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 Although the Islamic finance is making continuous progress, yet the Islamic 
banks still face criticism from keen observers that they have adopted such 
techniques of financing which closely resemble interest-based finance. The 
difficulty with Islamic banks is that they feel hesitant to adopt profit-loss sharing in 
the contemporary environment. They are afraid that their clients may misreport or 
mismanage their funds leading to large-scale losses. Being trustees of public funds 
they think the risk in profit-loss sharing is very high. In this situation, development 
of appropriate accounting and auditing standards is the need of the day. 
Performance auditing, being a recent expansion in the scope of auditing holds a 
promise. The paper introduces the concept of performance auditing and shows how 
the Islamic banks can use it to their advantage. The paper also proposes a set of 
strategic measures for the Islamic banks to put performance auditing in practice. 
 

1. BACKGROUND 
 

There are over one hundred and fifty Islamic financial institutions, handling 
billions of dollars and employing thousands of persons and providing financial 
services to Muslims and non-Muslims all over the world. The pace of development 
of these institutions is commendable. These institutions are busy in innovating new 
methods of business and experimenting with shari’ah-supported financial 
instruments. Despite that, there is a valid criticism on their current approach of 
concentrating mainly on those modes of finance which bring them a relatively risk-
flee fixed return such as murabahah and ijara. The original thinking that Islamic 
banking should be based on the concept of profit-loss sharing or mudarabah has 
attracted a very small percentage of the business of the Islamic banks. The Islamic 
banks feel hesitant to adopt profit-loss sharing as it involves monitoring of the 
clients performance very closely which is both expensive and cumbersome. They 
feel that the present state of accounting, integrity and moral training of their clients 
leaves much to be desired. In these circumstances, they would be invoking a very 
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high risk. As a result, the Islamic banks have devoted most of their attention to 
those modes of finance, which bring them an assured return. Another criticism on 
Islamic banks is that they are very much like conventional banks so far as their role 
in the uplift of the society is concerned. The original rationale of the Islamic banks 
entailed a very active role for these institutions in promoting equitable distribution 
of wealth, industrialization, self-reliance and moral values in financial matters. But 
they have not paid much attention to these higher objectives. Instead they become 
indifferent to the end-use of funds, once they have provided the finance and remain 
concerned with their mark-up or return. This makes them very much similar to the 
conventional banks. The Islamic banks, in their turn contend that they do not have 
enough means to play the proposed higher role. In the absence of sufficient data 
and analytical tools they are forced to depend on the conventional methods of 
control and management. It is in this background that the present paper visualizes a 
positive and active role for performance auditing in promoting Islamic banking. 
Performance auditing, as we shall see subsequently operates in a broad framework. 
It covers, besides financial integrity such issues as achievement of physical targets, 
performance of the management in relation to social objectives, environmental 
protection and adherence to the shari’ah precepts in the business operations. The 
Islamic banks can adopt performance auditing in two areas: 

 
• They can review their own performance against a broader criteria 

which covers physical, financial, social and shari’ah considerations. 
This will help them improve their efficiency and effectiveness and 
make them more competitive in the international market. 

• They can use this technique to review the performance of their clients 
with relation to the planned outputs. The Islamic banks need not do 
this on their own. They can agree with their clients for arranging 
performance audits at the end of a fiscal period by practicing firms of 
auditors. Part of the cost of performance audits can also be borne by 
the investors. The report of auditors can focus on the fact that the 
client used the finances of the bank with due regard for economy, 
efficiency and effectiveness. Such an assurance from an independent 
auditor will be more satisfying to the savers whose funds the banks 
supplied to the entrepreneurs as well as to the banks themselves whose 
concern remains supreme about the proper utilization of funds. The 
investors who take funds on the basis of musharakah or mudarabah 
may be honest people. They may have maintained all books of account 
properly. But they may have been negligent in managing the 
businesses, leading to waste or resources or diminution of profits. 
Performance audit of such business concerns who take money on the 
basis of profit-loss sharing or mudarabah will disclose their 
diseconomies and inefficiencies. At this stage, it will be possible for 
the banks to identify cases where the negligence was willful. In such 
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cases, part of the losses can be transferred to such entrepreneurs. An 
arrangement of this sort will enable the Islamic banks to adopt 
musharakah and mudarabah on an increasing scale. This will also 
scale down criticism on the Islamic banks regarding the choice of the 
modes of financing. 

