one ‘general’@}r in mlmt) r a majority of the covariance in the

2

o

p—

\
independent and ofi n vdh 5. AY' rding to Podsakoff et al. (2006), the amount
V

of variance a ing for commb&’method biases varies according to the field of

research:%arketing, management, and psychology). For instance, studies that

investig ehavioural-related topics, common method biases exists when the
covariance accounted for that single factor is greater than 40.7%. For this study, based

on Harman’s one-factor test, five factors were presented and the most covariance
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explained by one factor is 33.3%, indicating that common method biases is not a likely
contaminant of the research results.

6.3.4 Descriptive Analysis

Based on the findings, out of 257 questionnaires distributed this study received 166
which arrived at 64 per cent response rate. The respondents are grou NX:)rding to
their designation such as Shariah committee, internal auditors, extemkuditors Shariah
officers, regulators (BNM) and stakeholders (depositors) of emnic banks. These

are the individuals involved in the Shariah audit practices nwﬂlamlc banks. Kasim’s

(2009) study of Shariah audit included a sample of? WS respondents
using a similar target group and managed to receiv, rcentr ofls;fﬁom the total
sample. Previously studies on audit gap (Teck }W " , @:gm et al., 2008,
AlJaaidi, 2009, Chau, 2001) had respon\aoy n & cent to 33 per cent.
Since the response rate for this study 1G§per ﬁ{qca @considered an adequate
reflection of the estimated total po A<?;:J

Based on Table 15, chr} ofythe @?’nah committee members who
responded to the questxonn es h d' ahﬁ@lons apart from the existing Shariah
qualification that they a 0. c)@?ws that out of 14 Shariah committee

’

members, 12 have arjph)qualification. Also, most of the internal auditors
are quallﬁed in tmg Rlc)hﬁ‘_s?&. 5 per cent. Surprisingly 18.2 per cent of the
internal au@e qualified in Sh;ah and only 9 per cent have a background in law.
The 1 uditors of the Islamic banks who responded to the survey are from
backgrounds not limited to accounting since the internal auditors of the Islamic banks
are responsible for performing the Shariah audit function. 100 per cent of the external

auditors involved in the survey are qualified in accounting, and only two of them holds
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a dual qualification in accounting as well as Shariah. Apart from that, 32 Shariah
officers of which five are the Shariah manager of the Islamic banks participated in the
survey. 75 per cent of them hold Shariah qualifications while 34.3 per cent are qualified
in law. 17.8 per cent of the Shariah officers are qualified in both areas Shariah and law.
However, none is qualified in accounting and auditing. Also, 28 responde&&o’n BNM
participated in the study from various departments such as Jabatan I@an Insurans
dan Takaful (JPIT) and departments related to Islamic banking opew'Uhs. 42.9 per cent

of the regulators who participated in the survey are qualiﬁ@counting, 10.7 per

cent are qualified in law and 28.6 per cent are qualifiedd riw qualifications

of the respondents is illustrated in Table 15: : Ng
1.5
4 \,Y'

206



L0¢

%SS8 . %LLY Wﬂw ;

wi % .8
(%001) (%ev1) (%9°87)
¢ 8¢C 4 8
v (%001) (%180 o (%sL)
S (4 6 o ve .. ATEERY
(%1'v¥) (%9°11) (s101150dap)
0 61 0 S 9 S19pOYaYEls
. ‘ (%001) (%50 o oyl e e V : wuoﬁ
S 91 84 (A Ny %96 91 15PX;
(%001) (%8'v8) (%T'81) (%6) sio1pne
¢ €€ 87 9 ¢ Aﬁa €€
(%001) @) %670 L's8) See e \T s
01 14! 1 ¢l ol e o %P'8 1
supjueg
drwe|sy ul yipne
oudL13dxa jo yeleys JUdWIdA[OA UL uonedyienb  uwopeoyienb  uonedyijenb  IaneyuIsaadal o
SIBA X UBJJA|  UI SSAUdIBMY  JIpNE YeLIeyS yeleys [e3a] Sununody  syuapuodsai jo -oN  uoneudisaq

syuapuodsai jo suonedyijene) :SJ qe L



To determine the existence of an expectation gap in Shariah audit; Kruskal-Wallis test
is used. Kruskal-Wallis test is used to find a statistically significant difference between
two or more groups of an independent variable on a continuous or ordinal dependent

variable. It is considered the nonparametric alternative to the one-way ANOVA, and an

extension of the Mann-Whitney U-test to allow the comparison of m@n two

independent groups. Since this study involves few respondents Kruskﬂ-cmllis test fit

with one of the objectives of the research which is to determinew'!xistence of an

expectation-performance gap in Shariah audit practices amon spondents.

As discussed earlier, Porter (1993) detailed the d 1 o@ableness gap
as a gap between what societies expects on the prafeges of pudi aind:t,@ﬁt it can
reasonably be expected to accomplish. This s@{ e ,Q)&'spectives of
Shariah audit regarding exploring the gap @)@n w°§1at cie(tiés(;.e. regulators,

Shariah committees, Shariah officers, Shgriah ™a agQ rx& d external auditors
% A

and the depositors) expect of the pragl SHharia di@i what it can reasonably

&

be expected to accomplish. Most (V\s]uetfbf ;n t}@estionnaires use the 5-point
a l

Likert scale measurement (1=Stroggly dS\ @®5=Strongly agree). The present study

utilised the Kmskal-Wal@e &@er t@was a significant difference among
¥
. .
six groups of respo:@ Thi d wé're(?}?lked in nature, and the Kruskal-Wallis
N\
dEZh

analysed the diffi w basg e mean rank of each group. For the purpose of
&

comparing a those surveyed, mean value is used to reflect the accuracy of the

score f@ oup of respondents. The mean value was analysed at the descriptive

stage and reported in the table below. This research observes that the findings bascd on

mean value and mean rank are the same. The findings on expectation gap highlight the

mean value while the mean rank table is available in the appendices.
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The reasonableness gap in Shariah audit is measured based on the framework,
scope, competency, processes, independent and reporting of Shariah audit in the Islamic
banks. Table 16 highlights the existence of an expectation gap in each of the
components (framework, scope, competency, processes, independent and reporting)
among the respondents. The respondents (Shariah committee, internal a@sﬁ external
auditors, depositors, Shariah officers and regulators (BNM)) share %ent views on

Shariah audit practices, which results in significant differences irw&:xpectations.

YE'

6.3.5 Expectation Gap in Shariah Audit Practices k

l

1 S

There are six statements pertaining to the Tgework f ar1a§-aud1t practices
\,

in the questionnaires. Three out of six statem ﬂme \@3' of Shariah audit
&

practices in the Islamic banks are significa ardmg t ex:@we of the expectation

A,
gap. For instance, in discussing iss Dla@%hl ﬁré;&nework of Shariah audit

q

practices, there is a significant dlffeN ségdents that the Shariah review

,?

framework should differ fro harl bji‘ g’%ework Among the respondents,

the Shariah officers agre \he @vork@uld be different between review and
N

audit with the score o@ pea(ﬂank of 106.91. The internal auditors and

external auditors %g 3tems&f since the mean value is 3.82 and 3.87 with

V
the mean ran@ 69 and §9.5. '1{@ finding is significant since the p-value is 0.01,

which is 0.0
gxt statement showing the existence of an expectation gap is ‘Shariah
auditor should audit the findings of Shariah review done by Shariah officers’. On the
basis of the results, the average mean for the statement among the group falls between

3.15 to 4.44. The mean score for internal auditors group is 3.15 with the mean rank
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50.92 which shows the lowest mean rank among the respondent. This shows that the
internal auditors do not agree with the statement. However, comparing the means
among the respondents, the external auditors, the depositors and the Shariah officers
agree with the statement with the score of 4.0 and above. The Shariah committee and
the regulators rank the second and third lowest mean rank for the above stal?unt. This
statement proved the existence of an expectation gap in Shariah audit \xe p-value
is <0.05 which shows the significance of the statement among the ndents.

Most of the respondents agree that the ‘Professional twg and Continuous
Professional Development (CPD) in Shariah audit is nece T’ere is a significant
gap among the respondents. The internal audltors tronAy dpin the CPD s

'-{”

necessary for Shariah audit to ensure the professmna of thelfi tlomzmth the mean

\,
value of 4.78. The other three statements in thg; ue ns e framework in

&
Shariah audit practices received the same \@non t €s @ents. ‘Shariah audit

&
framework should differ from curren tét ow udi arn%work’ scored an average

‘&
mean value of 3.64 among the res ohnt N he]@est mean rank of 97.41 from
the external auditors. The ext% dit91 Jy‘ @1 the statement since the mean

score is 4.00. Further clari \ﬁbn @red his statement since anther group of

\
respondents did not str g e ;t' ‘?g.e) external Shariah audit is necessary to
pl

O

complement the p of ‘Kb} Internal Shariah audit to increase the

independence zélamzc banks’ sh‘o':)vs that the overall respondents ‘agree to strongly

agree @rage mean value of 4.55.
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Table 16 also compares the findings from the survey questions and during the
interview sessions. The majority of the respondents agreed that the Shariah audit
framework should be different from the Shariah review framework. The findings from
the interview sessions are different from the survey since the p-value is below 0.05
reflects the existence of an expectation gap among the respondent\R?all the
respondents agree with the idea of differentiating the Shariah audit fg@rk with the
review framework. According to AAOIFI, the Shariah review funwwnﬂs similar to the
Shariah audit function. Due to that, the outcome from the %ww sessions is not
supported empirically through the questionnaire since 1 h@\dents agreed
with the proposition. The survey findings support th e treafme (,f %ah audit
framework should be the same with the statutory a hl\ w&he statement
in the questionnaire that ‘The external Shar z@ﬁﬂzt so‘we sa %complement the
present practices of the Internal Sharta au zb@ independence in the
Islamic banks’. The last statement 0 am@wo ﬁlah audit ‘Shariah audit

framework should complement th rni’ fr work in the Islamic banks’
supports the qualitative and q%tatl J JThis is because, at present, the
Shariah audit function is at@ ‘@ma@ilt department.

This research e i g§ ll‘g/)performmg the Mann-Whitney U-test to
find which specifi &Vps are 1&1@ different. The Kruskal-Wallis H test is an
omnibus test sifgtic and does not hhlhght which specific groups of the independent
variable a ‘%cally significantly different from each other. Thus, this study
expands the significant findings from Kruskal-Wallis H test and performs Mann-
Whitney U-test to compare the significant different between two groups. The

comparison is between the internal auditors group and other respondents such as i)

internal auditors vs. Shariah committee, ii) internal auditors vs. external auditors, ii1)
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not have a significant difference with the internal auditors’ view.

