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CHAPTER 2 @
\,Y'
2.0 Introduction Y. '

This chapter emphasized internal control practices. It comprised five se S%tlon
one explained the perceptions of internal control practu@m secti n’phég,?ed the
perception of accountability and its effects on non-pr anls*an\n aqf). @e following

four’ﬁ‘?ewed several

section provided an overview of Al-Rahma Ete

empirical studies. The last section covered t

study. (q
% 9
2.1 Internal control practice \r 0 Profl ganlsatlons
l
The internal control p reon n e ents to ensure good management

practices essential for o &N’[IOI’]S ’o hle bas good practices. The internal control
2.9

has been defined Me om
Commission (CQO) Q a prace cte Qythe entity’s board of directors, managing and
other pers w igne(; rder @Ve reasonable assurance about the entity’s

achieve f objectives with w@ard to: (1) reliability of financial reporting; (2)

é‘

?f S@ormg Organisations of the Treadway

L )

effectiv and efficiency of operations; and (3) compliance with applicable laws and
regulations. These three main objectives are applicable to all types of organisations including
non-profit organisations. IFAC (2012) stated that internal control must be used to support

the organisation in achieving its objectives by the risks of management, while fulfilling
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organisational policies, rules, and regulations by dealing with the internal control as part of
risk management and joining them in its overall governance system. According toYBO
(1992), the internal control components are divided into five components:@ntrol
environment;(2) risk assessment; (3) control activities; (4) information and nication;
and (5) monitoring activities. Spillan and Ziemnowicz (2011) stated that ith§ important that

these five components be reviewed quarterly of its implementation OM good practices.

Despite these five components of internal control, thetmgos asi(' and important

ctivities. ", ty edition of
. "X

segregation Jof] d‘lﬁe (2)

n;% i Icon@gf; and (5)

n tl\tﬂ internal con@sgactices ina
non-profit organisation are sound, it can pwaufficienu fle@hrough improper

practice of internal controls that may aff(c%blic sup\bp?rti
# y QC}
2.1.1 The Concept of Internal CONQ actice A%

N

Internal controls (IC) gre ;Ro? the iﬁycqn@aﬂices within an organisation.
As these internal control rah S p@ rocec@ﬁs to ensure effective organisational
operations and proted%\raum‘b opp@sﬁc behaviour. Internal controls (1C)
optimise financial Ga}es @ﬁ!e r&'(ﬁéility and credibility of financial reporting

component relates to daily management of cash flow cont

COSO (2012), control activities can be divided into:

authorisation and approval; (3) verification and rec

supervisory check. Petrovits et al. (2011) stated that

s

ES Y
(Kewo and &017; ishman;” 2005): Internal controls embrace the policies and
4
plémented by the cona;&}/ to ensure its business is conducted efficiently,
N

inclu 'Mgulatory compliance which prevents and detects fraud and errors thereby

procedures

ve the controls for reliable reporting of financial statements.

Five Elements of Internal Control
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A sound internal control practices consists of detailed procedures and records adopted
by management and is primarily concerned with the reliability of financial reco
reports and with safeguarding assets. The internal controls are stated in five con@s: 1)
control environment; (2) risk assessments; (3) control activities; (4) iﬁ&ation and
communication; and (5) monitoring activities (Kamaruddin and Ramli, 5). These five
components are crucial, and the implementation of the internal cot&olyust be reviewed

quarterly to ensure appropriate practices and their applicability. '

2.1.2.1 Control Environment: \d

4
O
The control environment is a set of ethics, structuréSyand precedurgs that ]sg'ovide the

basis of functioning internal controls within t%gisa@{%

ethical values, integrity, capability of the es an

-

within the organisation. The control egvironment \M.Qe?

components to shape the systems of the | al éontro ¢ oS %13).

2.1.2. 2 Risk Assessment: Y. ' I §
. '3 t 4
pica l‘ nti

Risk assessment i fyéQ(_p cted dangers within the system. In

order to make sure that thesisk a is o%c:@Mve and effective, preventative measures

i
. ¢ .
need to be in plac risk @ssess tﬁdeaﬁmes and analyses possible risks, internally or

% . AN . .
externally. I% es n;k y :v op.@* accurate procedures to accomplish consistent
i

a
objective n'the organisation. Fg_bjloassessment always refers to the objectives set forth
N

by En ise Risk Management (Integrated Framework, 2004).

@Control Activities:
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Control activities are performed across the company or organisation. They are
developed continuously in order to support monitoring, which include policies, pro?ﬂ!s
and practices to increase risk management strategies. Specific control activities @p\ske the
separation of duties, verification, reconciliation and physical security o?*ts. These

policies are designed to ensure that management directives are fulfilled (C%O, 2017).

3
im yland fficiently,
sig:tdqm\'\g;mkmees

(.,)
the ability to implement their responsibilities in the ossible

w;rﬁnf%_‘h’nation is
communicated externally to all parties involved in thgrgan' %ﬁ\ e com@'nication of
information allows control activities and @gsp to Qiﬁformed more

effectively (COSO, 2017).

