CHAPTER SEVEN

CONCLUSION

N

how the three

7.1 INTRODUCTION

This chapter summarises each of the previous six chapters

research questions have been answered by this study. The suwﬁlzation will be based

on the first research objectives which is to examin € tilms f the internal

auditors (Shariah auditors), regulators (BNM), Sha itte a’r&'gg' officers,
h au& t

external auditors and depositors concerning th 1ces?n the Islamic

banks in Malaysia. The first objective rep s ﬁnd?f?gs ) Pa As mentioned in

the previous chapter, the purpose of } te ws to lore@e perceptions of the

respondents on the practice of agdit in the s specnﬁcally regarding
framework, scope, processes, r a Nen
S

The following conclu ﬂndl s fom 20 nalysis of Part B on the Shariah

audit performance gap }ve 'seco d res (ﬁ objective which is to determine the

existence of expecta \er or?n (’fween internal auditors (Shariah auditors),

regulators (B ariall ttee arlah officers external auditors and depositors

concemm@lanah audit prac@s in the Islamic banks in Malaysia.

f the research is to identify factors that affect

e third research objective 0
the ¢ tation gap on performance in Shariah audit (i.e.; Shariah audit responsibility

and Shariah auditor’s performance). It also represents Part C of the research which

conclude the factors that affect the expectations gap in Shariah audit practices on

Shariah audit responsibility and Shariah auditor’s performance.
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Following this, discuss the academic and practical contributions of this study. The

chapter draws to a conclusion by highlighting the limitations of this study, and offers

suggestions and guidelines for future research.

6.2 SUMMARY OF FINDINGS

(_}Y‘

This study contributes to the industry on the practice 0 ?a audit in the

Islamic banks. Audit gaps are growing rapidly in Shariah aud ices (Othman and

Ameer, 2015; Zakari et al., 2014; Kasim et al., 2009; 2‘)05) Shariah audit

has a key importance, as there is a growing awareEess 0 gMgt every such

_]CCthGS f I\’[aéa(?ld Shariah.

institution should contribute towards achieving tt

There is a need to have regular independen % IFI arpeople are now

experiencing a movement along a cont1 sts everything and

audits nothing to a society that tru '*’ythmg The concept of

Shariah auditing should be ext to th ctifitie (@?mng to among others, the

system, the products, the € es, the,env opn§ "nd the society. There is a need

4
k tQ @ure the effectiveness of the goals of

to develop a useful Sh@ldit W

‘Ms, Ihic m &ontribute positively to the ummah.
’

ies: op thg p r?éns of internal auditors/Shariah auditors and

2 : : .
societies oﬁo erall practice i@arlah audit are nearly non-existent (exceptions
e

s importance to the fruitful implementation of audit

Shariah complianc

include K2%g¥2009; 2014) despite it

au@l\amce in the Islamic banks. This thesis contributes to the research in this area.

hariah committees, Shariah

It explores the gap between what society (i.e. regulators, S

officers, Shariah managers, internal and external auditors and the depositors) expects of

the practices of Shariah audit and what can reasonably be expected to accomplish. It is
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recognised that the gap exists due to differences in the perceptions of users on the
framework, independence, competency, reporting, sCope, Processes, responsibility and
performance in Shariah audit. The audit expectations gap in Shariah audit 1s an
emerging issue that requires the attention of researchers.

Motivated by these problems coupled with a lack of research in t&% this

thesis explores the existence of the audit expectations gap in Shariah &pactlces in

the Islamic banks. To achieve the objectives, this research 1nvolve¥!ee part in the

study. Part A addressed the perceptions of the internal aud@!hariah auditors),
regulators (BNM), Shariah committee, Shariah off twwitors and
S

depositors with regard to the Shariah audit practice@ Slanfic b | ﬂl,&zlaysia.
)

Sujpitha (2@ explored,

% des' e practice may

Kasim et al. (2009), Mulyani & Ibrahim (20

/

empirically, the gap between “the desired” a

not be similar to the actual practice that takeglace, Basegpn th@ndlngs of Kasim et

(m NS
al. (2009) and Mulyani & Ibrahim ( Og e geSte ctl$f Shariah auditing is to

conduct externally, but the result sho thlt en t tlce is at the internal level

only. Kasim et al. (2009) an ni &’. raﬁ l(@ ) are in line with Wartick and

T
Mahon (1994), Wartic \&Wob 8 Reichart (2003) which defined

expectation gap as in nIesb i! c&v('s of ‘what is’ and/or ‘what ought to be.

However, Pone@' cl bfﬂ @narlo as ‘reasonableness gap’ which was

illustrated 1 m ’s model on aud@pectaﬁon -performance gap-

T%fent framework adopted by IFIs follows standards stipulated by the

Inte@ Standards for Professional Practice of Internal Auditing (IPPF) issued by

e of Internal Audit (IIA) and Guidelines on Minimum Audit Standards for

y BNM. The SGF (BNM, 2010) has

the Institut

internal auditor of Financial Institutions issued b

given the responsibility to perform Shariah audit to the internal audit department, this
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will invariably expand the traditional job scope of internal auditors to include Islamic
or religious and ethical auditing. Thus, the existing internal audit department will not
only act as a key organ of corporate governance where auditors also provide internal
consultancy but now it will have to perform Shariah audit to ensure that th atlons
of the IFIs are Shariah-compliant. Therefore, based on the guideline f@ﬂe Institue
of Internal Auditors Malaysia (ILAM) on the setting up and operation o ntemal audit
departments, this research identifies the reasonableness practlc@ah audit in the
Islamic banks. Since Shariah audit function in the IFIs is ggtac d to the internal audit

department (SGF 2010), thus, it is wise to adapt thegtica Ws in the IIA

guidelines on International Standards for the Profe@(’ract' e r’te.t‘;_?l Auditing