Comparing finding on framework with Kasim (2009), most 1Fls are using a
conventional auditing framework due to the lack of a Shariah auditing framework.
Presently, no standard Shariah audit framework exists in Malaysia. However, the
practice is highlighted in the SGF (2010) as one of the important functio&?ﬁlsuring
Shariah governance in the IFIs. Yahkiruni and Nurmazilah (2012) &h the role of
internal auditing in ensuring governance in IFls and found that vam struggling to
establish an effective Shariah auditing framework. Due to ck of a structured
Shariah auditing framework, the practice of Shariah audj 4Ie a serious impact
on IFIs in Malaysia (Yusof, 2013). The existing inte audit §tru Ts‘&)ﬂ&'anks and
Takaful companies are either leveraged on th up. W AVTt (based on
conventional audit framework with modi@)@i ourca to professional
Shariah-compliant auditing firms. The ¢ en $ &Qa majority of IFIs is

a shared model but with certain modi ns,ﬁnd re dents indicated the need
‘Q
for one general framework that n% T tan ise the practices of Shariah

auditing among IFIs. As such, € nt 1t its are not organised to exist as a
standalone or mdependent th ' u harxah audit, and may lack cohesion
or are too fragmen@ fo elg}?e audit to be undertaken on Shariah
compliance. V);'

&"

\

6.3.6 Ey@ n Gap in Shariah Audit Practices on Scope

Table 18 highlights the existence of an expectation gap in the scope of Shariah
audit. It also summarises the findings from the interview sessions. Three out of six

statements regarding the scope of Shariah audit proved to be statistically significant due
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internal auditors vs. depositors, iv) internal auditors vs. Shariah officers and v) internal
auditors vs. regulators. The internal auditors group was chosen as the main comparison
because the functions of the Shariah audit is attached to the internal auditors department
as required in the SGF (BNM, 2010). Furthermore, 85% of the internal auditggs who
participated in this study are involved in the Shariah audit function. This '%ﬁ;he

comparison between individuals who perform Shariah audit with the *ptions of

others on Shariah audit practices. Vz

Table 17: Overall Gap among the Respondents in Sh@ %ices on
Framework '
| &

)

STATEMENT TA/SA @GR PAOV LL GAP)
d

Continuous Professional ,

S? EPN SO REG
a) Shariah audit framework 3.82 .54 0&" -0.43** | 0.36**
should differ from Shariah K}

review framework &

b) Shariah auditor should audit 3.15 -0 20%* | -1.03** | -0.45
the findings of Shariah review { r

done by Shariah officers N e

c) Professional training and 4.7 0.86 0.37** | 0.44** | 0.39**

Development (CPD) in Shariah Y'

audit is necessary % (

*significantly different from internal gllditogs #o 1904 at p<0.05 and **significantly
0.01 ed on Man-Whitney U-test. LA:

different from internal auditors all g
Internal auditors; SA: Shariah ifors; SE€. Shaglah ittee; EA: External auditors; DEP:
Depositors; SO: Shariah offi 'R qs , O
’ 2 (.J
Based on the table abo re isfa sign 1C§)different between the internal auditors

and other responden %‘he di;‘ferenc‘; @een Shariah audit framework and Shariah
review frame “The external aud\itors and the Shariah officers exceed the
expectatign internal auditors since they strongly opine that the framework for
review and audit should be separate and different from one another. Shariah auditors

should audit the review findings; the significant different is between internal auditors

and external auditors, depositors, Shariah officers and regulators. Shariah committee do
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to the different expectation among the respondents. Among the statements that received
different expectation among the respondents are i)The internal auditors should attest
the financial statements of the Islamic banks for Shariah compliance ii) The scope of
Shariah audit is limited as per SGF only and iii) Human resource management should
not be the scope of Shariah audit. For the first statement, the Shariah co;—%& strongly
views that internal auditors should test the financial statements of th!kmic banks for
Shariah compliance with the highest mean rank of 104.79. O%Ys;ondents do not
agree with the statement since the mean value is between 3.0 .80 with an average
mean of overall respondents of 3.667. The responde re aldQ askgd whether the

scope in SGF is sufficient in Shariah audit. The deposiihagreefwithjthf @nent with

the mean value of 4.13 whereas the internal aud?don@';\ e wﬁgzhe statement

~
with an average mean of 2.96. Other responwry ;‘w 3.?‘1‘ 3.71. Comparing
to the qualitative findings, proposition hli \s\STJ ] }ng%it scope on audit of
& ,
Su t%h@nanczal statement’. From

financial statement should cover th%zah s

the quantitative point of view, @ten’ent eiv@a high mean score among the
(
respondents with an overall mCanjof .SZJ 0
ALY
N>, S
i
b) $

S
&
S
N
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The respondents agree that the Shariah audit scope on financial statements should
support one and another, which reflects the proposed coverage for Shariah audit scope.
The quantitative findings support the proposition and the qualitative findings

proposed that the Shariah audit scope should also encompass human resources, byginess
;ia

1

policies, process and procedures, zakat calculations and payments and in thtmp

statements and internal control for Shariah compliance. A

Yv

Table 19: Overall Gap among the Respondents in Shariah Audif®factices on
Scope

STATEMENT TIA/SA

a) The internal auditors should 3.30
attest the financial statements of
the Islamic banks for Shariah

compliance

b) The scope of Shariah audit is 2.97

limited as per SGF only

¢) Human resource management 3.90 0.22 0.48*

)
*significantly different from internal auditor %ll a?pkqg\and **significantly
different from internal auditors overall ga .0] baseg en -Whitney U-test. 1A:
Internal auditors; SA: Shariah auditors; SC:@CO itee; % xternal auditors; DEP:
Depositors; SO: Shariah officers; REG: R s , N

X s

With regard to scope in auditin &volv c con\é)ns and pressures from various

sectors on different kinds ofwt I

’
Hood and Buchery, 1999%9ed“0 Kagi (iéé), there is a need to extend the scope
b 4

of Shariah audit due ﬁt lack of expeﬁ}_s)@,‘;l Shariah auditing. The scope should be
e

&
N hap, 2002; Gray et.al, 1996; and

clear and concise ow the gap that exists in the industry.

Thi@c further extends the findings by performing Mann-Whitney U-test
to find which specific groups statistically differ as highlighted in Table 19. It is
important to realise that the Kruskal-Wallis H test is an omnibus test statistic and does

not highlight which specific groups of the independent variable are statistically
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significantly different from each other. Thus, this study expands the significant findings
from Kruskal-Wallis H test and performs Mann-Whitney U-test to compare the
significant difference between two groups. The comparison is between the internal
auditors group and other respondents such as i) internal auditors vs. Shariah committee,
i1) internal auditors vs. external auditors, iii) internal auditors vs. depos@@ ) internal
auditors vs. Shariah officers and v) internal auditors vs. regulators. T‘H&temal auditors

group was chosen as the main comparison due to the functjo V.Sharlah audit is
attached to the internal auditors department as requireg in SGF (BNM, 2010).
Furthermore, 85% of the internal auditors who partlcmé is\gtudygre involved in

Jw 'n&‘-%-uals who

perform Shariah audit with the perceptions of ot d1 ctices.

the Shariah audit function. This justifies the com

There is a significant difference of e% 10 23;1 the {mal auditors with

the Shariah committee on the state \h uizto;s should attest the
financial statements of the Islamzc 1 Sﬂn ‘ia nce This is the same with
1 al a 1tors score an average mean of

the Shariah officers and the dep(Yiss TtﬁZ
|

3.3 which reflects a neutral res se{ keogg with the statement. The Shariah

Committee, the deposnt@s @ﬁce@ee with the statement that the internal

|
auditors should attest@nalaal at€men® of the Islamic banks.
\
There 15%; gnfty 1f®ce among the respondents between the 1)

internal aud %ld Shariah Comh‘;&tee ii) internal auditors and external auditors and
i) 1nt audltors and depositors on the scope of Shariah audit. The respondents’

views ¢ scope of Shariah audit and whether it should be limited to the SGF varies.



6.3.7 Expectation Gap in Shariah Audit Practices on Competency

Referring to Table 20, the first statement highlights on the qualification of
Shariah auditor. Most of the respondents agree that a Shariah auditor ?ﬂd be a
qualified accountant. The group of respondents that agree with the state@re Shariah
committee members, the external auditors, stakeholders and Shgﬁ officers. The
means score for each group that agrees is 4.0 and above which wz;ree and strongly

agree. However, the internal auditor’s group which al %s.tli:e responsibility to
ul

conduct the Shariah audit in the Islamic banks and the at] rs\bdﬁzutral with the
\ g
statement that a Shariah auditor should be a qualif@ount t.
P 4

N\
e’m.kcé?i score is at
. b
3.44 which is ‘somewhat agree’ with the statemdgt. es thetor the internal

auditors and regulators, a Shariah audito@ be
The second statement discuss%at a i ? fter should be appointed
@ o S

among Muslims only. Only the Sh congin%ni@'s and depositors agree with
this statement with the mean ECOW 4.3,and?.I 9 S@ectively.

iedégcountant.
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The internal and external auditors, Shariah officers and the regulators are neutral with
the statement with an average mean score of 3.0. Thus, a Shariah auditor may not be
appointed among Muslims only.

The third and fourth statement also shows a variance of response among the six
groups. The internal and external auditors and the regulators disagree w@ tatement
that a Shariah auditor should be a person qualified in Shariah only. Hﬂker, in the next
statement not including the external auditors; the internal aud'tows nd the regulators
were neutral with the statement that a Shariah auditor shqul person qualified in
accounting and Shariah. These two groups share the op@ a@@n auditor does

¢
not have to be a person qualified in accounting and SHghgh only. | ~‘§-

—

The Shariah committee members, stake?ns 6‘{ 1S) Ya}l. the Shariah

officers neither agree nor disagree with the s@ﬁt ;‘ a aria@ditor should be a

person qualified in Shariah only. These groupo erY ‘tkhgmternal auditors share
the view that a Shariah auditor shou peréon g 1ﬁ<° accounting and Shariah.
Hassan et al. (2010) sh at /? f tlwééhariah committee agree that

[ \}
accounting is a necessary bi% of knp gt Q} he composition of the Shariah

SN

committee. They also q&e\ha 'eac Sha\ committee member must possess
adequate knowledge %‘;\ Tna'ri l‘tl Cﬁé\'}vs that for a composition of Shariah
committee to be ageguiie, t}tyﬁnzytbe@wledgeable in both Shariah and accounting.
Hassan et al. \ argued that it i‘n%?éates that the Shariah committee should also be

involve uditing process of the bank. With that, it is suggested that the Shariah
audito d possess adequate knowledge in accounting and Shariah. However, the

expected level needed in Shariah and accounting aspect and its responsibilities in the

institutions should be made clear to the Shariah auditor.
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The discussion continues with the next statement that a ‘Shariah auditor should
be competent in Shariah, auditing, finance and law’. This statement receives a good
response and all groups share the same opinion with an average mean of 4.53 that they
strongly agree with the statement. Although the internal auditors and regulators were
either neutral or disagree on the qualification of a Shariah auditor, t% strongly
agreed that the Shariah auditor should be competent in Shariah, au&&, finance and
law. This implies that a Shariah auditor should be compete@ariah, auditing,
finance and law to ensure the quality. Y'

The other four statements in the survey receiv: sam@ opiafon among the

. . : : gy T ol
six groups. ‘Shariah auditor should fully subscribe to rincigies a dp@ah rulings
upon engagement and execution of the audit task IVN nse‘wTh an average

score of 4.49 shows that majority of the res@t s alg

‘Shariah auditor should continuously g%e l

grel& th the statement.