 
The main objective of the paper is to briefly discuss the salient features of 

performance auditing and to show how Islamic banks can make use of this 
innovative method of auditing. So far, the performance auditing has been applied in 
the public sector. But gradually the private sector is also realizing its need. There is 
growing demand from the private sector firms to practice performance auditing 
because of the rich dividends that it brings to the organizations. The scheme of the 
paper is as follows. 
 

Part two of the paper introduces the concept of performance auditing. Part three 
explains its application in the field of Islamic banking. Part four proposes certain 
strategic measures for Islamic banks and draws conclusions. 
 

2. PERFORMANCE AUDITING - AN 1NTRODUCTION 
 
2.1 Historical Development 
 

Performance auditing is a recent expansion in the scope of financial auditing. 
Traditionally, financial auditing has been concerned with financial control and 
accuracy of accounts. Usually a single auditor used to check the accounts. The 
scope of audit was also one hundred per cent checking. For centuries, it has been 
like that. With the advent of Industrial Revolution and Joint Stock Company, it 
became difficult for a single person to check hundred percent transactions. It led to 
at least two changes. First, the single-person auditing gave way to teams of 
auditors. Second, hundred per cent checking became impossible and the auditors 
adopted sample testing. Simultaneously, the auditors realized that it is not possible 
to certify accuracy of accounts without hundred per cent checking. Gradually the 
role of auditors came to be perceived as expression of opinion on the fairness and 
truth of accounts rather than on their accuracy. These developments were quite 
slow by themselves. But they were all the more slow in the government auditing. In 
government sector, the auditors had been concerned with regularity of expenditure 
and compliance to rules and regulations. They had also been reporting to the rulers 
about any leakage in revenue collection and any wastage of public funds. But this 
role remained in its rudimentary form for centuries. The government auditors did 
not react to the developments, which were taking place in the private sector 
accounting and auditing. There was a state of complacency. But then early 
seventies of this century noticed beginning of a period of turbulence and change in 
the role of government auditors. 
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It began from USA, Canada and some countries of Europe like Sweden and 

West Germany. The elected representatives of the people of these countries started 
demanding information on the efficacy and effectiveness of the public expenditure. 
They started expressing their dissatisfaction on the traditional role of audit, which 
focused merely on compliance to rules, and regularity of expenditure. They wanted 
to know the extent to which value for the money spent had been received. They 
expected a greater accountability of the public managers in the collection, respond 
to this challenge by expanding the scope of their work. They started developing 
performance auditing. The initial years were very difficult. The conceptual base 
was very thin. The auditing profession itself was not quite sure of its role. The 
auditees were skeptical of the ability of the auditors to undertake audit of their 
operations. The traditional auditing procedures did not help and new ones had not 
yet come up. There was no consensus on the scope, approach, criteria and reporting 
format of this new type of auditing. 
 

But the idea of performance auditing spread like a wild fire. The government 
auditors who had not innovated in their scope, approach and procedures of work 
for centuries found themselves wrestling with this gigantic challenge. They left the 
private sector auditors far behind in this field. There was a general awareness 
among the government auditors that they should come out of their cocoons and 
respond to the expectations of their people. The first such manifestation came in 
1977 when Ninth Congress of the International Organization of Supreme Audit 
Institutions (INTOSAI) - a UN-supported body in its Lima Declaration drew 
attention to performance auditing although only a few countries were involved in it 
by then. After that the Audit Acts of many developed countries were amended to 
expand the scope of audit to include value-for-money (VFM) examinations by the 
Supreme Audit Institutions (SAIs). Several developing countries also followed suit. 
Korea, Malaysia, the Philippines, Sri Lanka, to name a few, were among those few 
developing countries which amended their audit laws to incorporate VFM 
examinations. Several other countries, prominent among them India, Pakistan, and 
the United Kingdom started performance auditing without a formal change in their 
laws. The British law was subsequently amended in 1984. In brief, performance 
auditing caught the attention of the legislators and the auditors of governments 
almost everywhere within a short span of twenty years. During the last two 
decades, there had been hardly any international moot of the government auditors 
where performance auditing was not discussed. 
 

These two decades saw immense intellectual activity in the field of 
methodology development and research in the field of performance auditing. The 
initial years of uncertainty are over. Gradually, consensus is emerging in the areas 
of scope, approach, methodology, reporting format and the role of performance 
auditors. INTOSAI auditing standards and the auditing standards issued by several 
individual countries incorporate standards of work for the performance auditors. 
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The SAIs of a number of countries has undertaken research in the methodology of 
performance auditing. Although, the terrain of performance auditing is still rough, 
the difficulty of initial days when performance auditors would take a leap almost in 
the dark is over. 
 