2.1.2.4 Information and communication

Information must be identified, captured and comm

and are achieved through this internal control componentglt is

2.1.2.5 Monitoring activities
The monitoring compo %co\rliﬁr{ important internal control
component due to the majo%’tc i

4
components and certi:ybt)hat tri':§op ratingtnuently. It provides managers clear
guidelines of their rw iliti they, é'(achieve their duties effectively. It also

¢

comprises the ev. I&@ws performa e% @auditors and other external parties, making

% NN
sure that the% tion §S Co fting i@perations properly (COSO, 2013).

Yv
&

2.1.3 Tb@ res of Internal cohrol practices in Non-Profit Organisation (Waqf)

A%ﬂternal control practices in non-profit (waqf) organisations are playing important

@anaging Wagf institutions. The majority of non-profit (waqgf) organisations depend

on donations (sadagat) collected from individual donors, who gain confidence from strong
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internal controls implemented by non-profit organisations. Donations from the primary
financial source of non-profit organisations. Sulaiman et al. (2008) stated that proper WI
controls may result in increased donations due to their optimal use. The cont% ities
need to be satisfactory. It provides assurances to the public regarding funds ment. Its

presence in funds management indirectly enhance the effectiveness and efficiency of the

financial accountability of non-profit organisations. \/
2.2 Accountability in Non-Profit Organisations (Waq .l\d
L

2.2.1 Accountability \Y'
Y
Accountability in general include accountability t partigst at have anii-nterest in
Y

the institution. Accountability can be defined as, “the Zty of Prayiding aﬁaal account

or reckoning for the held responsible acti @ an , 2(81. Ibrahim (2000)
elaborated the definition of accountabili h d aTn 't/yitQuse (and prevent the
misuse of) the resources entrusted in an Hivene%and ée}nomical manner, within
the boundaries of moral and legal iety, anﬁ?fé provide an account of its

ork
N
actions to the account holdt wh% are no th p@s who provide it with financial
oupsHwit %‘s lety

. 1
resources but also to the gr ‘ib\

\ aél}fo society at large”. The definitions
above indicates that V&instit ' ns

managing the res@hi o‘!? 'er'ltrLfsr)to them and to fulfil its obligation towards

@
rshad Zain, 2017).
P

society (Ihsa@man,‘z 9; 2
A bility practices co@é measured in three aspects. First is measuring the

finan%%bthe quantitative activities. Second is evaluating the qualitative side of the
r

e a igation to carry out certain actions in

ce which mean it concern the quality of the activities and the value added to the

, Which is typically non-financial information. Third is disclosing and reporting
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financial and non-financial information (lhsan et al. 2017). The current study adapts the same

S

2.2.2 The Practice of Accountability in Non-Profit Organisations (Waqf 3

aspects as proxy for accountability practices.

There are complex relationships between accountability in non-prol?gnnisations in

meeting the responsibilities to donors, consumers, community, assocWand volunteers.

t I;Knessur'e on non-profit
dationWernments
@

over accountability to clients and the populations served he organisation:. l’eveeggl‘ess,
considering the voices of the people they serve should en ethe performance of;(ron-profit

institutions. Advanced efforts to prioritise accountabilz dow \rhn the foclis of different

These responsibilities to multiple stakeholders exert signifi

organisations that tend to prioritise accountability to dono

stakeholders (donors) requires indicating t@ce ownward @ccountability as a

critical issue facing the non-profit sector A
\T Q
Most non-profit organisations a ; dqwnwardzq cco@ility through feedback

mechanisms such as interviews, su , or f ups t&c%llect people’s perceptions.

N
They seek to increase the cle t's gility to encougten d@ns about choosing the accurate
mechanisms and implengtto a 0 ureg‘ e@%ntageous to the local operational
environment. Neverth&w ereas countless n@ofit organisations employ mechanisms

O

to enhance aCCOU’GhS , the type f;%ecﬁa)nsms used varies widely across non-profit

organisations %’ P D)" é\&'}

Regardless'of the challenges rel@. to addressing descending accountability, the non-

= .