}{kgariah, auditing and

: N
Islamic accounting’ received a respq, 4 sfenalg,that t espondents agree that the
Shariah auditor shall continuousl d dge arlah auditing and Islamic
| (,) } N
accounting. F o ¢
o O

‘Shariah auditor Q?be @nal @tor of the IFI’ receives disagreement

N
O
among the respondentg? tif '%sﬁ e‘ﬁ 3.84. Based on table 20 the stakeholders

\
and the Shariah ?t th ternal auditors should be the Shariah auditor

ofan IFL Ttl@ah committee, m%mal auditors, external auditors and the regulators

have a fﬁ%lew. They suggested that the Shariah auditor should be an independent

person IF1 with his/her job description and specific task to perform the Shariah
audit functions. This statement also reflects that the respondents disagreement with the

Shariah Governance Framework (BNM, 2010) and the tasks included therein regarding

the Shariah audit function by the internal auditor.
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In terms of interview findings, proposition seven highlights ‘Shariah
auditor/internal auditor in the Islamic banks who performs Shariah audit function
should have the accounting and Shariah qualification to achieve competency level . The
survey findings support the proposition since most of the p-values for each of statement
is significant. The majority of the interviewees mentioned that the Sharj itor
qualifications may vary. The competency of a Shariah auditor shall be dAgnined by
each of the Islamic banks and be well equipped with accounting and %mnowledge.
In terms of lack of expertise to perform the Shariah audit ﬁmct'oantemal auditors

may invite the Shariah team to be part of the internal audit o per !'m Shariah

@
audit. If the person is an experienced staff with no (@tion n a qu&ckvg. and
T

Shariah, the banks shall send the staff for Shariah trai

S

’
\ V
kg

&
A_\Lgt Practices on
&

Com
q '.)‘
STATEMENT TA/SIN \U.iRS\‘&OUP (OVERALL GAP)
St NEA | DEP | SO | REG
a) A qualified accountant ﬁﬂ’@‘ -0.56* - - -0.06
s &4, 0.95%* | 0.63**
b) appointed among Musli RN -1a8* | -0.9%* - - -0.41
only &5 1.49%* | 1.02**
¢) qualified in Shariahga ¢ 18 | -0.44 | -043 | -0.29 | 0.18
accounting (
d) qualified in Shari % S" -0.84* 0.24 R - 2013
/ S 1.21%* | 1.06**
¢) Fully subsc$ the 4.36:_}?‘ 021 | -004 | -0.44 | -0.14 | 0.22
principles and 1ah rulings "
upon  en and
executionf theaudit task
f) the i aljauditors of the 3.36 -0.56* | 0.26 - -0.71*% | 0.04
IFIs 1154

*significantly different from internal auditors overall gap at p<0.05 and **significantly
different from internal auditors overall gap at p<0.0! based on Man-Whitney U-test.
IA: Internal auditors; SA: Shariah auditors; SC: Shariah Committee; EA: External
auditors; DEP: Depositors; SO: Shariah officers; REG: Regulators
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Based on Kasim (2009), the finding shows that there is a difference between the desired
and the actual qualification of Shariah auditors as the proportion of those respondents
qualified in both Shariah and accounting is only 5.9% as compared to those respondents
who practice Shariah auditing in IFIs in Malaysia (69%). This is an indication that the
practice lacks people of both qualifications as indirectly they are |} nt in
determining the vision and mission of Islam is preserved within tl&s. Shariah

auditors are expected to reflect their responsibility and accountabilit%ot only to the

management and stakeholders but more importantly to Gqd. will promote the

foundations for building public confidence and assura t he@ie Shariah-
¢

compliant in all of their activities. According to Yusof ( ), incjease arcc@%bility
A

of internal Shariah auditors will necessitate a Co,—Ymnsb{ e p{&ramme o
Yv

ensure that they are qualified and competent to@}fak tﬁe mlzg 1sciplinary role

as internal Shariah auditors, possessing b mlt S h ﬂgﬁcations (usul al-
@ A

figh or figh muamalat), to boost publi enée and gve @ctive assurances of the
&
integrity of the Shariah audit profy}f hr ufport ough the annual AAOIFI
l

Shariah Conference (2012), :on; of tle §C tc% Mufti Aziz Ur Rahman,

recommended that the in@ee 'i) per (@al training of Shariah auditors and

: N

: . o> (O
the ii) strengthening ertificati ﬂob )
\

iy,
%

% =4
6.3.8 Expectw ap in Shariah miit Practices on Processes

e%to Table 22, out of ten statements involve in Shariah audit processes,
eight

-value of <0.05 which leads to significant findings to the existence of an

expectations gap among the respondents. There were different views regarding the

process of Shariah audit thereby highlighting the need for standardised Shariah audit

processes.
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The statements that need to be further clarified comprise:
a) Audit committee should not determine the Shariah audit planning,
b) Shariah audit programme is necessary for evidence purpose,
¢) Shariah committees are aware of the income purification issues and

\Y'

d) The bank may appoint or employ external party or pe&lo conduct

disclosed in the Shariah committee report,

Shariah audit,

¢) Shariah audit engagement should be endorsedyby arlah committee
and recommended by the audit committe ast bu not
‘
f) Shariah audit engagement should be a by the bo r('

The respondents agree with only two statements corvng t-b.}q s 0§f§3§rlah audit

Kv ate@s support the

qualitative findings that ‘Shariah audzt ocﬁs l se.&cglted from Shariah

Compliance Manual’ and ‘Shariah c%ee Moul vol 1rectly in determining
s
l

‘Audit committee shouh deq tb!eb wriah audit planning’ teceived

different views from the @ t IWl the @1 rank of 101.19 and average mean

l
of 3.06, most of the Sﬁ‘ﬁbofﬁ/ers ro'urel on the arrangement in determining the

\
The‘ v g gr@ of respondents scored an average mean

Shariah audit pl
between 2. 31 é which showedh?t most of them do not agree with the statement.

with an overall average score of 4.23 an

the Shariah audit planning’

h

In practt ud1t committee performs an oversight role during auditing. To put the
responsi on the audit committee to determine the Shariah audit planning is not a

monitoring task. Therefore, the Shariah audit planning should be determined by the

responsible person at the operations level. However, based on the interview finding,

Shariah committee and audit committee should be directly involved in determining the
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Shariah audit planning. According to the interview session, Shariah aundit function is a
new area that needs proper planning, guidance and monitoring from the board. The
function should be closely monitored by the board to ensure the governance are in place.

In terms of the importance of having Shariah audit programme as evidence even
though there is an expectation gap among the respondents, the average ore is
between 3.81 to 4.42. The Shariah committee group scored mean ra %3 which
ranks the first among the respondents to agree with the statement. mtatement also

supports the interview findings that it is necessary to d a Shariah audit

programme that represents the procedures of condugi ar@it for each
N3

0
‘Shariah auditor should ensure that all ne as, rofli n@dance and

auditable area. ’

. . o
modifications to existing fatwas are identifi revfﬁwe or a& period under
examination’ scored an average mean of m d &Qespondents agreed
with it. The expectation gap exists in oﬁ e 1 greement between the

40
respondents whether ‘agree’ to stron ; 1d§pportmg the findings from
the interview session, additlo t fr.g t e}g@lew posited that the Shariah
O
auditing process should b uct‘d 1 acco@nce with the established auditing
standards that already efi 11; t ?hgéé‘évance and compliance of the auditing

function with the g%% or gafio l a@pted standards.

In terms e bank may app@ or employ external party or person to conduct

Sharich a %& statement results in disagreement among the respondents. The
Sharxa@ttee group and internal auditors were unsure with the statement since the

mean value is 3.5 and 3.63 respectively.
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Table 23: Overall Gap among the Respondents in Shariah Audit Practices on

Processes
STATEMENT T1A/SA USERS GROUP (OVERALL GAP)

- SC EA DEP SO REG
a) Audit committee should not 2.18 -0.67 -0.13 | -0.38* | -0.37* | 0.66**
determine the Shariah audit
planning
b) Shariah audit programme is 3.93 -0.49** 0.12 | -0.56** W 0.36*
necessary for evidence purpose p.:
¢) Shariah auditor should ensure 4.18 -0.17 -0.07 | -0.33 24 0.2
that all new fatwas, rulings and
guidance and modifications to
existing fatwas are identified and Q
reviewed for each period under
examination V

| d) Shariah committees are aware 393 -0.64*%* | -0.98* N -0.23 -0.02 0.29*
of the income purification issues i
and disclosed in the Shariah \d
committee report ’ T
¢) The bank may appoint or |  3.63 , - _{o‘.m 0.37*
employ external party or person X
to conduct Shariah audit ~N
f) Shariah audit engagement 4.12 ONY | -004 | 031*
should be endorsed by the é
Shariah committee (éﬁ

| g) Shariah audit engagement 3.90 . : ~0.6 0.38* | 0.25*
should be recommended by the >
audit committee
h) Shariah audit engagement 3.6 . -0.52* | 0.39* 0.22
should be approved by the board 3 -~

*significantly different from intern S ojeral hp 3@20 05 and **significantly
different from internal auditors ov: sgbon Man-Whitney U-test. IA:

Internal auditors; SA: Shariah auditors; S€: Sha{ : nﬁ@ae; EA: External auditors; DEP:
Depositors; SO: Shariah officers; : Reg'lla

N oD S

Another statement that ﬁh disf efit eg'tlveen survey findings and interview
\

findings is ‘Shariah % procgszo

>

be included in the Shariah Compliance

V
Manual of each 1;% bank’. Most of a’f(?survey respondents agree with the statement
with an ov erage of mean score 4.23. However, the respondents prefer Shariah

audit procesS®w€hould be separated from the Shariah Compliance Manual. Based on the
qualitative findings the overall respondents view that i) Shariah audit processes should
be separated from Shariah Compliance Manual, ii) Shariah committee and audit

committee should be directly involved in determining the Shariah audit planning, 1ii) it
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is necessary to develop a Shariah audit programme that represents the procedures in
conducting Shariah audit for each auditable area, iv) Shariah auditor should ensure that
all new fatwas, rulings and guidance and modifications to existing fatwas are identified
and reviewed during Shariah audit practices and v) the Shariah auditing process should
be conducted in accordance with the established auditing standards tha y exists.
This is to bring relevance and compliance of the auditing function \a@ globally or
nationally accepted standards. Therefore, this creates a gap b&ezn what people

perceived and what is delivered in the industry. Y~

Y.

