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PERAKAUNAN DAN AKAUNTABILITI ORGANISASI ISLAM: KAJIAN
KES  PESANTREN DI WILAYAH NANGGROE ACEH DARUSSALAM, 

INDONESIA

ABSTRAK

Kajian ini meneliti persepsi Sarjana Muslim mengenai bagaimana 

sesebuah organisasi Islam mendemonstrasikan akauntabiliti kewangan mereka dan 

peranan laporan kewangan dalam meningkatkan akauntabiliti, serta praktis 

perakaunan dan akauntabiliti di sebuah pesantren yang terpilih di daerah Nanggroe 

Aceh Darussalam (NAD), Indonesia. Kajian ini menggunakan kaedah kualitatif  di

mana data secara umumnya diperolehi  daripada  temu bual  berbentuk separa-

struktur, semakan dokumentasi yang berkaitan dan juga pemerhatian aktiviti seharian 

di pesantren.

Hasil daripada temubual  bersama para sarjana Muslim mendapati bahawa,

terdapat kerisauan dalam praktis perakaunan dan akauntabiliti di organisasi-

organisasi Islam. Majoriti sarjana Islam yang ditemubual menyatakan bahawa 

organisasi-organisasi Islam mempunyai kewajipan untuk bertanggungjawab kepada 

masyarakat, seperti pemberi sedekah, penerima dan juga kepada Tuhan. Mereka 

menekankan bahawa akauntabiliti di dalam Islam difahami dalam konteks yang lebih 

luas daripada apa yang difahami secara konvensional, di mana ia tidak 

mengambilkira hubungan luar daripada masyarakat. Ini dengan secara jelas 

dinyatakan bahawa aktiviti perakaunan dan akauntabiliti memainkan peranan yang 

penting semasa sejarah Islam dan aktiviti-aktiviti tersebut adalah sebahagian 

daripada aktiviti keagamaan kerana Islam tidak membezakan di antara aktiviti 

keagamaan dan aktiviti keduniaan.    
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Dalam konteks kes organisasi kajian, pengurusan Pasantren “Peace”

melihat laporan kewangan sebagai satu instrumen yang mempunyai peranan yang 

sangat penting dalam meningkatkan akauntabiliti, dan aktiviti perakaunan dilihat 

sebagai aktiviti yang tidak bertentangan dengan misi pesantren. Walau 

bagaimanapun, tanggapan umum mengenai aktiviti perakaunan di kes organisasi ini

kurang dibangunkan dan hanya memfokuskan kepada pengawalan penerimaan dan 

pengeluaran dana yang hanya dilaporkan melalui penyediaan laporan-laporan 

bulanan dan tahunan pengeluaran dan penerimaan, dimana, kebanyakan hanya 

digunakan untuk tujuan akauntabiliti sahaja. Tiada laporan kewangan gabungan yang 

dihasilkan yang menggambarkan keadaan kewangan organisasi secara keseluruhan. 

Pengurusan dan kakitangan organisasi tersebut melihat bahawa mereka 

bertanggungjawab terhadap tiga tahap “stakeholder”, dimana secara asasnya terdiri 

daripada menaik, mendatar dan menurun. Tambahan pula, kes organisasi ini juga 

mengakui Tuhan dalam hubungan akauntabiliti. Walaupun demikian, kesanggupan 

kes organisasi ini dalam menerapkan akauntabiliti kepada “stakeholder” tidak 

terlepas daripada penguatkuasaan pihak-pihak lain.          
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ACCOUNTING AND ACCOUNTABILITY   IN ISLAMIC RELIGIOUS 
ORGANIZATIONS: A CASE STUDY OF PESANTREN IN THE PROVINCE 

OF NANGGROE ACEH DARUSSALAM - INDONESIA

ABSTRACT

This study concerns the perceptions of Muslim scholars regarding

how the Islamic religious organizations demonstrate their financial 

accountability and the role of financial reporting in enhancing such 

accountability, as well as the practice of accounting and accountability in a selected 

pesantren in the Nanggroe Aceh Darussalam (NAD) province, Indonesia. The study 

takes a qualitative approach in which the data is mainly derived from semi-structured 

interviews and relevant documentary materials as well as observation of the 

pesantren daily life.