S
profit Wements seek to enhance accountability to the society they assist. They clarify
w the mechanisms line up with the values and mission of the organisation. Leaders of non-
fit'organisations set up procedures that allow clients to express complaints. Identifying

even negative perspectives could be relevant to organisational improvement (Mercelis et al.,
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2016). Developing the mechanisms for downward accountability offers the people served by
non-profits both choice and voice in the services they receive. By increasing dow
accountability, leaders of non-profits can enhance the organisations and ma(e%\they

achieve their key responsibilities. A

The aspects of the downward accountability mechanisms that Ii&the non-profit
xm/aqf institutions

in g'neral, which is

t al., OWarubahrin
o

and Ayedh, 2018; Johari et al., 2016; Ayedh et al., 2019). ' ﬁ
£
N
2.3 Review of Related Empirical Studies V é\
| ) <
2.3.1 Studies Explore the Internal ContrM ices on Nen- rof@rganlsatlon
AN

t inte n’&l‘control practices in a
n

Kamaruddin and Ramli (2015) :|or’d th%

@ o
specific Islamic Waqf (non-pr&érgar%}nsid <&alaysia to identify its
V'Hwis st’dy ac \[udy method. They found that

implementation of internal controls. : aaé

the main control activities o%al co%sdgjg‘sijﬁgd Islamic non-profit organisation
including the duties s@on, tr'an
control over assetzwnd nt,che s: and @gc;ds are practised appropriately. Although

the results of t are positive,’so eaknesses were found. The control activities
BVAGS
focus on in &che Sada f!nds.‘qrnce the study is based on one specific Islamic non-
>4
profit w ion in Malaysia, iﬁc;)unsuitable to give a picture of the internal control

organization is applicable to the waqf institutions. In the wagf con

has accountability to the wagqif (doners), beneficiaries, and

representing the downward accountability mechanisms (lhs

—X

wn
D
(@]

ns a H&isation, documentations and physical

other Islamic non-profit organisations. Moreover, this study focused on Islamic

pr
@fit organisations limited by guarantee (CLBG). This study found that the internal

control can be broad in scope to other types of non-profit and for-profit organisations.
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Abraham (2006) identified organisational strengths and weaknesses by detecting financial
irregularities and focusing attention on issues of organisational importance. Thiw
analyses financial performance by concentrating on ratio analysis in orde\('g\j&ntify
anomalies and focus attention on matters of significant concern to non-pr nisations
(NPOs). It discussed mission centrality in the use of financial ratio analySis and extends

previous financial performance models to develop one that can Qea\pMd to individual
ut

NPOs thus ensuring that financial performance analysis is not ir isolation of an

organisation’s mission. The result of this study indicated tha measur f financial

rengths an eﬁk&éggs‘ by

so@ i ona@ﬁortance.
it approﬁe. to focus on
&

O

financial resources in their relationship to |s;}' n.
)\E\f’mllenging in the coast

Similarly, Abdulkadir and Hassan %) foun \LI
N
region in Kenya for faith-based o%ns @BO to irrlQ ent systems of internal

control. The organisation’s gov %yst imp t to the internal control, and
the capability of risk manag is dem
d &
controls were obserkugh T \maor pﬁﬂptions: the control limitations, the
functionality scopeq orat 'ance(S&\‘trols, and the compliance and ethical
¢
practicability co r&)her ults s w{ha(ir'l?he coast region, the FBOs generally depend
% NN
ontheinforr% aditional ol stracture to achieve the welfare agendas. In the FBOs,

v

the contrﬂ&em has not been in@rated as the formal internal control practised in the

performance by ratio analysis helps identify organisatio

detecting financial anomalies and focusing attention

Given that the mission of an NPO is the reason fok.its

l'I'h@‘fficulties of applying the internal

corpo rld. Though, management controls that integrate the traditional welfare goals

Q ith internal controls are considered a valuable starting point in the way to more
C titive management of the non-government organisation sector and there is no
exception for FBOs.
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Duncan et al. (1999) observed the effects of church size and denomination on the
internal control practices. The sample size of this study was 1200 churches in the L?m
evaluation scores of internal controls were found to be meaningfully diﬁer@d on
church size. Three major denominations with different types of churc , church
organisation and differing hierarchical structures were included in the st he internal
control evaluation scores were significantly diverse based on den . This suggests
that the polity and hierarchical structure of a denomination %e.q allty of a local
church’s system of internal control. \d

Effah (2011) evaluated the internal financial control blic haspi |dtf&¢alonal

|n Béc Thls\%rdy used

ths«i ga data@umg internal
controls in the three public hospitals. w:ns show the <i’ntals obtained a

and municipal hospitals in Sunyani and District

questlonnalres and structured interviews over six

systematic comprehensive method to i I contro r)é\l%ntl documented and
understood at the management Ieve mu icate t(mpezQ \el However, there were
irregularities concerning the nal ro Wer; lied and enforced and the
accountabilities of that t ob V|0u y di tlr{ct\}}ne results also revealed strong
compliance with the in wontro ay %ﬂe the volume of work of the auditor.
It was also found t ’t%mal als |¢§duld be much easier to enhance proper

internal controls E u of ss e orﬂeI@ e personal contacts and less administrative

N

Hegmanson et al. (2012) pro@d‘ a perceived image of the organisation’s strength of

bureaucracy

intern ols in the control environment, risk assessment, and monitoring components of
ittee of sponsoring organisation’s internal control integrated framework. The
ings show that in terms of the nature of the internal audit purpose, the majority of the

Chief Audit Executives (CAES) reported to the audit committee (44 percent) more than the
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management (37 percent). Almost half of the organisations have internal auditors (51
percent), as opposed to having short tours of duty in internal audit. Most of the organ

have either no internal audit outsourcing (41 percent) or very low levels of outs@ The
average annual internal audit budget is $1.8 million (median of $719,0001,é@most (69
percent) of the internal audit functions spend less than half of their time chial audits.