6.3.9 Expectation Gap in Shariah Audit Practx@Rep tin | (.}
A
2y
Referring to Table 24 concerning whether it iggm rtaﬁt and@&.e reporting the

findings of Shariah audit in all Islamic ba Qs)( state asked in the survey
.\

questionnaire. All of the statements %b t e@ctation gap among the
% "
respondents since the p-value is <0& nly ter“‘ﬁ( carries an overall mean of
% >
4.10 which shows agree witl{t teme t e ahabaudzt report is a formulation of

audit opinion on the degpy ass'u\e of ti y and comprehensive adoption or

implementation of Shftw i nI1 @gs Even though the level of agreeing
with the statemen % accf

the definition aMah aud1t reporggo the existing practices. This may fill in the gap

on the def@?f Shariah audit reporting in practice.

é{»group of respondents, it still contributes to
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Another statement that received various views from the respondents is ‘the findings of
Shariah audit should be reported in the annual report of the IFI’. The average mean
value of the respondents ranges from 2.18 to 3.06 which is ‘disagree’ to ‘not sure’. On
average, the internal and external auditors do not agree that the findings of Shariah audit
be reported in the annual report of the IFI. However, ‘The findings of, maudit
should be included in the Shariah Committee report’ is agreed b mternal and

external auditor as well as the regulators. This statement supports the Wterview findings

that the Shariah audit findings should be reported in the S committee report
instead of having a separate Shariah audit report. This d a@ore practical

*
to report the findings of the Shariah audit through @sting han e' r&tggr- than to
create a new report to communicate the ﬁndings?dem;& - aria(,X:zudit report

Yv
should be communicated ongoing basis with U@swlv reﬂor Shzﬁ? committee and
e

quarterly reporting to Audit committee’ the OWergh\re tS"mean average score

N

from 3.43 to 4.31. The Shariah com@edh ra f 1@7, which is the highest
&0
rank among the respondents, shov@l t arjah c@nittees are agreeing with the
|

statement to report to them o yrRas) m@arterly to the audit committee.

N N O
However, referring to the&l icergdand nternal auditors, their overall mean
&)
sfo Ihé‘k is difficult to report the Shariah audit
\
findings on a m%kasif Sh%l_ﬁ'ﬁh committee. According to the interview

findings, the @ty of the respon&;{lts agree that the Shariah audit function shall

=
-
=

=)

score ranges from 3.4 '8

communy Its of any assessment or findings arising from the Shariah audit to the
Boardhommittee and Shariah Committee as per Shariah Governance Framework
(BNM, 2010). Therefore, the Shariah auditor of the Islamic bank needs to consult with

their Shariah committee and decide when is the best time to report to the Shariah

committee weekly, monthly, quarterly or whenever necessary.
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Table 25: Overall Gap among the Respondents in Shariah Audit Practices on
Reporting

STATEMENT IA/SA

USERS GROUP (OVERALL GAP)

SC EA DEP SO

REG

a)Shariah audit report should 3.80 -0.51* -0.23 0.11 0.49*

communicated ongoing basis

with monthly report to Shariah T
S

committee and quarterly

-0.7

reporting to audit committee
b) Shariah audit report is a 3.82 024 | 0.32* -0.9%5.28
formulation of audit opinion on
the degree of assurance of
timely and comprehensive
adoption or implementation of

0.18

Shariah principles and rulings
¢) Report should include 3.80
reporting on ihsan, ithar,

ta’awun, sabr’, syukur and

0.22*

silaturahim
d) The findings of Shariah audit 2.18
should be reported in the annual

0.6*

report of the IFI ]
e) Shariah audit findings should 3.24
be disclosed separately from

Shariah Committee report i.€.,

n

0.28*

Shariah audit report
f) The findings of Shariah audit
should be included in the

£
1015Y 0.1 1.62%*
&
.

1.82%*

Shariah Committee report

*Significantly different from inte eraky dap at\p<0.05 and **significantly

different from internal auditors o 0.0f e n Man-Whitney U-test. IA:
Internal auditors; SA: Shariah auditors; nl‘lagee; EA: External auditors; DEP:

Depositors; SO: Shariah ofﬁceﬁ'@: R@Sﬁ e
&

Based on the Table 25 q@ a sgegnifi
\ .
Shariah committ@ int Wito%g;nd Shariah officers on the reporting of

N . .
Shariah audit f;&gs whether to be aae monthly report to Shariah committee and

committee. The Shariah committee and Shariah officers

quarterl% to the audit
hariah audit findings should be reported on a monthly basis and quarterly

agree that t

nce between 1) internal

reporting to the audit committee. There is also significant differe

depositors on the definition

auditors and external auditors and ii) internal auditors and

of Shariah audit report. The external auditors and the depositors agree that Shariah audit
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report is a formulation of the audit opinion on the degree of assurance of timely and
comprehensive adoption or implementation of Shariah principles and rulings whereby
the overall internal auditors are approaching to agree on the statement with the mean

average of 3.82.

Regarding Shariah audit findings should be reported in the ann
is a significant difference between i) internal auditors and Shariah com&ee ii) internal
auditors and depositors, iii) internal auditors and Shariah ofﬁc&?nd 1v) internal
auditors and regulators. Internal auditors disagree that the rep should be included

in the annual report. This may be due to the previous g llte 1 audit is not
being made to the public. In the internal audit prai%whe firldin ?f 1 al audit

nm@' report. This
finding is also in line with another statem tw Sh°‘1a udxtﬁ&dmgs should be

work are only communicated internally and not

disclosed separately from Shariah committe poﬁ\A er i ement that wraps up

the conclusion on Shariah audit findin that th zult ‘a'Shanah audit should be
%

n @tatement even though there

b the average mean is 4.0 except

included in the Shariah Commltt rt.

for the Shariah officers IQ&O clt aggee th should be reported in the Shariah

N
committee report. (,} ¥ ',' C-)(J
e
J 8
‘vt
6.3.10 EXPeé Gap in Sharl udit Practices on Independence

The f'@are summarised in Table 26. There are four statements related to the issue
of independent in Shariah audit. Three out of four statements have a p-value of <0.05.
It shows that there is an expectation gap among the respondents on the independence of

the Shariah audit in the Islamic banks. On average, it is agreed that a Shariah auditor
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should be independent in the execution of the audit, a person who always thinks of

justice in discharging responsibilities and should act independently without regard to

selfuinterest. ‘ The Shariah audit function should not be attached to the internal audit

department of an Islamic bank’ received disagreement among the respondents with an

average mean value of 2.98. Most of the respondents viewed that, we' \ current

setting in the industry, the Shariah audit function is best positioned in‘&temal audit

department of the Islamic banks.
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The findings from the survey support the qualitative findings. It can be concluded that
the requirement to have a Shariah audit function should be attached to the internal audit
department. However, the Islamic banks should prepare the resources from now to cater

for the future demand for Shariah audits as an independent department as required by

the stakeholders. \2

Independence
v
STATEMENT TIA/SA USERS GR OVERALL GAP)

SC REG
a) A Shariah auditor should be 4.00 0.2 -0.47*
independent in the execution of
the audit
b) A Shariah auditor is a person 3.82 -0.24 E‘ . 0.18
who always thinks of the Y.
concept justice in discharging
responsibilities CV
¢) A Shariah auditor should act 3.80 @22 0.22*
independently without regard to
self-interest i
d) Shariah audit function should 2.96 gy @Js 0.05 0.3 0.17
not be attached to the internal Y' \.é
audit department of an Islamic % J
bank €&

*significantly different from ingeriv ~Qverall at p<0.05 and **significantly
different from internal auditor&al $<0. ased on Man-Whitney U-test. 1A:

Internal auditors; SA: Sharia 1tors; S‘ S Qah(ggmmlttee; EA: External auditors; DEP:
Depositors; SO: Shariah offi R C,Reg

LI

In terms of the stateﬁe related to co&& of justice in Shariah audit, the average
Neo ~

score is 4.00 wh% ws that the respondents agree that a ‘Shariah auditor should be

a person yh@ ys thinks of the concept justice in discharging his responsibilities’.

However, the level of agreement with the statement varies according to group of

respondents. Comparing the findings based on Table 5.27 among the internal auditors

and other respondents, the significant difference is between the depositors and the
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Shariah officers. According to Khan (1982), one of the roles of the muhtasib is to be
responsible for the implementation of adl (justice) in the society. ‘Muhtasib’ is also
known as Islamic auditor, who previously played an important role in Hisbah
institutions. Yahya and Mahzan (2012) summarised that the functions of Hishglin the
past is similar to the role of Shariah auditing where the aim is to preserve%\ 1vities
of Islamic banking to benefit society and uphold Shariah principlesﬂ&, it can be
assumed that the main responsibility of the muhtasib is parallel t\the, nctions of the

Shariah audit at a broader level. ? '

6.3.11 Expectation Gap in Shariah Audit Practic@haria if _{—,

Responsibility Y' \
g}? &
Performance gap — deficient standards is a ga een the ggties @%h can reasonably

be expected of Shariah auditors and l’la ag T &ed by the SGFBNM,
2010), Islamic Financial Serv1ces A 1 M%;PF ﬁls segment, the Shariah
¢ arffasl @1 is regulator, Shariah rulings

audit responsibilities are segre% to thr ;

and Shariah assurance. T hesl \l‘hls seéént is Hae: There is an expectation

gap among the respo eni Shat_) audzt responsibility as prescribed by

regulator BNM. T r stz}t e sectlon are derived from the SGF (BNM,

2010). Two od&four statements @Ne a p-value of <0.05 which rejects the null
hypothe51% audit responsibilities that have a significant effect among the

respo@re i) the Shariah audit function shall be performed by internal auditors

who have acquired adequate Shariah-related knowledge and training ii) the audit

committee upon consultation with the Shariah committee shall determine the

deliverables of the Shariah audit functions. Not all of the respondents agree on the view
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that the internal auditors should acquire adequate Shariah knowledge and training to

perform the Shariah audit function.
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Based on the competency findings discussed in the previous section, it is difficult to
ensure that the internal auditors are well equipped with Shariah skills and knowledge.
However, the Islamic banks will slowly train the staff to ensure the compliance with the
SGF (2010) on equipping the internal auditors with adequate SharQ;related
knowledge and training.