2.2 The Terminology Jungle 
 

The expansion in the scope of government auditing though took place in a very 
short span of time, yet it manifested itself in a spurt of terms and expressions. A 
jungle of terms grew up. People started talking of performance auditing in different 
words. Some of the more common expressions were: 
 

• Performance auditing 
• Comprehensive auditing 
• Value-for-money auditing 
• Management auditing 
• Operations auditing 
• Efficiency auditing 
• Effectiveness auditing 
• Preventive auditing 
• System-oriented effectiveness auditing 
• Performance evaluation 
• Project auditing 
• Program auditing 
• Program evaluation 

 
No doubt, there are minor differences in the precise meaning, scope and 

methods of these concepts. But all these terms agree on at least two basic premises: 
 

First, public business should be conducted in a way that makes the 
best possible use of public funds. Public managers should ensure that 
their decisions are not only legal and ethical but also done with due 
regard for economy, efficiency and effectiveness. It means that the 
persons responsible for managing public resources should adopt 
generally accepted management practices. 

 
Second, the people who conduct public business should be 
accountable for prudent and effective management of resources 
entrusted to them. The legislatures confer responsibility upon public 
managers to perform certain activities. The public managers get legal 
authority to manage some resources for delivering the services and 
functions entrusted to them. In return, the legislatures expect the 
public managers to account for the use of the public resources and 
activities performed. Auditing is a super-imposed activity on this 
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relationship. Auditors provide assurance to the legislatures that the 
account rendered by the public managers is fair and tree. In the 
context of financial auditing this assurance is provided to the extent of 
financial accounts. But in the context of performance auditing this 
assurance also extends to operational reports rendered by the public 
managers. 

 
These principles help us to delineate the precise role of performance auditing. In 

developed countries, private sector corporations invite practicing auditors to 
undertake consultancy work in the field of VFM examination. Their objective is to 
get an independent assessment of their operations, systems and procedures to 
improve their organizational effectiveness. Such work though in the nature of 
performance auditing cannot be termed as "audit" since it does not serve any 
accountability relationship. 
 
2.3 Definition of Performance Auditing 
 

There is no universally accepted definition of performance auditing. A sample 
of definitions is as follows. These definitions use different terms for performance 
auditing. Let us ignore these terminological differences for a while. 
 

"A comprehensive audit is an examination that provides an 
objective and constructive assessment of the extent to which: 

 
• financial, human and physical resources are managed with due 

regard to economy, efficiency and effectiveness, and 
• accountability relationships are served. 

 
The comprehensive audit examines both financial and management 
controls, including information systems and reporting practices, 
and recommends improvements where appropriate."1 
 
"Performance audits include economy and efficiency and program 
audits. 

 
a) Economy and efficiency audits include determining: 

 
i) whether the entity is acquiring, protecting and using 

its resources (such as personnel, property, and space) 
economically and efficiently,  

                                                 
1 Comprehensive Auditing: Concepts, Components and Characteristics, Ottawa: Canadian 
Comprehensive Auditing Foundation, n.d. pp.8. 
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ii) the causes of inefficiencies or uneconomical practices, 
and 

iii) whether the entity has complied with laws and 
regulations concerning matters of economy and 
efficiency. 

 
b) Program audits include determining: 
 

i) the extent to which the desired results or benefits established by the 
legislature or other authorizing body are being achieved, 

ii) the effectiveness of organizations, programs, activities or functions, 
and 

iii) whether the entity has compiled with laws and regulations applicable 
to the program.”2 

"efficiency audits involve an evaluation of the effectiveness of the 
administrative actions and decisions taken by officials in achieving 
program objectives, within the policy guidelines and legislative 
framework provided by the Government and the Parliament.''3 
"Performance Audit: Audit embracing all management levels from the 
point of view of economy, efficiency and effectiveness at the planning, 
implementing and monitoring stages.''4 
"Performance auditing is an assessment of the activities of an 
organization to see if the resources are being managed with due regard for 
economy, efficiency and effectiveness and accountability requirements are 
being met reasonably."5 

 
It is obvious from the above definitions that the hard core of performance 

auditing is the framework of economy, efficiency and effectiveness. While a 
detailed discussion of these terms will wait till the next chapter a brief explanation 
is as follows: 
 