’ X
(2010) towards setting up and operation of Shaw' a \fu\ tio v'Q}’the IFIs. The

critical elements of Shariah audit practlc\‘vylul tloéqre 1) framework of

Shariah audit ii) processes of Shariah a@yjm) sC ;@9 audit iv) reporting of
(]
Shariah audit and v) competency an endgnce Sh@ auditors. To confirm the

components of the gap, this resgar duiled terv, @Wlth 11 respondents; Shariah
p z;j

officers, head of Shariah departm ee, internal auditors and external

auditors. Based on the @s theN
’
fl@ received from the interview sessions are

practice of Shariah @ncti n.
converted into @ques logrmaifes @)nﬁrm the existence of expectation gap in

— o

ew as given a tremendous input on the

\)
Shariah audlt

nvolves questionnaires to the respondents such as the internal auditors
(Sharﬁtors) regulators (BNM), Shariah committee, Shariah officers, external
auditors and depositors in exploring their perceptions of Shariah audit practices. The
purpose of the survey is to gather empirical evidence on the Shariah audit practices.

Based on the findings, an expectations gap exists among the respondents on the
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framework, independence, competency, reporting, scope, processes, responsibility and

auditor’s performance.

In Part C, this study determined the factors that significantly impact the

performance of Shariah audit specifically on Shariah audit responsibility a Shariah

auditor’s performance in the Islamic banks. According to Porter and Go 001),

when the auditor’s performance is better aligned with the expectatiofﬂkociety, the

confidence in the auditing profession should gradually be res nd hence, the

criticism and litigation aginst the auditors will gradually 1 umus by identifying
ctio

the factors that impact the Shariah audit practices, pr e taken to

narrow the gap and improve the existing practices, é& identffyi t'ne ificant

faoto‘.s are rank

factors, the study ranked the factors accordmg e l

e th&ﬁs Based on the

according to how many components of s@ le
findings, factors that significantly affec he S am%j s'g{lsmlhty, and Shariah
N
i;c@rst followed by scope,

auditor’s performances are compet hlckf'wa

independence, processes, reporti laily ew The detailed aspect of the
% I
factors that significantly affect t h iah 1h'f on51b111ty, and Shariah auditor’s

performance are as foll@ co an\ ope positively affect Shariah audit
O

|
responsibility on re@s ulco t&lcé?:ope and independence positively affect
\
rtﬁzﬁia

Shariah audit r 111ty lings iii) competency, scope, independence,

(_})

processes a;@omng posmvely affect

Shariah audit responsibility on attestation and

scope, independence, processes, reporting and framework

. assuran@gy Wcompetency, :
positivelyeffect Shariah auditor’s performance in Islamic banks.
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Table 38: Summarised Research Questions, Methodology and Findings

Research questions Method Findings
PHASE 1: Attention needed in

What are the perceptions of the
internal auditors (Shariah auditors),
regulators (BNM), Shariah
committee, Shariah officers external
auditors and depositors with regard to
the Shariah audit practices in the
Islamic banks in Malaysia?

Qualitative method
Interview the
practitioners on
Shariah audit
practices.

the following area;

Framewor?mpe,

Indepe

Reporﬁa 0CEeSSeS
% ncy in

ShariaMaudit

ts. Emphasise

of® on Shariah

it responsibility

and Shariah

a Jitor’s

ance

Does the expectatlons-performance
gap exist between internal auditors
(Shariah auditors), regulators (BNM),
Shariah committee, Shariah officers
external auditors and depositors with
regard to the Shariah audit practices
in the Islamic banks in Malaysia?

%m
erenc

ﬂé&%ﬁfﬁf

expectation gap on p Z
Shariah audit (1.e.
responsibility a% iah A
performance)? X
AN &
ANg

T, e'ls stence of

eypect

\ perfqeiMance gap in
Shateh audit;
Kya ework, Scope,

adependence,
Reporting,
Processes,
Competency,
Responsibility and
Shariah auditor’s
performance.

Factors affecting the

|Q tltatlve method | performance in

PLS Shariah audit
&nalyse factors that | (by-ranking);
Feontribute to 1) competency
expectation gap in 2) scope
i) Shariah audit 3) independence
responsibility and 4) processes
ii) Shariah auditors 5) reporting
performance 6) framework

N
s

audit exists a

all three compoieints, reasonableness gap,

The findings of the

mong the respondents. The evidence demonstrates

perform
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study suggested that the audit expectations gap in Shariah

that gaps occurred in

ance gap on deficient performance



and deficient standard. Specifically, the gap occurred in the deficient standard

component which result of differences in perceptions of the respondents on regulations

requirement and Shariah rulings issues such as ‘the Shariah audit function shall be

performed by internal auditors who have acquired adequate Shariah-related I:owledge

it committee upon consultation with the Shariah C e shall

and training, the audi
Shariah audzﬁNould obtain

including the SACs ‘Kbh) ed rulings, the

determine the deliverables of the Shariah audit functions,

and make references to relevant SOUrces

Shariah committee decisions, fatwas, guidelines, the Sh 'aWit results and the

internal Shariah checklist, Shariah audit should cover aria W and others.
[ ]

The gap that occurred in the deficient performan@p W, 2’@ of the

ues related to the ah 1t per@_&ance in the
°\ S
O

QS
7.2.1 Research Questlon@ Q‘?

S
é

In answering the first q% of thel‘fﬁch > “What are the perceptions of
ator

the internal auditors (Sh deto{s M), Shariah committee, Shariah

fficers external aud ﬁs\d e?m Wb)ﬁ}egard to the Shariah audit practices in
the Islamic ba% ala}s 9 Qé/e the first objective, this research used a
qualitative rmhi

divergence of perceptions on iss

Islamic banks.