The next hypothesis is Hzn: There is an expectation gap amon%respondents
concerning Shariah audit responsibility on Shariah rulings &bakks, tatfif, ‘uqud,
khiyanah, israf, tanajush, speculation and gharar). There i amctatlon gap among
the respondents since all three statements in this sectio ap VMOS ‘Shariah
audit should cover on Shariah rulings such as bakh olurga ﬂ)@ diminish
or decrease the value of the product or services b so t (ta m an excess
in measure and giving out a short measure. co hty ﬁ (embezzlement
of funds), Israf (the propriety of expen 5 g) speculation and
gharar (uncertainty) received an av ea valu Wthh shows agreement
with the statement. The Shariah cowmee #ou re@i average mean of 4.42 which

illustrates the importance of Sh 'Bé‘patlons Even though there is an

expectation gap among thl‘wo due to the level of agree to strongly

>

ourc‘é ﬂud the SACs published rulings, the Shariah

agree with the statem

L

t t?wanah auditor should obtain and make

references to relehggt

committee dec\

Shariah ist” Shariah committee, depositors and the regulators agree with the

fatwas, guzdehres the Shariah audit results and the internal

statemen an average mean value 0f 4.02 to 4.30. The internal and external auditors
and the regulators have a variety of responses among them which result in the average

mean value of 3.85 to 3.95. The average mean showed that there are individuals who

do not agree and not sure with the statements. For ‘Shariah auditor should attest and
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provide assurance that the Shariah audit conducted have met Shar iah objectives and

comply with Shariah requirements ’ the average mean is between 3.89 to 4.58 indicating

an expectations gap exists among the respondents.

The other significant difference is that Shariah auditors and internal reylewers
3

have an added layer of religious accountability, and while assessing ee iah

adherence of an entity’s financial statements, they are additionally exped& carry out

their main religious responsibility of “amr bil ma’ruf wa na a al- munkar”

(enjoining the proper and forbidding the improper). T s that all audit
dimensions or parameters designed to evaluate Sharia pha have the
spiritual ingredient of God consciousness, that is, afea@nctxon in thhe pe er for

not complying with Shariah. Due to the religious reﬂ'emen‘tgk ed‘foTMushms

n bi‘g?erred that the

under Shariah law implicit in the objective om a i m 1

e_\tQ certification on
A

N
permissible (halal) financing. This 15®rabﬂ: to in halal certification by
ﬁ): N

relevant religious authorities fo d ' armadeuticals and of religious
% l
edicts/decrees (fatwas) of Shariah /(Je ise must be Muslims.
LIS

$an e@tatzon gap among the respondents

auditors and reviewers are required to

The next hypothe\&zc
concerning Shariah 2 pof
Islamic banks. T w nine" S rfent$ ated to this section. Among the questions

V
that receiveMSuK0.0S that sho“%‘:’signiﬁcant finding and support the hypothesis

are as %
Shariah auditor is responsible towards the outside financiers (i.e. capital

contributor; mudharib).
b) Shariah auditor should have a clear understanding

ties of the IFI to allow for better scoping of an audi

of the business

activi t exercise, i.€.

auditability and relevance of activities.
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c) Shariah auditor should develop a comprehensive internal audit
programme or plan.

d) Shariah auditor should provide recommendations on rectification
measures taken as well as following-up on the implementation by the
IFL.

e) Shariah auditor should attest and provide assurance that ternal
Shariah Control System (ISCS) established by the IFIs h@hariah
objectives and comply with Shariah requirements.

f) Shariah auditor should assess the adequacy of Sharjah §view as a basis
to determine the authenticity of Shariah ruling tion of Shariah
requirements and validity of Shariah-complai act"ons.

g) Shariah auditor should detect fraud relate ari \d

The statements highlight the Shariah audit responsibilit{¥g, the I§lami 'a.@%even

riah}:tditor are

;Qudharib) " the

% i @ment is agreed by the
&0
depositors with the mean score of singc®it ou@e depositors as a capital

R
contributor. Another statement n@eed b m% spondents is ‘Shariah auditor

Y O

should assess the adequacy g Shtirialf revigw as@asis to determine the authenticity
o Nob et » | |
of Shariah rulings, adop&j Shfrta Wzrgmgnts and validity of Shariah-complaint

k¢
transactions’. The | nit ‘aorev_ r this statement is 3.16. The Shariah

committees do x\ e with the states‘ﬁént since the mean score is 2.00. This research

Q

assumes t verall respondents do not agree with the statement since for the

Shariah r to assess the Shariah review work seems redundant and not cost
cfficient. For some Islamic banks, the Shariah auditor is assisted by the Shariah officers

to perform the Shariah audit function since they do not have adequate expertise in

Shariah. ‘Shariah auditor should detect fraud related to Shariah’ received a variety of
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responses. The average mean value for overall respondents is 3.57. The internal and

external auditors and the regulators did not agree with the statement since the mean

value is between 3.18 to 3.66. However, the depositors and Shariah officers agree with

the statement with an average score of 4.00 and above.
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Table 29: Overall Gap among the Respondents in Shariah Audit Practices on
Shariah Audit Responsibility

STATEMENT

IA/S

USERS GROUP (OVERALL GAP)

A

SC

EA

DEP

SO

REG

Regulatory

a) The Shariah audit function
shall be performed by internal
auditors who have acquired
adequate Shariah-related
knowledge and training.

3.93

0.29*

0.06

-0.64**

D)

o

Y~

0.55**

b) The audit committee upon
consultation with the Shariah
Committee shall determine the
deliverables of the Shariah audit
functions.

4.03

-0.04

0.1

N

4

0.33*

0.31*

Shariah Rulings

a) Shariah audit should cover on
Shariah rulings such as bakhs
(any voluntary effort to diminish
or decrease the value of the
product or services being sold)
tatfif (taking in an excess in
measure and giving out a short
measures)  uqud  (contract),
khiyanah  (embezzlement of
funds), Israf (the propriety of
expenditure), tanajush (bidding),
speculation and gharar
(uncertainty).

0.33*

0.19

b) Shariah auditor should obtain
and make references to relevant
sources, including the SAC#$y
published rulings, the Sha&
committee decisions, fa
guidelines, the Shariah
results and the interna ari@h

checklist.
¢) Shariah auditor &?w attest

and provide ass that the
Shariah audit ucted have

met Sharia 'lEtives and
comply \ Shariah

-0.13

-0.07

0.03

0.07

0.39*

-0.58**

0.08

0.61

requireﬁnts.
Shariah Asstirance

P

a) Shariah auditor is responsible
towards the outside financiers
(i.e. capital contributor; i).

3.21

-0.57**

-0.22

-0.75**

0.34*

0.77**

b) Shariah auditor should have a
clear understanding of the

4.36

business activities of the IFI to

-0.14

0.05

-0.38*

0.19

0.33*
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allow for better scoping of an
audit exercise, i.e. auditability
and relevance of activities;

c) Shariah auditor should
develop a  comprehensive
internal audit programme or

plan. 0.35* 0.42* -0.6** 0.1 04

d) Shariah auditor should
provide recommendations on Yv
rectification measures taken as \
well as following-up on the

implementation by the IFL A

¢) Shariah auditor should attest
and provide assurance that the
Internal Shariah Control System
(ISCS) established by the IFIs
have met Shariah objectives and
comply with Shariah 469
requirements.

.08 0.15

) Shariah auditor should assess
the adequacy of Shariah review
as a basis to determine the
authenticity of Shariah rulings,
adoption of Shariah requirements
and validity of  Shariah-
complaint transactions. 3 45 . : 0.48** | -008

g) Shariah auditor should detect
fraud related to Shariah. 3.66 62** k"P.\l6** 0.03 0.89**

*significantly different from internal audit t' p<DN5 and **significantly
different from internal auditors overall b etl offvlan-Whitney U-test. IA:

Internal auditors; SA: Shariah auditors; S 1tte : External auditors; DEP:

Depositors; SO: Shariah officers; REG
' 0
a‘ F &

6.3.12 Expectation Gap in ah Alu acticés’on Shariah Auditors
Performance ('5,(’
Performance gap - deﬁ erf { ap between the expected standard of

performance of S % dlﬂ‘) exlst dutles and Shariah auditor’s perceived

performance, as ed and percelveﬁ‘:gy society. Based on the Table 30 the findings
support th thesis that Hi: There is an expectation gap among the respondents on
Shariah atNis#br’s performance in Islamic banks. The respondents were asked to

evaluate the Shariah auditors performance in the Islamic banks. There are 15 statements

related to Shariah auditor’s performance in the Islamic bank. The rating for this section
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is based on a five-point Likert scale which ‘1’ represent ‘poorly’, ‘2’=adequately,
‘3’=average, ‘4’=well and ‘5’=excellent. The overall average mean score among the
respondents for each of the statements on Shariah auditors’ performance range between
3.31 to 3.95, which ranges from ‘unable to judge’ to ‘well’. The findings show that all
existing duties are rated significantly different among the respondents%mY;niﬁes

the existence of expectation gaps among the respondents on thelﬁkia auditor’s

performance. V
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The statements that received p-value<0.05 are as follows:

a) Providing a useful service to the stakeholders.
b) Reporting truthfully.
¢) Providing a useful service to the IFIs.

d) Detecting errors and irregularities pertaining to Shariah.

e) Acting independently without regard to self-interest. \z
f) Communicating effectively 3%
g) Prescribing remedies in the event of Shariah noncomplianceissues.

h) Preventing errors and irregularities pertaining to Shariah
i) Coping with risk and uncertainty in the transactions re@Shariah.

j) Diagnosing problem. l
k) Predicting the future in the event of Shariah litigat \d. T
1) Acquiring information related to Shariah nor@ance | 3
m) Enforcing Shariah legal requirements. Y' \3'
n) Forming correct judgements. V .,‘ Y'
o) Coping with professional rules and g@’ rulin O‘Q
%Y &
The results reveal that the external a ancpthe m ditors find a deficiency

A’v
in the performance of ShariahY\iors’ ming>communicating effectively,
|
S J’B
|

prescribing remedies in the event i 1ance issues, enforcing Shariah

legal requirements, acqu@‘o

rela éﬁo Shariah noncompliance, forming

correct judgements a ng yith oéseg al rules and Shariah rulings. This is due

&

3.33 for all of the’statements above. The table obviously indicated

to the average mjw fZﬁJ{p 3.@ The external auditors also score an average

mean value of

that the 61'% othesis was rejected in favour of the alternative hypothesis.
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Table 31: Overall Gap among the Respondents in Shariah Audit Practices on
Shariah Auditor’s Performance