Finally, 40 percent of the organisations have a formally designated th Officer (CRO)

l

Wooten et al. (2003) assessed the current state of financialycon OIMSOU n-

or senior management equivalent.

N
profit organisations and provided suggestions for enha nt. The resul dil:atédc%at 74

percent of the respondents did not have a procedu nual=50 ent d@gﬂot have a

computerised accounting system, and 70 perﬁwe no‘t’\co
accounting records. One of the basic principles'ef ifternal contrals is as@ﬂng responsibility
AN
\T R

for a task to one person. cq >y
t Py >y

ted audit of their

9 Q—
Kamaruddin and Ramli (ZOQK nd tha slanﬁﬁﬂon-profit organisations in

Malaysia are following the practigés of pre#ent inte n%ﬁrol. They used a comparative
case study with interviewshlect hé tq}l'ﬁ dy used three Islamic non-profit
organisations as sam@ th@chara{@stics. The findings displayed several
similarities in the @co robpr. |§e§ f@%ﬁes like the duty’s segregation, transactions
authorisation a%rds’o docuim tigéJin the organisations. Various practices were
recognised4su s the assets pé/s%‘rcontrol and independent checks and records on
performance features. It was discmbed that insufficient physical control over assets and the
rec , like setting up CCTV camera and the alarm installation, appointment of a

curity-guard over the buildings and a barrier to the financial documentations and room.

Out of the three Islamic non-profit organisations, two did not conduct internal audit
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processes for independent checks on performance. According to the findings, some
recommendations were highlighted for development. This study also recognised cha
in the practices of the internal control like the lack of qualified financial emplo(e%knited
physical control equipment, not appointing an internal auditor for regul sment of
transactions and financial restrictions. Y.

Johari et al. (2012) explored the internal controls of aNanagement and
administration in Wagf institutions globally to emphasise whi art-of management and

administration of Wagf institutions are lacking and need to b rov .My applied

a process of how an organisation receives and repor

a%' dmi@étive and

trol e@x;ment, risk
assessment, control activities, information\&ahmunicat d @toring activities.

management tasks. Effective internal controlSyinv

Religious-based organisations are mana%we same ,t@@rganisation (NPOs).
N
Accounting guidelines on reporti e oiﬂprac' e an(tiaxvernance enhance the

transparency and accountabili*NaT sti tions..% r better management and
audi

fi ial besides the external auditing

administration of Waqf institutiensyinterna
tionéﬂduties in performing their tasks.

to ensure better govermd bett'e

Kamaruddin Wmli (291 Qrte oé'l}:ive findings even though several issues
were found. V@SS, e \;lﬁlza@ties connected to the Sadagah funds were
practiced effieigntly. JohJi UﬂZZOl dicated that internal controls establish a process

N
on hov\ anisation handle *&g'éiving and reporting fund and administrative and

ma tasks. Abdulkadir and Hassan (2014) showed that in Kenya, the FBOs depend
n

@nformal and traditional control structure to achieve welfare agendas.
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From the above review of the empirical studies related to the internal controls systems
practice in non-profit organisation, most of the studies (Abraham, 2006; Abdulkawmd
Hassan 2014; Duncan et al., 1999; Mahadeen et al., 2016; Effah, 2011; Johar@OlG,
Hermanson et al., 2012; and Wooten et al., 2003) used the survey question proach to
conduct their research, while others (Kamaruddin and Ramli, 2015; Kama in, and Ramli,
2017) applied the quantitative approach using a case study method. For'the current study,

‘z:

the quantitative approach and survey questionnaire method w d t collect data to

address the research objectives. Second, it is worth mentioming tha thwdearth of
empirical studies on the internal controls systems prac in non-pr ﬂrg@tlon
especially in Muslim Wagf institutions. Third, all o Itsw\e'r |ve ndlcated

that the internal controls have become an area se hi

ue to@;wpact of the

ed internal controls

IFCs on different accounting issues. Th a study e

practices in a non-profit organisation i walt, w $‘\ ed one of the well-
N
organised and outstanding performl%nes lg?;\sed am at@ahrm and Ayedh (2018).
\
2.3.2 Studies Related to the I nshl Betwee b‘ nal Controls Practices and

Performance of Non-Pro Or% i -' (Q
@)

Sanusi et al. (20 m@yact 0 ﬁanmal performance on the programme

quality in mosque T tud cendu s acr ectlonal data analysis to examine factors
per

.ééﬁce Regression analysis results revealed that

good inter # I and actl ep |C|p¥Ton of mosque committees in fund raising activities

osques’ fmanmal}erformance This study also discovered that strong

mprov&
%rformance facilitates the mosques to conduct more quality programmes.