/Jz

to confirm the ~sg;x;lponents of Shariah audit practices. Eleven

intervig re identified during thls stage. Among the respondents that participate

@ww sessions are three Shariah officers, two head of Shariah department,

ber, three internal auditors and two external auditors. The

one Shariah committee mem

findings are based on the following components:
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1. Framework
Based on the interview with the respondents, they agree that there should be a

standard framework that can be followed by all IFIs as a point of reference during

performing Shariah audit functions. It can be concluded that the view of respondents on

the placement of Shariah audit framework can be divided into three group; r1ah

audit framework should be different from Shariah review framework, u& ah audit

framework should complement the internal audit framework in the Im banks and

iii) Shariah audit framework should be treated at par with the st audit. Based on

the interview findings, this research converts the views ) u stlgitaest on the

itor’s perfo ?n
A

2y

hall ®xtend to cover

significant of the findings and its impact on the Shariah

1. Scope

scope&S&Z’d

The respondents suggested that the

human resource management, business M , roce
-~ ,

calculations and payments, contrac s% aga X € a;&onmental impact of

operations, social contributions, ma\@ nj N er@‘ﬁg, income purification,

assessment of financial resour@@zme ;?} cb %nce with the Shariah rulings

‘&

such as bakhs (any volunt@n @Mh ordetrease the value of the product or

services being sold) 1 kx ¢in Jn bxeés in measure and giving out a short
khi n

andol%ocedures, zakat

“

measures) uqud ( A zlement of funds), Israf (the propriety of

expenditure), tASh (bidding), speqqx' on and gharar (uncertainty).

f comp

Cowey
0 etency of the Shariah auditor, this study concludes that in the

event of lack of expertise in performing Shariah audit function, the internal auditors of

the Islamic banks may invite the Shariah team to be part of the internal audit team to

perform the Shariah audit. However, if the person is an experienced staff but no

qualification 1n accounting and Shariah, the banks shall send the staff for Shariah
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training. The level of competency of Shariah auditor shall be as follows: i) the criteria
shall be determined by each of the Islamic banks, ii) shall be well equipped with

accounting and Shariah knowledge, iii) the internal auditors may invite the Shariah team

to be part of the internal audit team to perform Shariah audit and iv) if the pe%‘# an

experienced staff but no qualification in accounting and Shariah, the ba@ send

the staff for Shariah training.

iv.  Independence V
The preceding discussion concludes that the require envtdve Shariah audit
function should be attached to the internal audit depaéo el'er, he Islamic
banks should prepare the resources from now to cater fo futurg de r,di@lariah
b

audits as an independent department as required b ak% i)
-

Processes \, B

The overall views on the Shariah au ocesses {@Pm tespondents are 1)

O (S :

Shariah audit processes should be % ﬁ ah‘;ébmpllance Manual, ii)
"

Shariah committee and audit comm s Nﬂv@?ectly in determining the

Shariah audit planning, iii) I%;essar ;c:}vl:l@hariah audit programme that

£y
represents the whole proc@&in @xg Saéfh audit for each auditable area, 1v)

N . .
Shariah auditor shm@su ¢h 3}! nét’ fatwas, rulings and guidance and
@)
as far

modifications to %kg fat ig@!'ﬁed and reviewed during Shariah audit

X : . :
practices, V) ariah auditor, L@bnsultation with the Shariah committee, shall

recomm %ﬁ Board Audit Committee the auditable areas when submitting the audit

ables of the

—R

V.

plan v oard Audit Committee shall thereafter determine the deliver

Shariah audit function in the IFIs and vii) The Shariah auditing process should be

conducted in accordance with the established auditing standards that already exists.
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vi.  Reporting
The majority of the respondents agree that the Shariah audit function shall
communicate results of any assessment or findings arising from the Shariah audit to the

Board Audit Committee and Shariah Committee as per the SGF (BNM, 2010). Also,
the Shariah audit findings should be reported in the Shariah committee repor?!ad of

having a separate Shariah audit report. :%

7.2.2 Research Question No. 2 \)

In answering the second research question ‘Dog expec a‘lons performance

gap exist between internal auditors (Shariah audit regulgtors Y'Shariah
committee, Shariah officers external auditors an gar{'Wthe Shariah
audit practices in the Islamic banks in Malat) e ﬁn n Iows
1. Framework

The majority of the responde d W% ari udlt framework should

be different from the Shariah rev hﬁﬁrﬁdmgs from the interview

sessions are different from tlonn res lh ;ecause there is an expectation

gap among the responde Neenj th\'dn an v1ew framework. Also, expectation
N

gaps exist in terms o udit Sl’buté@ﬂdlt the findings of Shariah review done

by Shariah o an} f s@f training and Continuous Professional

Developme ) in Shariah audu‘;hs necessary’.

0!\5 of scope of the Shariah audit, it is empirically tested that there is an

expectation gap among the respondents. The statements that received different

expectations among the respondents include: i) The internal auditors should attest the

financial statements of the Islamic banks for Shariah compliance ii) The scope of
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Shariah audit is limited as per Shariah Governance Framework only and iii) Human

resource management should not be as one of the scopes of Shariah audit. However,

despite the expectation gap on the scope of Shariah audit practices, there are areas that

received support from the respondents. The respondents agreed that the current practice

of Shariah audit should cover the internal control system of an Islamic ba\% terms

of financial statement, the scope should include zakat disclosure, pr ﬁ a.lahsatxon

reserve, purification of income. Other possible scopes of Shariah Tﬁshould cover

t peratlons social

business policies, contracts and agreements, environment im

and assessm ﬁ'1anc1a1 resource

contribution, marketing and advertising,

management. These are the scopes that received agr §t mjlg poxx?ents on
Shariah audit practices. Also, from the analysis, the ntltajl dmgéupport the

qualitative findings. V 1
(') <<

iii.  Competency
It is agreed among the respon € t han %H rp'\'s\hould be competent in
S
) Ver, n"ts utgf' received expectation gap