STATEMENT 1A/SA USERS GROUP (OVERALL GAP)
SC EA DEP SO REG
a) Providing a useful service to
the stakeholders. 3.18 -0.96** | 0.18 2 0.29 | 0.61**
b) Reporting truthfully. 2.81 -1.33%* | -0.31 |-0.79** % 0.62**
¢) Providing a useful service to -
the IFls. 2.87 -1.34%* | 1.04** | 0.03 b\.6 0.8**
d) Detecting errors  and A
irregularities  pertaining  to 312 A
Shariah. : -1.3%* 0 % 0.41* | 0.05
e) Acting independently without
regard to self-interest. 3.21 o 0.19 0.15
f) Communicating effectively. 2.90 0.05 0.48* 0.25
g) Prescribing remedies in the
event of Shariah noncompliance s
issues. 3.03 -0.54** 22 > 0.57*
h) Preventing errors  and %7 Y{\’
irregularities ertainin to :
Shariah. i 321 N o [T ooy 0s0% | 017
i) Coping with risk and "
uncertainty in the transactions
related to Shariah. 3.81 0.5 | -0.51*
) Diagnosing problem. 3.06 ! : . 0.39 0.37
k) Predicting the future in the N -y LN
event of Shariah litigation. 3.2 D379 % O.Qj:’ -0.82** | 045* | 0.22
1) Acquiring information related S:’
to Shariah noncompliance. 3\ . 033* | 0.91** 0.35* | 0.48**
m) Enforcing Shariah legal .
requirements‘ 383 -?0 04 -1.07** 0.47* 0.43*
n) Forming correct judgements 0 0.12 [-1.05%* | 0.36* | 0.68**
- =
(\4,&12 0.4* | -0.88** | 0.53** | 0.18

31l gap at p<0.05 and **significantly
01 based on Man-Whitney U-test. TA:
nh Committee; EA: External auditors; DEP:

internal audit in Malaysian public sectors

V
Based on 3@ on the effectiveness of
?b

s faced by the internal auditors which affect the

(Ahmad 009), the main problem

ors are due to lack of audit staff, internal audit function

performance of the internal audit

does not have full support from top management, lack of training, lack of independence,

lack of competency, lack of experience staff and limited resources. Thus, the internal
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auditors and the management involved in the organisations must ensure that causes of

gaps must be identified to boost the auditor’s performance.
Regarding extended analysis on significant findings based on Man-Whitney U-

test, there are significant differences between internal auditor’s expectation with

ors. Based on the average me &zntemal

Shariah committee, depositors and regulat

auditors are neutral on the statement ‘Shariah auditor’s provide a us&ewice to the

stakeholders’. The Shariah committee and the depositors agree h the statement.

Unlike the Shariah committee and the depositors, the re litovre an average mean

of 3.10, which shows the Shariah auditor’s performa eholglers is at the

average level.

Even though Shariah auditors are dlrevvo]{ . the\’?ﬁarlah audit
T

functions, the internal auditors are unsure QN roleﬁi

evident since most of the questions on ha itor’ o@nce answered by the
A
e

internal auditors scores an average twheen 2,80 to @9 which reflects that the

internal auditors believe that the % ' a y a veragely accomplished the

task. The internal audrtors alSo 1, ed 2\ 0 r;c g truthfully which reflect that
they adequately report arr a ﬁn s The Shariah committee, Shariah
officers, depositors ula rSe thi'gﬁarrah auditors to perform well regarding
performanc cly, 11Rmee perceived that the Shariah auditors are

able to pre future in the evaS‘Pof Shariah litigation. Unfortunately, a significant

gap ciy -0.87, which exceeds the expectation of the internal auditors on the
Statemé Also, the internal auditors score an average mean of 3.39 on diagnosing

problems which means they averagely agree with the statement. This statement also

involves a significant gap of -0.79 between the internal auditors and the Shariah

committee.
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Based on Table 31, it can be concluded that among the respondents, the Shariah
committee, depositors, Shariah officers and regulators have a high expectation of the
Shariah auditor’s performance in the Islamic banks whereby the internal auditors

believe that they have adequately accomplished the task in Shariah audit function.

6.4  SEM PLS FINDINGS *

The third part of the study involves testing the factors that contrWto expectation

gaps in Shariah audit practices specifically on Shariah audit r ibility and Shariah

auditor’s performance. The research model for the se sted usmg partial

least squares (PLS). Smart PLS 2.0 M3 (Ringle ., 2004) is wpe fo ess the
| &
measurement and structural model for this study L o

YE’
cwos*

6.4.1 Measurement Model
T &

. ﬂ
This statistical programme assess@ omefrie p ies of the measurement

model and estimates the par et thefstru l el The validity and reliability
I
of the measurement mod for 1s e'!’t{}ated using the following analyses:

internal consistency @1 it E:‘glablhty, convergent validity and

s{ e jons present the findings for each of the

discriminant \all T fo ojn
analysis used t %ﬂate the Wahidity cg measurement model for this study.

\

& Internal Consistency Reliability

A measurement model has satisfactory internal consistency reliability when the

composite reliability (CR) of each construct exceeds the threshold value of 0.6. Bagozzi

and Y1, (1998) mentioned that all constructs that have the composite reliability of more
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than 0.6 demonstrating a high internal consistency of the data exists. Table 32 shows

that the CR of each construct for this study ranges from 0.6 to 0.9695, and this is above
the recommended threshold value of 0.6. Thus, the results indicate that the items used
to represent the constructs have satisfactory internal consistency reliability.

&

Table 32: Measurement Model for Independent V

Construct Item | Loadings | Cronbach CR AVE
alpha
Framework Fi | 072 | 07% 0N | 0.860
F2 | 086 Y'
F3 0.747 |
F 4 0.810
— F 5 0.852 o
ndependence 11 0.7539 $38
12 0.7931 \%@g
13 | 07543 I
Competency C 1 0.8031 Q-‘ 0.6802
C2 0.7728
C3 0.7611
C 4
c5
C6
e
CJ8
Reporting R | 0.545
R 2
R 5 ;
R Q.7 ;
Scope JBoa? & P06 0.603 0.99%4
A X P) L
J’ﬂy ;:,
4 0.7803:\,!
S5 0.71
Processes PS5 0.789 0.835 0.604 0.876
P 6 0.7353
P 7 | 07455 |
P9 0.7111
P 1l 0.7606
P 1 0.6855
P2 0.7345
P3 0.6563 |
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6.4.3 Indicator Reliability

Indicator reliability of the measurement model is measured by examining the items

loadings. A measurement model is said to have satisfactory indicator reliability when

cach item’s loading is at least 0.7. On the same note, item for factor load%guld be
ns

at least 0.707 with no measurement item loading more highly on oth cts than

the construct it intends to measure (Teck Heang and Kozar, 2008; BaRay etal., 1995).

NV

As reported in Table 32 and 33, all factor loadings are hi hevm 0.707, indicating
acceptable item reliability. Any item loading that falls b@ﬂ WLS rggnoved from

the data since it does not reflect the reliability of the it Basedjon T@b es &nd 33,
A
Cronbach’s alpha for each construct is repo 11<1 %R' above the
Y-
recommended value of 0.6 indicating thatchtea"‘co ruct(i@e reliable and

appropriate for the current research’s mo?eh O

The measurement model fo emy variables ic;hown in the Table 33
&
below. Scores of Cronbach’s alp \11 t ; esxéée consistent with what have

been suggested by Hair et al. andg¥u _u'y @78), with the range of 0.658 —
0.936. All values were ab&e\ﬁe gesipd thrgsgold. Detailed results for Cronbach’s

N
alpha are presented in@ 3 af% ;olg(cié{ with the summary of items loading for
\

reliability, CR to@ze aft tem&\onsistency and average variance extracted
A \T
| ‘é\ S
Q Discriminant Validity

Concerned with discriminant validity, based on the guideline suggested by Fornell and

Larcker (1981) that is the square root of the AVE from the construct should be greater
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than the correlation shared between that constructs and others in the model. The
Appendix presents the correlations between the constructs with the square root of the

AVE on the diagonal. The diagonal values are found to be superior when they are

compared with the inter-construct correlations, which indicate the test for discriminant

validity, which is acceptable. The assessment of discriminant validity d(f reveal

any problems owing to the fact that the AVE for each construct 13& than the

correlation of that construct with all other constructs in the model (S¥ng et al., 2010).

All of the diagonal values exceed than the recommended v luw‘lﬁ.707 (Teck Heang

and Kozar, 2008). \d
L]
The second assessment of discriminant Valid%to exgmin tiie z!%&?:ators

loadings with respect to all construct correlations?e Sna\ gor\&'m function
produces the output of cross loadings. The a@ sho&‘s t utp f cross loading
between constructs and indicators. It al %s t a? ea ignent items loaded

higher against their respective inte nd vaﬁia @ to other variables. The

model also demonstrated that the @g o’ 0 @ngher than any other block
(

in the same rows and column e loa Qparates each latent variable as

?r
theorised in the concep 0 el 'i'hu he c@ loading output confirmed that the

N
second assessments O mefsure gt model’s discriminant validity are satisfied.

\ . .

This study, the e conJi fhat'i&: measurement model has established its
ﬁ% "}T

discriminant N

N
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Table 33: Measurement Model for Dependent Variables

*SAR - Shariah Audit Responsibi

**Q AP — Shariah Auditor’s per

6.4.5 Convergew\

In this model, AVE€X

@nyhﬁ?
to the measure@y rg i eyl

4

2

’

Construct Item Loadings Cronbach CR AVE
. alpha
SAR - SGF 1 0.7804 0.758 0.812 0.850
Regulatory SGF 2 0.7157
SGF 3 0.7648
SGF 4 0.789
*SAR - SR 1 0.7648 0.658 0.654 8?
Shariah rulings | SR_2 0.7891 (&
SR 3 0.8031
*SAR - AA 1 0.8103 0.936
Attestation & AA 2 0.8522
Assurance AA 3 0.8812
AA 4 0.7056
AA 8 0.7804
AA 9 0.7157
AA 10 0.7455
**SAP AP 1 0.7111 0.773
AP 4 0.7606
AP 6 0.7539
AP 7 0.7931
AP 9 0.7543
AP 12 0.8031
AP 13 0.8331
AP 14 0.7682
L SAR 0.7545

arice‘t_’@is measured by the construct in relation

@f Tables 32 and 33 show that all AVE values

are above b&commended val{g}} 0.5 (Fornell and Larcker, 1981). Hence, all

Constm%\\onstrate adequate convergent validity. Convergent validity is adequate

tracted (AVE) value of at least 0.5 or more.

w orftructs have an average variance ex

Table 32 and 33 shows that all constructs have AVE ranging from 0.545 to 0.994, which

exceeded the recommended threshold value of 0.5.

he measurement model

Overall, the reliability and validity tests conducted on t
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are satisfactory. All reliability and validity tests are confirmed, and this is an indicator
that the measurement model for this study is valid and fit to be used to estimate

parameters in the structural model.