The findings suggest that the “Muslim scholars” interviewed have 

concerns regarding accounting and accountability practices in Islamic religious 

organizations. The majority of Muslim scholars interviewed pointed out that Islamic 

religious organizations have an obligation to be accountable to society, such as to the 

donors and their beneficiaries and to God as well. They emphasize that 

accountability in Islam is understood as being broader than what is generally 

understood in conventional accountability, which is not deemed to extend beyond 

human society. It is clearly stated that accounting and accountability activities play a 

very significant role in Islamic history and that they are part of the sacred activities,

as the division between religious and secular is unknown in Islam. 

In the context of case organization, the management of Pesantren Peace 

views the financial report as an instrument that plays a very significant role in 

enhancing accountability, and that accounting activities are viewed as activities that 
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have no contradiction with the pesantren mission. However, accounting practices in

the case organization are less developed and only focuses on the control of receipts 

and the disbursement of funds through providing monthly and annual cash receipts

and cash disbursement reports, which are mainly used for accountability purposes. 

There is no consolidated financial report provided to picture the organization’s

overall financial condition. The management and their staff see themselves as 

accountable to three levels of stakeholders, which are typically upward, lateral, and 

downward. In addition, this case organization also recognizes God in the 

accountability relationship. However, the willingness of this case organization to 

demonstrate its accountability to its stakeholders is not free from the enforcement of 

other parties.
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CHAPTER 1

INTRODUCTION

This chapter describes the background and objectives of the study. It begins with a 

brief discussion of the role of accounting and accountability practices in non-profit 

organizations, particularly, religious organizations and how they lead to the current 

study.  Then, the problem statement is presented followed by the objectives of the 

study, a brief explanation of the research questions and contributions of the research 

to theory and practice. Finally, this chapter provides an outline of the contents of the 

remainder of the thesis. 

1.1    Background of the Study

Over the last 20 years, non-profit organizations (NPOs)1 have become 

important providers of social services in many countries. Of the several million 

NPOs in existence, an increasing number of organizations define themselves as 

religious, spiritual, or faith-based NPOs (see Berger, 2003). The scope, scale and 

range of non-profit organizations activities focus not only on the traditional domain 

of charity but include other services such as job training, community and economic 

development, housing, substance abuse programmes, refugee placement, and others. 

Examples of such organizations are the Salvation Army, World Vision, and Catholic 

Relief Services, which, together, enjoyed a combined annual revenue of over US$1.6 

billion and claimed an outreach of nearly 150 million in 2001 (Berger, 2003).  Major 

sources of these non-profit organizations’ funding come from membership dues, 

                                                
1 There are many terms used to describe non-profit organizations (NPOs) such as independent, third 
sector, voluntary, charitable, philanthropic, social, public benefit, faith-based, tax exempt, non 
governmental organization or civil society organization (Cameron, 2004). The term used in this thesis 
is non-profit organization.
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grants from government and private donations. Some NPOs depend heavily on 

governments for their funding. Such dependence on government funding has 

increased over the years (Hall, 2002).

Similarly, Islamic-based religious organizations play an important role in 

society, especially, in the Muslim world. In Muslim society, the total amount of 

philanthropic giving is estimated to range between $250 million to $1 trillion 

annually (see Alterman, Hunter, and Philips, 2005). Clearly, Islamic and other types 

of religious organizations make up a significant proportion of organizational 

activities in many countries, and tend to control a sizeable proportion of human, 

financial and other resources of that society. 

In Indonesia, the country with the largest Muslim population, Islamic 

religious organizations have provided services for society. One of the most important 

institutions is the pesantren, an Islamic boarding school that provides education 

services at minimal cost to students. Poor Indonesian families who cannot send their 

children to public schools rely on religious schools or pesantren, to provide at least 

some form of education (Bremer, 2004). Currently, there are 14,656 pesantrens

(Islamic Boarding Schools) operating in the country (see Directorate of Religious 

Education and Pesantren, 2005, p. 18).

However, accounting and accountability practices in the religious   

organizations are not developed and lack proper financial control (Siino, 2004). As 

such, there has been a call for good accounting and accountability practices in these 

organizations. Since they are viewed as a public trust, existing for the benefit of 

society, they are accountable to society for the resources received.   The management 

of religious organizations are argued to be agents of the public whose duties include

ensuring the proper functioning of the organization. Furthermore, accountability is 
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regarded as more important in these organizations because of the various financial 

scandals and lawsuits involving them. Some examples of fraudulent practices in this 

type of organization are the theft by leaders of the Episcopal and Baptist churches 

and improper use of funds by the head of the National Association for the 

Advancement of Colored People (see Keating and Frumkin, 2001; Hamilton, 2006). 