Shariah, auditing, finance and law!

in Shariah audit on competegt az on th 1 .\c
4
There is an expectation \monf nt@‘at a Shariah auditor should be a
qualified Muslim acc Mt. hlS edc') rent views from the respondents since
El;) '3

a Shariah audito ome fro e{\néd-Muslims since t

certified the 2& nlike the Shanalq?:'ommmee members. There is also expectation
hariah and

A

requlred of Shariah auditors.

hey are not required to

gap regardl hariah auditor quallf jcation whether should have S

acc@ualiﬁcation or Shariah qualification is enough to become a Shariah auditor.

ents that the Shariah auditor should

There is also an expectation gap among the respond

be the internal auditors of the IFIs.

282



Competency in Shariah audit is also one of the factors affecting the Shariah audit
responsibility and Shariah auditor’s performance. Through the SemPLS method, this
study manages to find which factor that significantly affect the responsibility and the

performance of the Shariah audit. It is empirically evident that competency significantly

affect the Shariah audit responsibility and Shariah auditor’s performanceKR £ Islamic

banks. The greater the competency in Shariah audit, the better t &c@drlah audit

responsibility in terms of regulations, Shariah rulings, attestation Tnsurance. Also,

better competency levels in Shariah audit will mcrea Sharlah auditor’s

performance in the Islamic banks since the Shariah audit: colnpetent to perform

the task. This also reduces the expectation gap inS ah auditfam e rc.?pondents

since the competence level is made known to h lic a‘ad th cov@e is clearly

emphasised. In terms of ranking, competen anks t amon e six factors in

_.R‘

the study.

T &\
iv. Independence 0 c}
An expectation gap exists 1 dep of lah audit practices. Most of
\
the respondents have diffegent %ws or, indgpqn in Shariah audit. Among the
s .
statements that receive d ferent ion g@fng the respondents are: A Shariah
auditor should be 1) e en lexe 4n of the audit, ii) always thinks of the
¢
s
a

concept justlce 1

rging ?es oﬁdmes and iii) should acting independently

s
without reg T to self-mterest :Tagﬁsu e the independence in Shariah audit, the

respond‘@w that the Shariah audlt function should not be attached to the internal

ent of an Islamic bank. However, there are also respondents that have a

dlfferent view and do not agree that the Shariah audit function should be attached to the

internal audit department as per SGF (BNM, 2010).
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v.  Processes
There were different views regarding the process of Shariah audit which creates

an alarm for the regulator to illustrate the process to the industry. This is to ensure the

gap can be narrowed and a standard of practice exists in terms of processes in Shariah

he statements that create an audit expectation gap are i) Audit ittee

\mme 1S

should not determine the Shariah audit planning, ii) Shariah audit ;g
o%

the income

audit. Among t

necessary for evidence purpose, iii) Shariah committees are aw

purification issues and disclosed in the Shariah committee repcw The bank may

appoint or employ external party or person to conduct Sh ;dit' v) Shariah audit

engagement should be endorsed by the Shariah committcBgnd eMﬂdeYd' by the
\

audit committee and last but not least vi) Shariah au gage}n t u’dy-tig’approved

\rewees i’q}/that Shariah

by the Board. Comparing the qualitative ﬁndigws,ze ir&‘
ighce &nual regarding the

audit processes should be separated from t@ah Co
‘shariah committee and
S

documentations and the standard o@procea}\“ xT
(]
V

audit committee should be dlrectly\ ed imdgte m@ﬁe ariah audit planning
N :
p@xe Shariah committee is well

'3 . . ,
e has@gﬁemse and experience in auditing.

since each of them have theifexpitise. Hpr €

versed in Shariah whereas audit

1 £ anéfdit committee in determining Shariah

Thus, a combination oE&b‘rl co.
: pggn the Shariah audit practices. It is also

audit planning \% a“b tte) i
suggested dur@ iew that it{s @ssary to develop a Shariah audit programme

N : ,
that represe%Xl the procedures in conducting Shariah audits for each auditable area.
minimise Shariah risk

ﬁ-__’

By dajng ™, each operation is subject to be audited which will

to the public. I it is also suggested that the Shariah auditor should ensure that all new

fatwas, rulings and guidance and modifications to existing fatwas are identified and
reviewed during Shariah audit practices to ensure the authenticity of the references
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during the audit work. The Shariah auditing process should be conducted in accordance

with the established auditing standards that already exists. This is to bring relevance and

compliance of the auditing function with the globally or nationally accepted standards.

vi.  Reporting

Reporting in Shariah audit is important to determine whether to repo 5hndmgs in

the Shariah committee report or to have a separate Shariah audit Yul The internal

Mbe reported in the

ria' audit should be

arl

and external auditors do not agree that the findings of Sh

annual report of the IFl. However, that ‘The findings

included in the Shariah Committee report’ is agreed b;t e Mterrfal a temqlaudnor

as well as the regulators. Based on the qualitative a uant,ta ve mdl¢ conducted

above it is supported that the Shariah audit fidin sha‘.\ rep éqv in the Shariah
commite report instead of having a sep\ hariah aggt re@t The necessity to

discuss the users’ information req Y dﬁsrs to make the report

effective and meaningful has been tNm}ﬁﬁnt area. The absence of any

n be ec hl: ors and the users contributes to

the audit expectatlons g e o[ 1toréswe indeed admitted this matter.