Table 34: Summary of Items dropped during Factors Loading — Independent

variables
Items Original | Final | No. of Description \z items
no. of | number | items dropped %
items | of item | dropped A
during
factor T
loading
Framework 6 5 1 Thegwew of adequacy of
t hatah governance
c&s yshoulg cover the
s, nMnd reporting
?chann 1 of ?keéégFgans of
the (ifeABoard of
% f \“Management,
z iah Cqumittee & Audit
C mitté\
Scope 6 5 1 er dOSSible scopes of
\ ax'& audit should cover
% S ) brskess policies, contracts
% ] A greements, environment
\ unpact of operations, social
; s {%ontribution, marketing and
, ] [ § advertising, assessment of
p & financial resource
management
Competency Q\él Fully subscribe to the
O principles ~and  Shariah
D rulings upon engagement and
execution of the audit task
Processes 2 a) Shariah committees are
. s N aware of the income
\ {" purification issues  and
disclosed in the Shariah
% committee report
0 b) Shariah audit engagement
should be recommended by
the Audit committee
Reporting 6 4 2 a) The findings of Shariah
audit should be reported in
the annual report of the IFL.
b) Shariah audit findings
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separately from Shariah
Committee report i.e.,
Shariah audit report

Independence 3 3 0 2

4

Table 35: Summary of Items dropped during Factors loading — Depefident

variables
Items Original | Final No. of Descrw of items
no. of | number | items drop
items of item | dropped
during 2
factor l
loading

Shariah audit N
responsibility: & ! &uﬁﬁ)r should
a) Regulatory cofirgury ate&’ﬁults of any

4
b) Shariah 3 &. degsnen yor  findings
rulings y ariSing %\ the Shariah
a) Attestation & 9 alflit n&t e Board Audit
Assurance m e and the Shariah

Shariah auditor should
Nnclude objectives, scope,
' personnel assignment,

é
@ J‘l 0 sampling, control and
\ K ' \’. CJO duration in the Shariah audit
~ planning.
Shariah auditor’s & Q NI
performance %\ l ?:' C-gJ 7 a) Reporting truthfully.

b) Providing a useful service
: ’ X c) Acting independently

4
3
7
\ C ittee
% GA; ‘-\;@’

C
$ to the IFIs.
\f—}’ without regard to self-
\ interest
% d) Preventing errors and
irregularities pertaining to
Shariah.
¢) Diagnosing problem
f) Predicting the future in the

event of Shariah litigation
g) Coping with risk and

uncertainty in the
transactions related to
Shariah.
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6.4.6 Structural Model

The following subsections discuss the tests assessing the validity of the
structural model for this study. As discussed in Chapter 4, the validity of the structural

model is assessed using the coefficient of determination (R* and path coefE ).

L'y
¥

The R? value indicates the amount of variance in dependen r%les' as explained by

re icwnity of the

6.4.7 Coefficient of Determination (R?»)

the independent variables. A larger R? value increases

o
structural model. In this study, SmartPLS algorith tfon is s Ol)hté"lh the R?
’
values, while the SmartPLS bootstrapping functioR:se %g\ erate@Y:- statistics
values. The result of the structural model i\:&@ted o Y1) 36é<
\ =%
O, 8
Table 36: Path Coefficient, Ob\ T- Statisfics, ficant Level for All
othesis s &
Dependen | Hypo | Indepgpde at;l‘l - ~| Significanc | Supporte
t - tcons;% coeffici 'v&b‘e e level d
construct | these : &
§ AN \R P
*SAR — Haa NWork~pedo1 M 2.100 | ns No
regulatory | Hsa %éen erfc 39 P17&5 | 0487 | ns No
(R*= O
0.561) ompt 0: 2436 | * Yes
Reporting \03354 1.746 | ns No
Scope .327 4340 | * Yes
a | Processess 0.019 0.274 | ns No
* SA s | Framework 0.153 3.473 [ns No
Shaggh Hsy | Independenc | 0.142 2969 | * Yes
rulings ¢
(R*= Heo | Competency | 0.177 3.667 | * Yes
0.545) H» | Reporting 0.057 1.318 |ns No
Hsp | Scope 0.139 2309 | * Yes
Hop | Processess -0.082 2.052 [ns No
Hs. | Framework | -0.142 3.873 |ns No




* SAR - Hs. | Independenc | 0.183 2909 |* Yes
Attestation e
& Hee | Competency | 0.394 10.84 | * Yes
Assurance 8
(R*= H7. | Reporting 0.087 1.831 |ns No
0.671) Hs. | Scope 0.222 7.029 | * Yes
Ho. | Processess 0.426 7.987 | * Yes
**SAP Hsq | Framework | 0.265 7.029 | * &
(R*= Hsq | Independenc | 0.215 6.405 | *
0.732) e 2
Hea | Competency | 0.231 4332 | * es
6
H7a | Reporting 0.274 8.326 | * Yes
8 Y,
Hw | Scope 0196 | 3.713 T Yes
4 |
Hoq | Processess | 0.238 7.6@%
| 3. &

*SAR - Shariah Audit Responsibility
**S AP — Shariah Auditor’s Performance
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PRO
*0.426 ->SAR_3
*0.238->SAP

+0.142 -»SAR_2

*0.183->SAR 3
*0.215->SAP

I ' =

*0.231->SAP

Sco
-0.327>SAR_1

*0.139->SAR_2
+0.222->SAR_3
~0.196->SAP

Figure 12: Results of Structural Model
&
Notes: PRO; Processes, FW; Framework, IND; Independen CPT; p enc' P;
Repprting, SCO:; Scope, SAR_I; Shariah audit respons1§ -regu{f’] SSAR Shariah
audit responsibilities-Shariah rulings, SAR_3; Sha% it re Wities-g(i€station &
assurance, SAP; Shariah auditor’s performance.* 0 igniéga

/s

Table 37: Resyl

ported | Rank

Hypotheses

Ha: Framework is positively related, afah it 6th

responsibility and Shariah auditor& ] 6'

Islamic banks. \A
z , % No

a) Haa: Framework is po tively Jo
Shariah audit ;2Ronsibifi

b) Hap: Frame s DO.
Shariah ayfIMNgspo s£ : i S h rulings | No
c) Hac: Fra is fosit lfreﬁ‘nzd to the

S. No

nsiDily opedtestation and | Yes

4
ahework is positiw& related to the
auditor’s perfongince in Islamic banks.

T

Hs. IndugeMgnce is positively related to the Shariah audit

r-esp%y and Shariah auditor’s performance in Islamic 3rd

banks.

a) Hsa: Independence is positively related to the No
Shariah audit responsibility on regulations.

b) Hsp: Independence is positively related to the Yes
Shariah audit responsibility on Shariah rulings

Yes
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¢) Hse: Independence is positively related to the
Shariah audit responsibility on attestation and
assurance

d) Hsa: Independence is positively related to the
Shariah auditor’s performance in Islamic banks.

Yes

He: Competency is positively related to the Shariah audit

responsibility and Shariah auditor’s performance in Islamic
banks.

a) Hea: Competency is positively related to the
Shariah audit responsibility on regulations.

b) Hev: Competency is positively related to the
Shariah audit responsibility on Shariah rulings

¢) Hec: Competency is positively related to the
Shariah audit responsibility on attestation and
assurance

d) Hea: Competency is positively related to the,
Shariah auditor’s performance in Islamic ban

Ho: Reporting is positively related to the Shariah
responsibility and Shariah auditor’s performanc?.

Islamic banks V
a) Hra: Reporting is positively re%t the
Shariah audit responsibility gn re la i%
b) Hb: Reporting is positivel d to tﬁh ?
Shariah audit responsibilg
¢) Hoe: Reporting is positr
Shariah audit respon b
assurance
d) Hra: Reporting is
Shariah audit

Hs: Scope is positive
responsibility and %’
Islamic banks 4’
o’ =
N I
.@ is positively relb@d to the Shariah audit
ility on regulations.
cope is positively related to t
nsibility on Shariah rulings
2 Scope is positively related to the Shariah audit
responsibility on attestation and assurance
d) Hsa: Scope is positively related to the Shariah
auditor's performance in Islamic banks.

a) H

he Shariah audit

c)

Yes

Yes

Yes

Yes
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Ho: Processes is positively related to the Shariah audit 4th
responsibility and Shariah auditor’s performance in

Islamic banks
No
a) Hoa: Processes is positively related to the Shariah
audit responsibility on regulations No
b) Hob: Processes is positively related to the Shariah
audit responsibility on Shariah rulings Yes

¢) Hoe: Processes is positively related to the Shariah
audit responsibility on attestation and assurance Yes s
d) Hoa: Processes is positively related to the Shariah
auditor’s performance in Islamic banks. Y'

L b

The path coefficient between two latent variables is assedhed g validate the proposed
hypotheses and the structural model. The path coefficierMuyjndi twengths of the
¥
relationships between the independent variables endeht inlé@ Based on
previous studies, the path coefficient value nee&o' b \NQ t 0.1%’ account for a

WV,

certain impact within the model (Hair et a %; Wetzels 9 al., 2009). Assessment of

the path coefficient (refer to Table 36)%ws th \Yf ‘Qypotheses proposed, 15
\

(4]
are supported. From the analysis, @ yeges‘&?’ significant at least at the
level of 0.05, have expectei ?&rec'on .gmve) and consist of a path
fro

coefficient value (B) rang1 4 2%(33}16: analysis of the structural model

f tgopredlctlve power of a model for the

also involves the R* \& m
¢
dependent variableqhs, alar ®

structural mod %Rz int t‘ldy?ange from 56% to 73%. The R? for dependent

If Uue increases the predictive ability of the

variable fo *Skrlah auditor’s pe}brmance show at 73%. This indicates that the
explai eance for Shariah auditor’s performance is 73%, whereby 56% explained
varia& Shariah audit responsibility on regulations, 54% for Shariah audit
responsibility on Shariah rulings and 67% for Shariah audit responsibility on attestation
and assurance.