                                                 
2  Government Auditing Standards (1988), Washington D.C.: GAO, pp.2-3. 
3 Selected Addresses on Public Sector Auditing (Vol. II), (1986), Sydney: Australian 
Audit Office, pp.75. 
4 Everard, P. & D. Wolter (1989), Selection of Terms and Expressions used in the External 
Audit of the Public Sector, Vienna: INTOSAI Secretariat, (Working Paper distributed 
during XIIIth INCOSAI at Berlin). 
5 M. Akram, Khan (1989), Elements of Performance Auditing, Lahore: Department of the 
Auditor-General of Pakistan, pp.6. 
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Economy refers to acquisition of resources at the lowest cost keeping in view 
the objectives of the organization. It implies that the resources should be acquired 
at the right cost, at right time, at right place in right quantity and of right quality. 

Efficiency means optimum utilization of resources keeping in view the 
objectives of the organization. It implies maximizing output from given resources 
or minimizing input for given outputs. 
 

Effectiveness refers to the achievement of objectives. It involves assessment of 
outcomes of program s and projects, which are usually external to the organization. 
 
2.4 Objectives of Performance Auditing 
 

Twelfth Congress of the INTOSAI held at Sydney in April 1986 defined the 
objectives of performance auditing as follows: 
 

• Provision of a basis for the improvement of public sector management. 
• Improvement in the quality of information on the results of public sector 

management that is available to policy makers, legislators and the 
general community. 

• Encouragement of public sector management introduces process for 
reporting on performance. 

• Provision for more adequate accountability. 
 

The above statement clarifies that the performance auditing is a means for (1) 
improving management practices in the public sector and (2) sharpening the 
accountability process of public managers. 
 
2.5 Performance Audit Approach 
 
a) Reasonable manager: Performance auditing uses the concept 

of a reasonable manager. The performance auditors look at the 
operations of the auditee, as an ordinary good manager would do. 
The managers make everyday decisions in the light of imperfect 
information. They undertake risks in the hope of achieving positive 
results. The managers are also exposed to all sorts of pressures and 
compulsions both internal and external to the organization. They 
have to bear certain amounts of political constraints. The auditors 
appreciate the environments in which the managers operate. They 
ask the basic question: what would a reasonable manager do in the 
given circumstances? They do not try to take the benefit of hindsight 
wisdom. 
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b) External evidence: Performance auditors carry out their 
examination in the light of economy, efficiency and effectiveness. 
For this purpose their fieldwork is not restricted to the examination 
of documents. They go out in the field and see the operations for 
themselves. They interview the operational staff as well as top 
management. They reach out to the clients for ascertaining the 
quality of service being provided by the public agencies. Financial 
auditors seldom collect data from external sources except for 
verification of debtors and creditors balances and reconciliation with 
the banks. 

c) Normative: The performance auditors identify instances of 
waste, inefficiency and ineffective operations, systems and 
procedures. They try to analyze causes for these phenomena and 
make recommendations to improve the situation. Thus performance 
auditing has a nonnative approach. But the recommendations made 
by the performance auditors are not specific. For example, if they 
note that certain controls are missing they will point out the direction 
in which action is needed rather than specifically describing all the 
details of the control. Such an action is legitimately the prerogative 
of the management. 

d) Audit of Policies: Performance auditors do not directly 
comment on the suitability of the executive policies. However, they 
do point out if the results of certain policies lead to uneconomical or 
inefficient operations or if they defeat the very purpose for which the 
policy was made in the first instance. Thus the performance auditors 
comment on the implementation of the policies. But such a comment 
sometimes does call into question the policy itself. 

e) Balance: Performance auditing takes a balanced view of the 
auditee operations. It reports on the successes of the management 
with equal emphasis as it points out its failures. The traditional image 
of the auditor who is happy in pointing out mistakes and deficiencies 
undergoes a change in the performance audit framework. In fact, 
performance audit reports start with the achievements of the 
management rather than its failures. 

 
2.6 Performance Audit Criteria 
 

Performance audit criteria consist of the standards laid down by the auditee 
management itself. For example, the most common criteria are the planned outputs, 
planned costs per unit, planned number of clients to be served, planned hours to 
work, planned operational costs etc. The auditors start with the mandate and 
objectives of the organization, program or project and try to identify, in 
quantifiable terms as far as possible, the way management itself has translated 
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these objectives. For measuring efficiency, for example, they look for any 
measuring standards the management itself has laid down. But sometimes, the 
management has not done so. In such situations, the auditors refer to the generally 
accepted management practices in the particular area trader study. For this they also 
seek the help of specialists, technical experts and consultants. Once they are able to 
determine good management practice in the field of their examination they sit 
down with the management and discuss the criteria for measuring the performance. 
At that time the management has an opportunity to get the criteria modified, in case 
it is not realistic. 
 