Oeanwhlle, Henri (2006) examined the connections between the use of management

control systems and organisational capabilities. The results recommend that communicating

contributing to s’ | nci
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the benefits of the performance management system (PMS) encourages the four capabilities
by focusing an organisation’s strategic urgencies and motivating dialogue. Like
forming constraints to comply with orders, the diagnostic use of performance @'ﬁent
system employs negative pressure on these capabilities. Additionally, vidences
recommend the influence of dynamic tension resulting from the balanced of PMS in an
analytic and interactive fashion on capabilities and performance.

Petrovits et al. (2011) examined the internal controls’ Kr; onsequences of
deficiencies in the non-profit sector. This study used a sam f 6,572 li rlarities in
rnal control oie[\ﬁ%‘zr:cial
y (@ t pl@a support
uppov andkother fags.inﬂuencing

suc@‘donors, the IRS,

@Hc confidence in the
N

the USA from 1999 to 2003. The results found that wea
reporting have a significant negative impact on th
received after controlling for the present level of%

donations. These results could be useful t eral’constitue

N2
integrity of organisations. The resuln%ﬂ that donars are 20' ificant source of capital
for non-profit organisations and }Hdire UN;; to%]ternal control information.

Mahadeen et al. (Zo%iﬁate:i‘ ’%&ﬁ)a’ct'&)ﬁe internal control practices on
0 coll

‘&
organisational efficie%r an.| \dat gi.an process of this study used a self-
administrated surve)q 1 rious(r-;%ﬁagerial levels working in Jordan. The

results showed tEi&aest of multi gression presented a high positive influence of the
nisati

"
variables on% onal
i

3

and other regulators reformulating Iaw(jjn atte

Is study. The findings of the research suggested

i ‘pcy 0
Y-
that rel

suggestions improv areness of the significance of internal control
=

mechani and components to advance internal processes and procedures for developing
@ isations’ efficiency using various methods. Generally, there is an important
a ness of the necessity of internal control practices in organisations in Jordan. The

organisational efficiency is highly affected by the internal control practices. This implies
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that organisational policies must include enforcing the components of internal controls to

achieve efficiency and gain competitive advantage recommends that the decisionw

and managers in Jordan recommend special motivations to encourage their e@ and

increase their loyalty of the institutional values. *

Michino (2011) investigated the internal control influence on'%the operational
effectiveness of the non-government organisations located in Nairobi. data collection
was Vvia questionnaires containing open- and closed-ended ques Y:aralysis indicated
that the organisational structure mostly determined the int con ow NGOs in

@

Nairobi. The management of cash was categorised as the s factor/of the nt&rr@ntrol

impacting NGOs’ operational effectiveness. The W% sh .Q}rr{agement

rgan i%;ir:al structure,
payroll management, procurement, cash@ment an sset@nagement affect

Jamaliah et al. (2013 the efficiency of @internal control system, financial
4 ’ &
management and the pr eﬁQof acio m y inglaysian mosques. Questionnaires were

administered to a saw 25 in I@a&sia in Sabah and Sarawak. This study
¢
recommended afs&@reco in t

N
accountabili% e producti and-%proving performance. The summary of these

variables,provwides important impli@ﬁs for increasing their understanding of the financial

ma@ practices in non-profit (Wagf) institutions and creating new opportunities for
researchers. The summary details how mosques in Malaysia can improve the performance

0 ir internal control practices and accomplish the mosque mission and goals.



Sanusi et al. (2015) showed that regression analysis revealed that good internal control
and active involvement of mosque committees in fundraising activities enhanced m
financial performance, whereas Mahadeen et al. (2016) suggested improvin ness
regarding the significance of internal control mechanisms and compond’kg advance
internal processes and procedures for developing the organisations’ efficiédcy. Petrovits et
al. (2009) indicated that weak internal controls over financial reportingwhas a significant
negative effect on the amount of subsequent public support rece [Y (l trolling for the
current level of public support and other factors influenci onati ano (2011)

indicated that organisational structure, payroll managemen curement, htn @ment

and asset management affect operational efficiency \ y thﬁrrelaﬂon
and coefficient of determination. {\T