As in the table 37 above, it is observed that framework in Shariah audit has a

264



significant relationship with Shariah auditor’s performance in Islamic banks (b=0.265;
1=7.029 p<0.001). Therefore, this supports the hypothesis that framework in Shariah
audit is positively related to the Shariah auditor’s performance in Islamic banks.

Regarding independence in Shariah audit, the hypothesis posits that

independence in Shariah audit is positively related to the Shariah audit r@ility
on Shariah rulings and assurance & attestation. The path coefficient f@h rulings
is (b=0.142; t=2.969 p<0.01) and for assurance & attestation is Yﬂvl 83; t=2.909
p<0.01). As a result, hypotheses Hsp and Hsc are supported. In Mn, independence

in Shariah audit is positively related to Shariah audito Efox"nance based on

ae inhariah

P

he ISP ic ank&_ hus, Hs is
\ Y

This research also posits that compN f Sharia di@% positively related

NS A .
to the Shariah audit responsibility ar@h :u% ge ggﬂance in Islamic banks.
ar

Sl . o
The results on competency relateN h N respéfisibility on regulations 1s
N
(b=0.186; t=2.436, p<0.05 reas ‘L Sﬂalia@}lings is (b=0.177; t=3.667,

p<0.001) and on aneﬂg a@ance ) (b=0.394; 1=10.848 p<0.001).
%
Competency in Shari a\%itoi’ s p\egmiarﬁg}lso shows a significant effect based on
% s

the result (b=O.Q$—'4.3;2 pP. I)Qé’flus, hypothesis Hea, Heb, Hec and Hea 1s
LN

supported. A NV
pp \ \c,
A@g to Najeeb and Ibrahim (2014), conventional audit fails to understand

financial system nor does it appreciate the social

(b=0.215; t=6.405 p<0.001). This indicates that the higher {1 indepe
audit the higher the Shariah auditor’s performance

supported.

the iaf*aspects of the Islamic

objectives (that go beyond economic measures) which IFIs intend to achieve.

Accountancy bodies have always sought to portray accounting as an independent,

Mitchell and Sikka,

objective and neutral constructor of the state of corporate affairs (
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2002). This portrayal does not hold ground with the Islamic system, which does not
divide between religion, and business and Shari’ah takes precedence above all (Karim,
1990). It is also pointed out on how rare it is to find an SSB member that is a qualified

accountant/auditor and hence trained to conduct an audit of IFI statements as per

international principles. Thus, in the current set up, the conventional { s are

auditing the financial statements and the SSB members are condx%a narrow

technical Shari’ah compliance audit of the practices of the IFL. Y.

Reporting in Shariah audit is significantly impact t hariah auditor’s

performance in the Islamic banks. This is based on the re t (ll=0.274; t=8.327,
p<0.001). This show that the greater the reporting, the etterwne rfo Ge (QShariah
. S
auditors in the Islamic banks. IS
P 4 \’Y'

is re@x supports Hga
co@‘?ﬂ Shariah audit is

positively related to Shariah audit res lity ml i § or Shariah rulings the

]
9
result is (b=0.139; t=2.309 p<0.05\ attcomtiol & adirance (b=0.222; 1=7.029,

W N
p<0.001) and Shariah aud% rforn,:y({F 6: t=3.7134, p<0.001). The
's

s
overall results support hmis H's ope @ariah audit is positively related to
Shariah audit respons&?aj Sh

pu i(c?ls performance in Islamic banks.
"5

In additig %ess’e in }h ri&‘ﬁdit is positively related to Shariah audit

b 4
responsibilit@tt station & ass%\%&e and Shariah auditor’s performance. This 1s
~N

based on@lt (b=0.426; 1=7.987, p<0.001) and (b=0.238; 1=7.658, p<0.001).

@ arriving at the findings, this research ranks the factors that affect the

Shariah audit responsibility and Shariah auditors’ performance according to the

significant effect in the group. For example, for hypothesis Hs on framework, there are

four sub-hypothesis. Only one sub-hypothesis has a significant effect on Shariah
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auditor’s performance. Framework ranks number six in the factors since only one sub-
hypothesis is significant. Competency ranks number one based on all sub-hypotheses
that have a significant effect on the regulator, Shariah rulings, Shariah assurance and
Shariah auditor’s performance. For Shariah audit practices to be at par with the statutory

audit, the competency level needs to be addressed, and greater emphas@ariah

auditors’ qualification is needed to narrow the gap. This 1s to ensure th:ﬁ@impact on

the Shariah auditor’s performance.
The factor ranked number two is scope in Shariah audiNn though all four

ch "tem is lower than
nMy. e third
(§h

ende'pc is eer’r@signiﬁcant
\’

sub-hypotheses have a significant effect, the t-value score
t-value for competency. Therefore, scope falls secqpd arter

important factor is independence in Shariah audit.

in Shariah audit since it is vital in ensuring t% st rs vig¥the audit work

performed and the results as credible, facNa unbiase a@%on, the integrity of
. A,
the Shariah auditors is expected by t 0 \mt é&m the Islamic banks to
NS

]
be independent enough to give opl QY on th ion ‘&he Islamic banks to be in

N
Shariah-compliant in all as;%zccordl\g Fl@ 998), in situations where the
$

s

responsibility and sociab@canfe € a@e at their greatest, the criteria of
Q0

gtn&(;}rigour. Thus, there is no doubt that for

independence must b@ed wijt A
the benefit of the &H in ;lur' g @riah compliance are in place there is a need
b 4

for independﬂ&mong the Sharia&‘;}aitors in the Islamic banks.

T@th factor is on processes in Shariah audit. Two out of four sub-

ariah audit assurance and Shariah auditor’s

hypegescqMs significant which is on Sh

performance. Better processes in Shariah audit impact the practices of Shariah audit

responsibility and their auditor’s performance. The factor ranked number five is on

reporting in Shariah audit. Reporting in Shariah audit is important to ensure the
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reporting findings in the Shariah audit whether to report the findings in the Shariah

committee report or to have another separate Shariah audit reporting. Based on the

qualitative and quantitative findings, the Shariah audit findings should be reported in

the Shariah committee report instead of having a separate Shariah audit report.

It can be concluded that different expectations exist among t@ndents on the

practice of Shariah audit in the Islamic banks. The IRS o'f the nature and
compositions of the expectation gap based on Porter’s 3) aw shows that

@
Y.
there exists a reasonableness gap, deficient perfm@nd dgficieat lta_{d\mrd in the
’ ¥

Shariah audit practices. The findings of this surveﬂre s c as@dows:

6.5 CHAPTER SUMMARY

Reasonableness gap ptrformance
a) Shariah audit framework auditor  is
should differ from Shariah | shall be%form sible towards the
review framework internal% itghs e ¥de financiers (i.e. capital
acqui O Shagidp- ibutor; i)
relate and\‘o
tralg p

b) Shariah auditor should
e | have a clear understanding of
the business activities of the
IF1 to allow for better scoping
of an audit exercise, i.e.
auditability and relevance of
activities;
c) Shariah auditor should
develop a comprehensive
internal audit programme Or
plan.

b) Shariah auditor should
audit the findings of Shariah
review done by Shari

officers
¢) Professional %;k ang

Continuous sional
Developme PD) in
the financial

at
sta@ of the Islamic
banks for Shariah

compliance

.y
d) Shariah auditor should

obtain and make references
to relevant sources,
including the SACs
published rulings, the
Shariah committee
decisions, fatwas,
guidelines, the Shariah audit
results and the internal
Shariah checklist.

268

d) Shariah auditor should
provide recommendations on
rectification measures taken
as well as following-up on the
implementation by the IFL




e) The scope of Shariah audit
is limited as per SGF only

e) Shariah auditor should
attest and provide assurance
that the Shariah audit
conducted have met Shariah
objectives and comply with
Shariah requirements

e) Shariah auditor should
attest and provide assurance
that the Internal Shariah
Control  System  (ISCS)
established by the IFls have
met Shariah objectives and
comply with Shariah
requirements.

f) Human resource

management

g) A qualified accountant

h) appointed among Muslims
only

i) qualified in Shariah and
accounting

j) qualified in Shariah only

k) Fully subscribe to the
principles  and Shariah
rulings upon engagement and
exccution of the audit task

1) the internal auditors of the
[Fls

m) Audit committee should
not determine the Shariah
audit planning

n) Shariah audit progra
is necessary for evidgige
urpose

0) Shariah auditor

rulings and gupa
modifications
fatwas are adogtified and

reviewed (Xe) h period
under exam n

p) S committees are
aw& the income
purif g issues  and
disclosed in the Shariah

committee report

q) The bank may appoint or
employ external party or
person to conduct Shariah

audit

istin?
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determine th nticity of
Shariah ru adoption of

Shariah ements and
validity O!Qhariah-complaint

transa

f) Shariah audit ould
assess the ageq¥cy of
Shariah revie\gas asis to

i auditor should
friud related to
']

eC

'h\qaul service
takefgoldefs, ™

Jt t}_»@i’y.

Detg?ng errors and

fes pertaining to
. a&.
A

> Acting  independently
thout regard to self-interest

n
m) Communicating

effectively

n) Prescribing remedies in the
event of Shariah
noncompliance issues.

o) Preventing errors and
irregularities  pertaining  to
Shariah.

p) Coping with risk and

uncertainty in the
transactions related to
Shariah.

q) Diagnosing problem.




r) Shariah audit engagement
should be endorsed by the
Shariah committee

s) Shariah audit engagement
should be recommended by
the Audit committee

t) Shariah audit engagement
should be approved by the
Board

u) A Shariah auditor should
be independent in the
execution of the audit

v) A Shariah auditor is a
person who always thinks of
the concept justice in
discharging responsibilities

w) A Shariah auditor should
act independently without
regard to self-interest

x) Shariah audit function
should not be attached to the
internal audit department of
an Islamic bank.

| z) Shariah audit report
should communicate
ongoing basis with monthly
report to Shariah committee
and quarterly reporting to
audit committee

b) Shariah audit report is a
formulation of audit opinion
on the degree of assurance
of timely and comprehensive
adoption or implementation
of Shariah principles and
rulings

¢) Report should inc

reporting on ihsan‘%
ta ‘awun, sabr’, sﬁk nd

silaturahim

d) The fingdy Shariah

audit sh reported in
the ahwal r@port of the IFI.

¢) Shariah audit findings
should be disclosed
separately from Shariah
Committee report i.e.,
Shariah audit report

&

r) Predicting the future in the
event of Shariah litigation.

s) Acquiring information
related to Shariah
noncompliance.

t) Enforcing Shariah legal

requirements.
u) Formile E: correct

judgements.
v) Copingmaigh professional
rules and SKariah rulings.
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f) The findings of Shariah

audit should be included in
the Shariah Committee

report.
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