&

vii.  Shariah aud 51b 1t b(.)
In this @, the ah‘au esponsxbllmes are segregated into three areas,
which is ulatory Shariah }‘:I?lmgs and Shariah assurance. Shariah audit

res@ es based on regulatory requirements highlights the responsibiliti

formal mechanism of com

ies covered

in the SGF (BNM, 2010) on the implementation of Shariah audit function. Even though

it 1 re are expectation gaps among the

is highlighted in the SGF (BNM, 2010) the

respondents on the Shariah audit practices. For example, there is an expectation gap that

285



i) the Shariah audit function shall be performed by internal auditors who have acquired
adequate Shariah-related knowledge and training and i) 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 that the internal auditors

should acquire adequate Shariah knowledge and training to perform the Sh% audit

function even though this is the requirement highlighted in the SGF (BNM,&%. Based

on the Porter (2010) framework, the expectation gap due to lackYS‘andard and

regulatory result in deficient performance on the deficient st@ Therefore, the
I

responsibility in Shariah audit practices should be emphasised etulator O Narrow

the gaps in the industry. .
gap Ty I (.}T
In terms of responsibilities in Shariah ruling th is an .cx ec tlon?ap among

the respondents that 1) Shariah audit should co gs su s bakhs (any

voluntary effort to diminish or decrease the m the pro t or@wces being sold)

tatfif (taking in an excess in measure an g 8 es) uqud (contract),
khiyanah (embezzlement of funds), If I rlet)&frf expenditure), tanajush
(bidding), speculation and gha Certal l8h§h auditor should obtain and

V),
's f &
make references to relevan 0 s, u‘cl the é&Cs published rulings, the Shariah
40
committee decisions, ild‘%}th arlah audit results and the internal
difor uld attest and provide assurance that the

Shariah checklist hafl b-).‘

Shariah audit .&Jcted have met\@yd;mh objectives and comply with Shariah

requ1remen%

;a¥audit responsibilities on Shariah attestation and assurance received a

number of different expectation from the respondents such as i) the Shariah auditor is

responsible towards the outside financiers (i.e. capital contributor; mudharib) ii) Shariah

auditor should have a clear understanding of the business activities of the IFI to allow
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for better scoping of an audit exercise, i.e. auditability and relevance of activities; iii)

Shariah auditor should develop a comprehensive internal audit program or plan iv)

Shariah auditor should provide recommendations on rectification measures taken as well

as following-up on the implementation by the IFL v) Shariah auditor should attest and

provide assurance that the Internal Shariah Control System (ISCS) establislqd\g; the
IFIs have met Shariah objectives and comply with Shariah requiremeg&vi Shariah

auditor should assess the adequacy of Shariah review as a basis Wermine the

Vand validity of

authenticity of Shariah rulings, adoption of Shariah requirm?g
y@ etktra? related to

Shariah-complaint transactions and vii) Shariah auditor
Shariah. : \?-
| S
viii. Shariah auditor’s performance b 4 X
: . 2 . Yy N
The results reveal that the Shariah comrr% nd ¢ malég'ltors find a
n the performance of Shariaw ars in on éﬁcommunicating

qb\?%h é-}compliance issues,

u % .
i forﬁo n related to Shariah

deficiency 1

effectively, prescribing remedies in t %n

enforcing Shariah legal requiremeﬂ\ cquirl
andpce,

’!-V

N
ment indwwith professional rules and

S L &Sensui S
Shariah rulings. Thus, mcmk 1@1& e cﬁg ensuring the Shariah auditor’s

estion is ‘What are the factors that affect the expectation

research qu
gap on perormance in Shariah audit (i.e., Shariah audit responsibility and Shariah

auditor’s performance)?’ The findings are concluded as follows:

Framework in Shariah audit afffects the Shariah audit responsibility and Shariah

evident that framework does

auditor’s performance. Using SemPLS, it is empirically
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not significantly affect the Shariah audit responsibility on regulations, Shariah rulings.

assurance and attestation except for the area of Shariah auditor’s performance. This

auditor’s performance.

implies that the better the framework, the better the Shariah

Thus, it is important to define clearly the framework and specific practice in Shariah

audit since it affects the Shariah auditor’s work and performance. RegardiKR;king,

among the six factors in the study, framework ranks sixth. A

Scope of Shariah audit afffects the Shariah audit responsiw and Shariah

auditor’s performance. Using SemPLS, it is empirically eviden ope significantly

affects the Shariah audit responsibility and Shariah auditQLS€ m@the Islamic
etter Shar1 augpt eWblllty

banks. The wider the scope in Shariah audit the b
~\
Tl?w1der the

a

regarding regulations, Shariah rulings and a

pe rm Y1;1the Islamic

=
&
=+
g ;E
=73
Q..

scope of Shariah audit will increase the Sha

ah u 1t ong@respondents since

A,
the scope is made known to the publ sfp rani§ing, ag’%e ranks second.

Competency in Shariah a ﬂ%‘g hay! h audit responsibility and

5&, 1s empirically evident that

banks. This reduces the expectation gap in

espon51b111ty and Shariah auditor’s

level in Shariah audit, the

the Isl \

performance in competency

better the res po@' re@tl ons, Shariah rulings and attestation and

1on a better co@ency level in Shariah audit will increase the

assurance. I

Sharia S performance in the Islamic banks. This may reduce the expectation

gap in ah audit among the respondents since the competency is made known to the

d. Regarding ranking, competency

public and the requirements are clearly emphasise

ranks number one.
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Independence in Shariah audit afffects the Shariah audit responsibility and

Shariah auditor’s performance. Using SemPLS, it is empirically evident that

independence significantly affects the Shariah audit responsibility and Shariah auditor’s

nks. The more independence in Shariah audit, the better

performance in the Islamic ba

the responsibility in terms of regulations, Shariah rulings and attestation and @e.