Even though religious organizations make up a significant proportion of 

organizational activity in many countries and tend to control a sizeable proportion of 

human, financial and other resources of society, there is still a lack of knowledge 

about accountability practices. There has been growth in research concerning

religious organizations as noted by many researchers (see Laughlin, 1988, 1990; 

Walker, 2002; Booth, 1993; Rahim and Goddard, 1998; Lewis, 2001, 2006), but 

there are only a few researches that have directly examined the issues of accounting 

in religious organizations (Booth, 1993). Most researches in this area have focused 

on economic and political factors. Only recently, have researchers begun to look at 

some of the broader, managerial issues of non-profit organizations. Consequently, 

there is a growing amount of literature on non-profit organizations that attempts to 

understand accounting and accountability as an organizationally situated practice.  

However, only a limited number of researchers have examined Islamic religious 

organizations, especially those that provide education. These types of organization 

play an important role in society, especially in Indonesia.

In the province of Nanggroe Aceh Darussalam, the only part of Indonesia 

that has the legal right to apply Islamic law (shari’ah), there are 852 Dayah (they are 

typically called pesantren elsewhere in Indonesia) in 2007.2  These pesantrens are 

mainly owned by foundations and private owners. As such, their operations mainly 

                                                
2 Sources: The Department of Religious Affairs, Banda Aceh-Indonesia.
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depend on public trust. Due to the lack of information regarding financial 

accountability in these organizations, there seems to be a perception that the majority 

of pesantrens lack transparency and have no accountability to the public, especially 

their donors. 

Thus, the issues regarding research on accounting and accountability in 

Islamic religious organizations have been generally unexplored in accounting 

academic literature (see Carmona and Ezzamel 2006). Hence, a study is needed to 

examine accounting and accountability practices in Islamic religious organizations. 

1.2 Statement of the Problem

Literature on accounting and accountability practices in non-profit 

organizations   indicates that accounting and accountability in religious organizations 

are less developed and that there is a lack of financial control. This is evidenced by a 

number of examples in which the mechanism of religious non-profit organizations –

the collection of resources from donors and its redistribution for charitable purposes

– has been misused or misappropriated (see for example, Siino, 2004; Keating and 

Frumkin, 2001; Hamilton, 2006). However, the abuse of this financial control often 

occurred without the knowledge of the donor or even of members of the management 

and staff of the organization itself.  

1.3    The Objectives of the Study

The objective of this study is to discuss the views and opinions of Muslim 

scholars about organizational accountability in Islam and to empirically investigate 

the phenomenon of the practices of accounting and accountability in one of Islamic 

religious organizations “pesantren” as well as to understand how these practices 
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relate to the belief systems held by the pesantren and organizational aspects of 

pesantren

1.4   Research Questions

This research will seek to answer the following research questions:

1. What are the conventional views of accountability?

2. What are the Muslim scholars’ views of accountability and the role of 

financial reporting in enhancing accountability of Islamic religious 

organizations?

3. Do pesantrens show accountability to their stakeholders?

      (i)   If yes, how and in what way do they show their accountability?

(ii)  If no, why not?

4.    What are the control systems and mechanisms practiced by pesantren?

(i) How are the funds received from various sources administered?

(ii) How are the funds of the organization being spent?

1.5    Contribution of the Study to Theory and Practices

This study will provide an understanding and explanation of the practices 

of accounting and accountability in pesantrens. As such, this study makes a 

contribution to accounting and accountability research in religious organizations. 

Since this study is undertaken on pesantren, it contributes to much needed literature 

concerning accounting and accountability research in such organizations. 

Furthermore, this study contributes to the theory and practice of management 

accounting in the religious based organizations, especially in Islamic organizations.  
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As a qualitative research, this study aims to generate or develop theory. 

Therefore, additional theoretical insights concerning the issues of accounting and 

accountability in Islamic religious organizations will be obtained. In addition, a 

better understanding of accounting and accountability practices in religious 

organizations will be beneficial to practitioners as guidance for implementing good 

accounting and accountability practices in Islamic religious organizations. Moreover, 

the result of this study is also expected to contribute to better management and 

monitoring of pesantren by both government and non-profit umbrella organizations

through the development of regulations to promote better accounting and 

accountability practices within Islamic religious organizations. 