3. APPLICATION OF PERFORMANCE AUDIT1NG  
TO ISLAMIC BANKS 

 
3.1 Need for Adjusting the Framework 
 
 The Islamic banks have two avowed objectives: eliminating interest from 
financial transactions and promoting values of an Islamic society. Of these the 
latter objectives requires that the contemporary concept of performance auditing be 
revised. We think that the Islamic banks should innovate the concept of 
performance auditing by adopting Islamic ethical values as an essential component 
of the concept of performance auditing. It means that the Islamic banks, while 
adopting performance auditing as a tool of analysis and evaluation should 
incorporate the Islamic economic values, besides economy, efficiency and 
effectiveness. It immediately raises the question: how do we operationalize the 
Islamic economic values to make them useful for performance auditing? Some of 
the suggestions are as follows: 
 
a) While providing finance to a client the Islamic banks should 

apply the Islamic value of promoting competition and discouraging 
monopolies. While auditing the performance of the client later, they 
can then see whether in fact they were successful in promoting 
competition and discouraging monopoly. 

b) The Islamic banks should examine the purpose of funding and 
see that they are not used for any objective prohibited by the 
shari'ah. 

c) The Islamic banks should see that the business, which they 
have financed, has been instrumental in promoting environmental 
protection. 

d) The Islamic banks can see that the organizations they have 
supported have, generally observed their commitments with the 
society in terms of promoting human resource development, 
fulfilling their commitments and contracts, honest advertising, 
maintaining quality standards, avoiding dealings in interest, treating 
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their employees fairly, promoting equitable distribution of wealth 
through proper pay scales and benevolence through charitable deeds. 

 
These are mere examples of the possible innovations, which the Islamic banks 

can adopt in adjusting the framework of performance auditing to their objectives. It 
does not mean that the Islamic banks can follow these innovations in one go or 
immediately. It is to indicate the direction to which they will have to move 
ultimately. 
 
3.2 Mechanism for Practicing Performance Auditing by Islamic Banks 
 

Basically, the Islamic banks can adopt performance auditing at two stages: 
 
a) At the time of examining a financing proposal, the banks can 

require, along with the feasibility study of the proposed investment, a 
performance audit report on the past operations of the clients. This 
will give the banks an idea about the track record of the client. In 
fact, some such information is submitted by the clients even now. 
But that information is usually relates to financial performance of the 
client. The performance auditing adds another dimension physical 
achievements. It can also give the bank an idea about the managerial 
ability of the client. 

b) Secondly, the Islamic banks can adopt performance auditing at 
the close of the fiscal period or at the time of settlement of accounts. 
The objective at this stage will be to measure the performance of 
their clients against the agreed criteria. 

 
At both the stages, banks need to discuss the purpose of performance auditing 

with their clients and negotiate with them the criteria for evaluating their 
performance. Since the concept of performance auditing is quite new, most of the 
clients will resist it and even show suspicions. They might think that this type of 
exercise would mean an undue encroachment in their management function. This 
will require extensive dialogue with the client. It may also mean educating them 
about the macro-economic and social benefits of performance auditing as well as 
the greater efficiency or effectiveness that it will bring to their own organization. 
 

Once the client organization is willing to accept performance auditing and 
agrees to its criteria, the Islamic banks can engage auditors for actual audits. The 
focus of these audits will be as follows: 
 
a) Have the clients used the resources in most economical 

manner? 
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b) Have the client carried out its operations in an efficient 
manner? 

c) To which extent the client organization has achieved its 
objectives? 

d) What has been the impact of the organization on the society? 
It will include broader issues as environment, equitable distribution 
of income and wealth, promotion of competition, sponsoring of 
charities, development of human resources, etc. 
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3.3 Applying Performance Auditing to Banks' Own Operations 
 

The Islamic banks adopt performance auditing to evaluate their own operations. 
The objective of such exercise will be as follows: 
 
a) They will try to derive the satisfaction that there had been no 

wastage and inefficiency in the day to day operations of the bank and 
that the operational management performed within the overall policy 
framework. 

b) They shall be able to satisfy the savers that their funds were 
put to the best use. In case the results of performance audit reveal 
any willful negligence on the part of the investors, the banks will be 
able to transfer some of the losses to them rather than to the savers. 
In is in this area that the Islamic banks will reap the reward for extra 
cost of performance auditing. 

c) The banks will be able to demonstrate to the shareholders as 
well as other stakeholders that the funds of the savers had been 
deployed within the broader framework of the shari’ah and that best 
management and ethical practices were adopted. 

d) The Islamic banks will be able to analyze their own 
performance in different modes of finance adopted by them. For 
example, the banks will be able to compare their return from 
mudarabah, ijara, ijara wa iktina, murabahah, or equity 
participation. 