From the above review of the emplmles relatedyto the@tlonshlp between
internal controls systems practice and pe ance _\nlsation, most studies
(Michino, 2011; Sanusi et al. Zo@w al. O‘b laﬁéllah et al. 2013) used a
qualitative research method a ex pt a adee t al. (2016) who applied a

guantitative approach usm%lonnalr to x;ltzQ e relationship between internal

controls systems pract;& erdenaN non(-:%s it organisation. For the current study,

the quantitative ap and surv
address the res %Ctl
between in ontrol! s pr and performance of non-profit organisation
* 5 N
organls pecially, in |\/|US|Immaqu institutions.
@es Related to the Accountability Practice of Wagf Organisations
I

hsan et al. (2017) addressed the accountability practice in a Waqf institution to

eftioa@e method were applied to collect data to

' 4
IS alsé.aldearth of empirical studies on the relationship
e

provide insights into how accountability is perceived and discharged by the mutawalli (Waqf
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trustee) in managing a Wagqf. The findings disclose that the belief in dual accountability to
Allah and human beings has strengthened the mutawalli’s awareness of the accourw
importance. Furthermore, the mutawalli uses various mechanisms to (di its
accountability in managing a Wagf to stakeholders. In addition, the mutavﬂkliable for
discerning accountability to himself/herself. Dompet Dhuafal manageWealised the
importance of performance assessment and evaluation because of jts essentiality to ensure
that wagf assets will give perpetual benefit to the society. T ‘X.co cludes that the

holistic accountability practised by Dompet Dhuafa is an integrative p c!?&qdh does not
B

only encompass fulfilling upward and downward acc bility, fbut sq i@es a
Y-

commitment to preserve organisational values. \4' N
::nd

Ayedh et al. (2019) explored case stud&&t& ewsta the practices of Wagf

accountability in Malaysia. In the past, the“philantAropic bo d W@‘in Malaysia were
not as developed as they are today. This %carries \es%iv' t,:@'nparative case studies
E y N

using an exploratory case study m%ogy %ased ny m%gtl%’e cases. The data were
collected based on related m Mid(]i official \A@sites, financial reports and
t u

statements of the SIRCs i nderstand urfem}countability practices for Wagf
4 2 &

institutions in Malaysia %studyis \di-L] S errgazlse improvements in accountability

@mic g ; COL@Y(SlRCS) in Malaysia is responsible for

management. The S\
| ot
handling Waqf assets. This article s‘gor*eej) ual and theoretical and tried to explore the

Y
history, Iaw% ountabilit ‘;acticeé\
X~

Kam&ahrin and Ayedh ( (Il%)’ evaluated the Waqgf organisations’ practices in the

Midd X Asia, and non-Muslim countries. The critical assessment demonstrates that

@ Wagf experience was impressive in terms of transparency, quality services, public

! Dompet Dhuafa Is An Islamic Charitable Institution That Focuses On Empowering Society Through
Managing Various Islamic Charitable Funds (Waqf, Zakah(3), Infaq, And Sadagah(4)) And Other Donations.
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confidence in Waqgf management and Waqgf investment. The experience of Kuwait records
outstanding performance because of minimal interruption by the government,
governance, internal control and accountability tools. Furthermore, in Mus@ority

communities, Waqf practices respond to the community’s needs more

Muslim countries. ?

Ayedh et al. (2018) investigated the way mutawalli (awq?wagers) in Yemen

majority

perceive their responsibility and how they implement their . Thls study used a

comprehensive survey to collect the data. The findings foun@ that the wallif.are
N
responsible to the government awqaf institutions, a eir responsibili lo -ﬁi?waqif

4 T

(donor). These perceptions were influenced by the on?!mion ules/and vag_e's/governing

the Wagf. Lastly, the most important mechanitwn disgﬁar ing Wagfaccountability is
wh

the regular issuance of annual financial r S aft@ne completion of

government auditing requirements, @uirem%s‘ve
@

Furthermore, according to the resulK MutawallT is u‘a‘llly&@a accountable to the waqif

(donor), but the accountability t?wverr’nent
l q
Ihsan and Adnan (ZO%Iored th‘a mai therzzf hich shape the foundation of the

discussion on acco@ in|Wa\0rga<r2é'|{)ns. The study used interviews,
d

documentation rev'ifm
h ctervf’yq mar@ement and the accounting in Dompet Dhuafa

achievements %
(DD) and Wakaf lfnl ités Is@ndonesia. Two Wagf institutions were given as

eviden s of transparency ah&'bubllc accountability. Ihsan believed that dissimilarity

@ng practices is due to the nonexistence of accounting standards for Wagqf in

n
@ia. Thus, the authors suggested introducing accounting standards and code of

governance corporation for Wagf as it could improve the mutawalli accountability in

S\ .
c:;é&customer satisfaction.

af inStitutions is more perceptible.

in ct‘o q'ona)@ollect the data. The study found different
s
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managing Waqf. The discussion above gives understanding that Waqf accounting is
significant for the enhancement of the Waqgf management. Y'

Ihsan et al. (2017) notified that the findings of the Dompet Dhuafa? (DD)"% ience
in this study can be a lesson for other Waqf organisations to practice accoun ity, but they

should not be generalised to other Wagf institutions as it is based on theocal Indonesian

institutions are remarkable in terms of transparency, quality

al. (2018) found that the Mutawalli (awqgaf managers) i f instituti iri Y. are
responsible to the awqaf institutions of the govern r the rés ility_ tovthe waqif
(donors). u\ \ Q\T