e the Shariah auditor’s pertﬁ@? in the

Independence in Shariah audit may increas

Islamic banks since the Shariah auditors are competent in performing t?ok. This may

also reduce the expectation gap in Shariah audit among ondents since

terms of ran e‘)endence ranks

independence is made known to the public. In

number three.
‘—)
The next factor is processes in Shariah audlt rms 9f proc‘Q_ es ranks

fourth. It is empirically evident that processw 1cau§1

responsibility on Shariah assurance and ShaN uditor’s on@(&e in the Islamic

banks. The better the processes in Sh% # réponsxblhty in terms of
q Q,
Shariah assurance. Processes in Sha IN 1nc\gﬁ6e the Shariah auditor’s

performance in the Islamic ba% e overall prot and procedures are properly
v &

highlighted. Q éj

NI

(axdit. In terms of rank, reporting ranks

The next facto@o:lng i }dnaé)
number five. It 1%&1%@ vigen tt@epomng significantly affects the Shar

ce in the Islaml@hks The better the reporting in Shariah audit,

uditor’s performance in the Islamic banks if the findings of

1ah

auditor’s per

the bet ariah a

Sharia t are properly addressed.
The next section offers recommendations, which are formulated based on the

ecommendations provide the maximum impact of the

findings of this study. These I

Shariah audit practices in the Islamic banks. However, it is not the objective of this
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study to provide a detailed guideline on the implementation of the Shariah audit

responsibility and Shariah auditor’s performance.

7.3 RECOMMENDATIONS
Based on the findings, competency rank the most important faw'that

contributes to the expectation gap in Shariah audit followed by scope an '&E’andence.

Thus, it is recommended that the industry adopts the following m as a tool to

improve the Shariah audit practices in the Islamic banks. The mN audit role has a

ed'at board level to

variety of independent professional dimensions, created an

meet management governance, risk management, and ontro¥ne lpv s in an

To minim xpectatl s 1n t}ke services

éi
of Shariah auditor is clearly estabhshed

function is promoted at all levels across nx@i ih t

competency, independence, procesk ortinPypegpon @y and Shariah auditor’s

performance, iii) customer p@ s an ytptl of the Shariah audit role and
ctation gaps are identified and

responsibility are measurm@ntl 1v)

S
monitored. (0\ l‘ ’l C.)O
allgnge,

organisation, and across its supply chains.
on31 fm'y of the role

é«he Shariah audit
é:s\of framework, scope,

uth ty,

it provides, it is important that: i) the purpose,

Among t cant he31s found that there is the needs for the

ter characteristics of Shariah

regulator (BN troduce a practgg?t.hat results in bet

audit praglj his would include actions to address an inadequate framework,

misu@ding of the Shariah auditor’s roles and responsibilities, and perceptions of

lack of auditor competence and independence. Based on the findings, a more detailed

framework outlining the Shariah audit competency, SCOpe and independence for

effective Shariah audit practice is needed in the Malaysian context. Thus, specific
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criteria for competency, scope and independence in Shariah audit practices are needed

as guidance for Shariah auditors to perform their job better. There also must be strong

support from regulators and top management that provide sufficient resources to

execute Shariah auditor duties and responsibilities and the internal audit department can

hire qualified staff and provide continuous training and development.%ﬂinuous

cao current

training and development is crucial so that Shariah auditors would be ew

developments in Shariah related matters that leads to the increase (Yﬂ!hpetency and

independence level of a Shariah auditor. BNM shall initiate a determining the

competency of Shariah auditors that serves as a guideli h@c banks in

Malaysia. Even the determination of Shariah auditorlémete y h aiSe{Qvarious
opinions. The actual Shariah audit practices in th ry arg mot 1tho§~challenges
and problems. Empirical studies found that thez®& Y:aﬁe ofquditogdwith knowledge
of both Shariah and accounting /audltlng ledge, ne Qfor Shariah audit
\5 otaséﬂlt coverage, the need

q

on .mf&épendence and self-review

certification and professional quahﬁca agi

for standardization of Shariah audlt €

Wr
threat (Kasim and Sanusi, 20% im et, '}j B,@ssof 2013; Shafii, et.al., 2013;

Abd ahman 2008; Kasim et.al., 2009;
&L

Mohamed Ibrahnn, ?\yﬂ t specifically address the issue of
competency of S aud @tmg the requirement of a Shariah auditor

must be a per@&at equipped w1tl\éyér1ah and accounting knowledge. It is also
echanisms such

Yaacob, 2012; Yahya a a |20

recom at BNM should establish the formal communication m

e
as orbg forums and dialogue to obtain feedback from user groups on the conduct

of Shariah audit practices in the Islamic Banks. This formal communication channels

s to identify users’ information needs which in turn would

would allow Shariah auditor

enable them to fulfil their reporting responsibilities more efficiently.
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Education may also play a role in addressing the expectations gap in relation to

unreasonable/misunderstanding of the gap, which was found in this study. The inability

of some respondents to answer questions related to the Shariah audit practices was a

result of their lacking knowledge on the area. Therefore, the Ministry of Higher

Education should encourage the universities in Malaysia to offer progrﬂvs or

publicities to generate greater awareness in Shariah audit through the ‘@ inance

courses. A study by Pierce and Kilcommins (1996) in the private seo@ntext showed

that education contributes to a positive impact on users’ understan f auditor’s roles

and responsibilities and on audit regulations. At current, on c pl'bllc university in

Malaysia, Universiti Sains Islam Malaysia (USIM) has arked lgarlah audit

education by issuing Shariah audit subjects to unde¥r uamalat

duf
administration, corporate administration, Isla ic nce to ﬁﬂcrs accountmg

and Shariah auditing. \") O
In terms of theory developm w\arxmwt s{f}esis contributes to the
)