 
3.4 Enabling Environments for Performance Auditing 
 

It implies that the scope of banks' performance audits will be much wider than 
the scope of not only financial audits but also the scope of prevalent performance 
auditing. But this is easy said than done. It will require at least the following: 
 
a) Pressure from the banks ' savers and investors to audit the 

performance of the banks' clients. 
b) Willingness of the clients to operate with the banks to provide 

information to the banks. 
c) Generation of suitable information by the clients to meet the 

information needs of the performance auditors. 
d) Development of methodology of performance auditing 

suitable to the needs of the Islamic banks. 
e) Development of audit criteria for different types of clients 

with provision for adjusting it according to the individual needs of 
each client. 
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f) Training of auditors in the methodology. 
g) An understanding that performance auditing is a learning 

process and is focused on improvement and not on finger pointing.  
h) A code of ethics for the auditors which gives satisfaction to 

the auditee about the quality of the auditors' work and their 
competence.  

i) A research and development institution which promotes 
excellence in performance auditing. 

 
3.5 Institutional Impediments to Performance Auditing 
 

It is also instructive to note the conditions, which make performance auditing a 
difficult exercise. Following conditions impede the implementation of performance 
audit: 
 

• An exclusive preoccupation with the financial control on the part 
of funding or implementing agency. 

• Undue focus on the legal fulfillment of a contract rather than the 
successful outcome of the project. 

• Absence of a clear, objective and agreed audit criteria. 
• Inadequate or non-comprehensive performance indicators. 
• A management preoccupied with the enforcement of regulations 

rather than optimization of the resource use. 
• Perception that performance auditing is an unnecessary nuisance 

or obstruction in the day to day operations. 
• Inadequate documentation in the auditee office. 

 
4. CONCLUDING REMARKS 

 
4.1 Benefits of Performance Auditing 
 

The above framework of performance auditing would involve significant costs. 
Will it be worthwhile to incur this cost and how can this be minimized? These are 
quite relevant questions. The cost of any activity can be judged to be excessive or 
otherwise in the light of the objectives we intend to achieve. The benefits of 
performance auditing for Islamic banks will be as follows: 
 
a) It will provide a mechanism to the banks to determine the tree 

profits or losses of the client organizations. 
b) It will help the banks determine whether the client 

organizations have used their funds prudently. 
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c) It will help in assessing the extent to which the client 
organizations moved towards creating an Islamic society. 

d) It will reinforce the accountability mechanism of management 
of large scale incorporated organization which obtain funds from the 
Islamic banks. 

e) It will provide an incentive to the business organizations to 
maintain accounting records, as well a lot of other information 
required for the measurement of their performance. 

f) It will provide an effective tool to banks for assessing the 
performance of their clients and thus rehabilitate their confidence in 
profit-sharing mechanism. 

g) The Islamic banks will be able to get an independent opinion 
on their own performance and identify ways and means to improve 
their effectiveness. In a highly competitive financial market, this 
could be a worthwhile objective for the Islamic banks. 

 
It is only if we take a global view of the benefits of performance auditing that it 

will be possible to justify. Pursuing performance auditing by a single Islamic bank 
may not be cost effective. Therefore, we need to explore the strategy to cut down 
its cost. 
 
4.2 Cutting Costs of Performance Auditing 
 

The costs of performance auditing can be reduced significantly if the Islamic 
banks join hands in the following areas: 
 
a) Development of methodology. 
b) Training of auditors. 
c) Promoting the concept of performance auditing among client 

organizations through seminars, conferences. 
d) Joint research and sharing of information on performance of 

different sectors of the economy. 
 

In the final analysis it will be pressure from the public that will persuade both 
the Islamic banks as well as their client organizations to adopt performance 
auditing. A wide spread application of performance auditing by Islamic banks will 
bring the goal of achieving true Islamic banking nearer. 

 