From the above review of the emp@dies rela ac@%tability in Wagqf
organisations, most of the studies (Ihsan %2017@1? ah q@dAyedh,ZOlS;Johari
etal., 2016; Ayedh et al., 2019) use%taﬁ\’é researc mEQ \approach except Ayedh
et al. (2018) who applied the Miverﬁ\{@estionnaires to explore the

scenario. Kamarubahrin and Ayedh (2018) indicated that SingaeoN Kuwait Waqf
Ces,

pu‘alic confidence,

-9

accountability practice in Y r the cufrent udy,i@quantitative approach and survey
4 ¢ &

questionnaire method ar&‘{d to C(il \dat to ad\ée}s the research objectives. Second, it

is worth mentioning that there is feme‘iﬁc’al studies on the accountabilities in non-

¢ ! (_?
profitorganisatios, specially in qf(ns@t'ons.

MU

QA &
N
s

2 Dompet Dhuafa (DD) Is An Islamic Charitable Institution That Focuses On Empowering Society Through
Managing Various Islamic Charitable Funds (Waqf, Zakah, Infaq, And Sadaqah) And Other Donations
(Thsan Et Al., 2017).
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Table 2.1: Literature Review

Author Name Title Goal Methodology
A survey of the
impact of internal
controls on To investigate the impact of
Michino P. w | operational efficiency | internal control on the Qualitative,
(2011) among non- operational efficiency of questionnaire
governmental- NGOs based in Nairobi.
organizations in
Nairobi
Internal Control :
: S : To explore current internal .
Kamaruddin | Practices in Islamic . Quantitative -
. . control practices by an
and Ramli, Non-Profit Islamic non-profit case study
(2015) Organisation in IC hon-p method
: organisation.
Malaysia
The Effects of
Internal Cpntrol_ To examined the effectiveness
System, Financial .
: of internal control system, : .
Sanusi etal. | Management and financial management and Questionnaires
(2015) Accountability of nanagemet Survey
_ accountability practices of
NPOs: The mosques in Malaysia
Perspective of a ysta.
Mosques in Malaysia
To address the accountability
A Study of practice in a Wagqf Institution
Accountability to provide insights into how interviews,
H Ihsan et al. C - . .
(2017) Practice in Dompet accountability is perceived observations
Dhuafa Waqf of and discharged by the Qualitative
Indonesia mutawalli (waqf trustee) in
managing a waqf.
Financial
Management To explore Financial
Jamaliah et al. | Practices in Religious Manapement Practices in Qualitative,
(2013) Organisations: An g questionnaire

Empirical Evidence of
Mosque in Malaysia

Religious Organisations.
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Challenges of
implementing internal
control practices in

To find out the challenges of

Abdulkadir Non-Governmental implementing internal control
and Hassan | Organisations (NGO) piementing 1 Qualitative
) . practices in Faith-Based
(2014) In Kenya: A case of Organisations in Coast region
Faith-Based g gion.
Organisations (FBO)
in Coast Region
Internal control
practlces.ln us To examine the effects of
churches: An
John B. L church .
examination of the . —— Qualitative,
Duncan et al. . size and denomination on . .
effects of church size questionnaire
(1999) systems of

and denomination on
systems of internal
control

internal control.

Mahadeen et
al. (2016)

Examining the Effect
of the Organisation’s
Internal control
practices on
Organisational
Effectiveness

To investigate the impact of
the internal control practices
on organisational
effectiveness in Jordan.

Quantitative
guestionnaires,

Effah (2011)

An Evaluation of

Internal Financial

Controls in Public
Hospitals

To evaluate internal financial
controls in public Hospitals in
the Regional and Municipal
Hospitals in Sunyani and
District Hospital in Bechem.

Questionnaires
Survey

The Causes and
Consequences of

To examine the causes and
consequences of internal

C Petrovits et control deficiencies in the Empirical
Internal Control . .
al. (2009) . non-profit sector using a Models
Problems in Non- .
rofit Organisations sampl_e 0f 6,572 public
P charities from 1999 to 2003
provides an insider’s view of
the perceived strength of
organisations’ internal
How Effective are controls (i.e., internal control
DR Organisations’ over financial reporting) in
Hermanson | Internal Controls? the Control Environment, Questionnaires
and JL Smith | Insights into Specific | Risk Assessment, and Survey
(2012) Internal Control Monitoring components of the