. “ ; . . ,
theoretical framework on audit e@&c ion 0 an@p in Shariah audit. It 18

W N :
important to develop strong Rorcheal frafnewgrl in riah audit practices to narrow
'y

the gap that has been exi in t@ es.g‘g‘fecommended that Porter’s model
on expectation perfo \ge ap, qit @‘qbe used as a tool to determine and
categorised the 10n 1 n’ esghp in Shariah audit. It is a challenge to
identify the g@t xists in the p{a@ without the knowledge to classify the gap into
the relat@ Porter’s model cla\581fy the gap that exists in the audit practices into

reas@ss gap and performance gap. By classifying the gaps, action can be taken

sing the Porter’s model, this

to narrow the gaps according to the classifications. By u

research are able to identify gaps that results from reasonableness gap or performance

gap in Shariah audit practices. In terms of ‘reasonableness gap’, this study manage to
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explore the gap between what societies (i.e. regulators, Shariah committees, Shariah

officers, Shariah managers, internal and external auditors and the depositors) expects

on the practices of Shariah audit and what it can reasonably be expected to accomplish.

formance gap’ this study empirically gather evidence related to Shariah

‘deficient standards’ and ‘deficient perf({ ce’. Thus,

‘deficient standard’ is be Ssgf inadequate

In terms of ‘per
audit practices which results in

it signals, performance gap that arise due to

legal and professional standards on the roles and responsibilitiesv!ariah auditors. It

yronment that do not

also signal that the performance gap arise due to factors in ﬁe.

support effective functioning in auditing.
This research also recommend future smdzn identi \;{pecé}agmn gap in
Shariah audit which involves takaful and Isl pital gndrkef. Malaysian Takaful
\ NV

owly contributes

ageﬁf imgney

to the growth in the Islamic finance in 51a @lm d Rizlan (2016),

( ? AN
who is also Chief Executive Office iqg, lgh@lalaysm s biggest Islamic

insurer, that growth prospects nNa N itive just by the virtue of the
;er rel tvétg'o@ insurance industry. Thus, there

(41
n g‘p 1 arla Jit which involves takaful and Islamic

industry and Islamic capital market is still §

fact that the Takaful base

is aneed to 1dent1fy e c

capital market a s Z ariyhs 1mprove better practice in Shariah audit

1 ance industry.

that covers \Y o ea 1)1
J v
S
ATION S OF THE STUDY

velopment of Shariah audit practices is important to complement the

ady in place and practised internally in the

The de

Shariah compliance mechanisms that are alre

IFIs. The outcome of the thesis confirms on the theoretical framewor

k on audit
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expectation performance gap in Shariah audit. It also support Chapra (2008) model on
Ibn Khaldun’s theory on the economic development. According to Chapra (2008) based
on the Ibn Khaldun’s theory, few parties plays important roles in realizing strong
economic development such as role of human being (moral, institutional, psychological,
political, social and demographic factors), role of development and justice\m state,

role of wealth and role of trigger mechanism. The role of huma,& g (moral,

institutional, psychological, political, social and demographic fact gives a strong
impact in Shariah audit practices. This is empirically proven st mpetency rank the
first among the other factors that contribute to the audit ¢ é?iharlah audit
practices. In terms of role of development and _]UStIC d role pf's ah audit

overall activities and operations of the IFIs ar

ractices in the IFIs can play the role in providigg juStice t3 e Slak mders on the
P Xv %

G‘np 1 ce matters arising

from Shariah non-compliance must be corm to die sta@holders and actions

must be identified to remedy the 51tuat1§ 3 S c%s‘thcé%akeholders are aware of

&
%!e aQ\/mes and operations of the

the situation and will increase the ¢

Islamic banks. Shariah audlt used sa oc!l‘f&the institutions, which are the
NG
Islamic banks and the st \ govkm d 0\4/?% the overall operations to be in
N

compliance with the S Je de ’t!)r 1 be treated equally as the shareholders
in terms of the op of 5h b@(s In addition, wealth plays important roles
in the economy %opment in th@(:lety In Islamic banking, wealth or income is
associated wi posits and investments derived from the customers. Teck Heang Teck
Hcan@zoo% mentioned that the audit expectation gap is harmful to the public,
investors and politicians because, in a capitalist economy, the process of wealth creation
and political stability depend on heavily upon the confidence in the processes of

accountability. Shariah audit plays a major role in mitigating the sources of income and
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its distribution in Islamic bank operations. Wealth generated from the activities and

operations and the activities in the Islamic banking must undergo auditing function to

ensure Shariah compliance.

Given these characteristics as outline by Chapra (2008), the roles involved in

realizing strong economic development in a society may also impact the p M of

Shariah audit function in the IFIs. Therefore this thesis contributes to th&oretical
framework on audit expectation performance gap in Shariah audit. Eportant to

al framework in Shariah audit practice to?’w the gap that

1 fra rk o 1me audit

develop strong theoretic

has been existing in the industries. The theoretica

expectation performance gap in Shariah audit are as follow (_)

Perceived performance of Audit - Society's expectation on
Shariah Audit Performancegap \ * * Shariah audit practices
,
) S
\ ‘ i 4@
Y. N .
et Performance gap '- [ 0 Reasonableness gap
4

L'UJ-" &
- f el Unreasonable Expectations e

Deficient
€| Standard \C-

-

FIGURE 13: THEORETICAL FRAMEWORK AUDIT EXPECTATION
PERFORMANCE GAP IN SHARIAH AUDIT
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qualification, the need for standardization of Shariah audit framework, issue on

independence and self-review threat (Kasim and Sanusi, 2013; Kasim et. al., 2013;