Elements

Committee of Sponsoring
Organisations’ (COSO 1992a)
Internal Control—Integrated
Framework.
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To assess the current state of

accountability practices in

TC Wooten financial control for one Questionnaires
and JW Coker | Financial Control in | Segment of religious NPOs, Survey
(2003) Religious churches, and give some
Organisations suggestions for improvement.
A Case Study of
MIH Internal Control Aims to explore the current
Kamaruddin | Practices in Islamic internal control practices by case study
and NM Non-Profit Islamic non-profit
Ramli (2017) | Organisations in organisations.
Malaysia
Internal Control
Joharietal. | Issues in Waqf
(2012) Management: Insights
from The Literature
. exploring the major themes
\-ll-\:]aeqégfsct?:j Qttilgr? :fn d that constitute the basis of the
Ihsan and Accountability discussion on accountability
Adnan (2013) in awgaf institutions.
Accountability . .
Practices of Wagf to provide a comprehensive
o understanding of the waqf I
Institution in positivist

Ayedh et al. | Malaysia: A Critical Malavsia comparative
(2019) Analysis ysia. case studies
intends to emphasise which
Internal Control part of management and
Joharietal. | Issues in Waqf gdmlnl_stranon of wagf .
(2012) Management: Insiahts institutions that are lacking
from '?’he Li tératurge internal control thus need a Systematic
serious attention for Literature
improvement. Review
Critical Review on to assess current practices in
Waqf Experiences: Wagf Institution based on
Kamarubahrin | Lessons from Muslim | Middle East, Asia and some Qualitative
and Ayedh | and Non-Muslim selected non-Muslim library
(2018) Countries countries experience. research
Wagf Accountability To investigate how the
in The Reoublic of Yemeni mutawallis (awqaf
Yemen: A?] Empirical managers) perceive their
Ayedh et al. Anal sis P accountability and how they
y discharge it.

(2018)

L 24 -Ihéoretical Framework:
* The theoretical framework defines the key concepts in the research, relations between

them, and discusses relevant theories and models based on the reviewed literature.
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The theoretical framework is important because it allows the reader to conceptualise
the study in a broader context. Thus, the theoretical framework for a study should
incorporate all of the necessary knowledge components which prop up the purpose of
the research.

A strong theoretical framework gives the research a sound @tific basis,
demonstrates understanding of existing knowledge on the topic, %M\/s the reader to

evaluate the guiding assumptions. It provided the research cticin, allowing the

researcher to convincingly interpret, explain and generalise findi gs.\d
B
4
| S

2.4.1 Accountability Theory

’ b 3
Accountability theory explains how the obse&nt is M to | sttty his or her

behaviours and deeds to others and to be acc@d for
and judgements which affect others (Vancem an&%eg
del

making process. Accountability theo%caeea ﬂ;\v
i t

]
Lerner and Tetlock (1999). They ng hat C unte&ﬂ&y- has influence on a wide

iours, deeds, decisions,
15 Qrives the decision-

y @;&rganisational research

o . N
range of social judgement: aanes f th lec$‘m}makers. In other words, the
ess }tuse

accountability for truthfuln al degision er to be more alert information

processors and better %dat rj (Lerper and ’I'&l’ock, 1999).
L

Accountabili Nfer ntiate e}\l/eeq,gs’two most central uses: (1) as a virtue and
(2)asa mecha@ls idiﬁla fisgérVance etal. (2015). As a virtue, accountability
is known t Wdual’s’ Iingﬁes‘s\gr'accepting the responsibility, which is a required
charact\i% sectors (governme}(;? private, non-profit organisation). As a mechanism,
ac ity is the process of explaining and justifying individual deeds and behaviour due
0 the potential commitment to another party who has the right to judge the action as well as

question the individual’s deeds.
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Accountability could be defined as the acknowledgement of responsibility by an
individual in all behaviours, actions, deeds, products, decisions, and policies mcluavme
management, governance, and operation within the scope of the posm@ the
commitment to disclose and report, answer and be answerable for resultin guences.
Accountability theory has been addressed in several studies such as Ihsan mnan (2009),
Ihsan et al. (2017), and Ayedh et al. (2019). \/

Accountability theory could be applied in the Wagf (no mgtmsatlons as the
mutawalli (management) of this charitable organisation is onsible Ilgated to
inform and explain their actions (performance) to the stak ers. Inithe reﬁt i@y the
management of Al-Rahma International as a Waqf ation dr nS|b\/Y~o inform
and explain its actions to stakeholders. W

Based on accountability theory, \ F?malnternatl s a %tability practice

could be explored based on the two fo f accou W (vir, '%* mechanism). Virtue

accountability is related to the belleh%

donors, beneficiaries, and gover. %

s are accountable to the

2.5 Conclusion c\

(
This study explored 21 studies which related to internal controls systems on profit and

L= Y.
Y
e |

non-profit organization and accountability on non-profit organization (waqf). The literature
review was organized into three main subsections: 1) Internal Controls Practice on Non-
profit organization, 2) The relationship between internal controls practice and performance
4 of Non-profit organization, and 3) The accountability on Non-profit organization (Wagqf).

Based on the positive results of the empirical studies the internal controls practices have
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become an area of research interests due to the influence of the internal financial controls on
the accounting system. Based on the literature review there is a lack of empirical studies on

the accountability practices on Waqgf organisations.
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