Yussof, 2013; Shafii, et.al., 2013; Yaacob, 2012; Yahya and Mahzan, 2012; Abdul

Rahman, 2008; Kasim et.al, 2009; Mohamed Ibrahim, 2008). The ﬁndingw&hés
Inaystry

research is consistent with the empirical findings. The problems faced in t
R\

pecific 1 audit

are ver

framework. As a result, the current audit practice is not uniformly pe% d and some

g on financial

y much expected because there is no standard Shariah-s

even seems to replicate external auditing, which 1s restrictivelge fORgs!

audit. The current SGF by BNM is principle based eline Wnimum
¢
s. This & ?ﬂse t s Sﬁ:is
k

tailored for Shariah governance and Shariah audit 18 orw ot‘ﬂe\ ahv pliance
function necessary for overall functioning of t@h g Ern e 1rQ£

Thirdly, the managerial of the IFIs we' benerit tl‘s f\ Ch by minimising
its litigation on Shariah noncomplianc h S)y t{é’h@p that exists in the

N

hno pliftt i se@s risk factor in Islamic

Shariah audit practices. Sharia
(Q '
}W:Kks d balak #ocacivities and operations of the
{ughhise
ig#ise gaph losses.
C

|
ﬁfbl{ijcﬂ to auditing literature on the audit
\

prescriptions on internal Shariah audit practice

banking and finance. Proper ¢

IFIs through Shariah audit é‘és
¢

The study mal@)rigilal

expectations gap biwring goﬂrﬁoﬁemé¥ the gap in the Shariah audit practices.
V

(1993), this study

ﬁ'\expectations gap m{?del introduced by Porter

Based on the
managem@éy the related components of the gap to other audit concep

ts. The result

can serve as a basis for studying the audit expectations gap and/or developing a better
¢ Shariah audit practices. In addition

understanding of the components of the gap in th

ndings of this research also have implications

to the contribution to the literature, the fi

uring proper check and balances and transparency in the

for auditing practices. In ens
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operations of IFIs that is Shariah-compliant, the stakeholders will understand more on

the needs of having Shariah audit and might urge the regulators to expand the scope of

Shariah audit to a wider dimension such as having it as external audit. Shariah audit to

be conducted by the external Shariah auditor will increase the assurance and attestation

in reporting. Thus, the auditing firms need to prepare and train their audlt now
in fulfilling the demand for external Shariah auditors somewhere m& ture. The

universities and other institutional in Malaysia must also take the chR!enge to produce

graduates and certified Shariah auditors to cater the future de obally In the near

future, Malaysia will become one of the hubs produg emi 1 al Shariah

auditor together with guides, standards, processes, sys s and han 15,1 Xducting
.\
Shariah audit. Y. g
dence of issues

(¢]

The results of this study are also useewus Wt pIO; 1de
spo ts such as Shariah

that have caused the divergence of perce Nmagkt
T

committee, internal auditors, exte% ditars, SHAriahcQiticers, depositors and
‘&

regulators. It was discovered tha \155 < a expectatlons gap in Shariah

audit practices are not much % t fro th } fs audlt Referring to issues such

as competency level, 1 e e cl, re on51 1es fraud detection and reporting

exercise, processes, s d ratn ’l! i ates that these are the basic elements to

be addressed in @106 0 ure effectweness of Shariah audit functions in

the Islamic b@
ew informetion for the better practice of Shariah

y also contributes ton
auditi alaysia. It offers evidence to the industry specifically to Islamic banks on

a wider picture of the acceptance and usefulness of the Shariah audit practices as a

monitoring mechanism for Shariah compliance, in safeguarding accountability and

improving the performance of Islamic banks.
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7.5 LIMITATIONS OF THE STUDY
There are numerous limitations associated with this study. The audit

expectations gap is a vast topic, and each of the concepts contributing to the gaps can

be a dissertation itself. This study aims to address as many possible quesWat a
broader level, rather than in depth, on the particular audit concepts to gli@t to the

industry of the present state of the Shariah audit functions and its O\ﬁ@udlt process.

From the researcher’s experience in this study, through 1 ews, there is the

richness of data that can be gathered during interviews wit ezhar jah audit experts.

However due to time constraints, the respondents are oply to pns estions that

seem significant to them. Besides that, given the ti du eqft re!pén(‘aents this

\,
study only covers the main components in ShaKh' it % \Ises
The study also suffers several llm& :'nadue to t@woretlcal support

on the rescarch framework. Such theori %crumal& gﬁ \"%‘rious previous studies
% (]

on the audit expectation gap and m\ allowgghe u’%}g&'b test the applicability of

the theories in the present se(n; E ddm‘n the i @s may be subject to argument

especially on the generalisg®ty of ch, a@(ere is no formal population frame

utilised for data collet\ . O

\

7.6 SUGGES %FOR F lf SEARCH

il pertinent issues that are worthy of further study have been identified

from the findings presented in this thesis. As mentioned earlier, this study employs
rmine the existence of the audit

mixed methods with the aims to explore and dete
actices. Future studies could emphasise the

expectations gap in the Shariah audit pr
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factors related to expectation gap in Shariah audits. An experiment method could also

investigate issues associated with the audit expectations gap in Shariah audit practices.

From the experiment method, the study can compare the effect of education and

knowledge before and after Shariah audit practices.

With the current trend towards the harmonisation of auditing stan?& and

guidelines, further research into the usefulness and adequacy of auditi ards and

ines is worthwhile. Considering that the objective of perft e audit is to

provide the information on the status of the activity or prograw present auditing

standards and guidelines should be examined to ens@Cy lruly assist in the
is Ms hat there
Ay

generation of audit report and audit process. The findipg oTWN1
f auditinizgtandardsfan gu!dc*;)es on the

is a need for more research on the effect 0 i v
\)
conduct of Shariah audit. Vz q‘ \ S‘

guidel
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