1.6    The Outline of the Thesis

This thesis is organized into 9 chapters, Chapter One is the introduction. 

This chapter explains the background of the study and demonstrates the reasons that 

influence the choice of this topic of study, statement of the problem, the objective of 

the study, research questions, and contributions of the study as well as the outline of 

the thesis.  

Chapter Two provides a literature review on accounting and accountability 

in non-profit organizations. It starts with a brief explanation of the nature of non-

profit organizations and the increasing demand for accountability in non-profit

organizations. It is followed by discussions of the meaning and conventional concept 

of accountability and the explanations of the principles of accountability in non-

profit organizations. This chapter also describes trust and accountability in non-profit

organizations as well as competition in the non-profit organization sector. It then 

proceeds to discuss the government regulations for non-profit organizations in 
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Indonesia and the role of financial reporting in non-profit organizations 

accountability. Lastly, this chapter discusses measuring performance of non-profit

organizations. 

Chapter Three reviews a number of studies of religious organizations. It 

begins with the nature of religious based organizations. This is followed by a review

of the literature concerning the practices of philanthropic institutions within an 

Islamic context and accounting and accountability in Islam. It then proceeds to 

discuss previous researches on the accounting and accountability aspect of religious 

organizations, followed by a discussion of the role of religious organizations in 

Indonesia. Finally, the chapter provides explanations concerning the brief of 

pesantrens. 

Chapter Four discusses the theoretical approaches which are commonly

used in corporate governance and accountability researches. It begins with a

discussion of the agency theory. This is followed by the stakeholder theory and 

stewardship theory. 

Chapter Five explains the research methodology that was employed for 

this study. It starts with a discussion of the qualitative approach and the justifications 

for using interpretive case study research. Subsequently, the research design, 

techniques for data collection and data analysis within qualitative research are 

explained. The chapter ends with the justifications for using grounded theory of this 

research.

Chapter Six presents the data findings that focus on Muslim scholars’

views of accountability and the role of financial reporting in enhancing 

accountability in Islamic religious organizations as well as their related issues. The 

chapter starts with a discussion concerning good governance and Islam. It then 
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proceeds to discuss the importance of accountability in religious Islamic 

organizations. This is followed by a discussion of the role of accounting and 

financial reporting in enhancing accountability and to whom that the Islamic 

religious organizations should be accountable. The chapter also examines how 

accountability should be shown in Islam and the issues pertaining to accountability in 

the relationship between trust (amanah) and accountability as well as descriptions of 

sacred and secular activities. Finally, concerns regarding the accounting and the 

accountability practices in pesantrens and factors contributing to the unsatisfactory 

practices of accounting and accountability of pesantrens are also discussed in this 

chapter.

In Chapter Seven, the findings from the case organization are presented. 

First, a detailed overview of the case organization is provided. This is followed by a 

description of the management of the case organization. It then proceeds to explain 

the financial transparency of case organization and its accountability relationship.

This chapter also describes the role of accounting in case organization as well as the 

arrangement of fund received and spent by the organization. The chapter ends with a 

section explaining the role of the board (foundation committee) in relation to 

enhancing the accountability of the case organization.

Chapter Eight presents the emergent theoretical insights of the research 

findings. The chapter begins with a discussion of the core or central phenomenon 

generated by the study. It then proceeds to discuss the conditioning context, which 

consists of religious and secular divide, accountability mechanism: to whom and how

accountability should be demonstrated, and the implementation of accounting and 

accountability in Islamic religious organizations.
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Chapter Nine offers some conclusions, starting with a recapitulation of the 

study. The chapter is then continued by presenting the theoretical contributions and 

practical contributions of the study. The chapter ends with the explanation of

limitations of the study and brief suggestions for future researches.
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CHAPTER 2

ACCOUNTING AND ACCOUNTABILITY IN NON-PROFIT 

ORGANIZATIONS

2.0   Introduction

This chapter provides a review of the literature on the topic of accounting 

and accountability in non-profit organizations. The purpose of this chapter is to gain 

an understanding of the accounting and accountability concept of non-profit

organizations. Various aspects of the concept of accountability and its related topics 

will be discussed in this chapter. A search of the pertinent literature reveals that 

several studies have been undertaken to examine accounting and accountability 

practices in non-profit organizations. It starts with a brief explanation of the nature of 

non-profit organizations and the increasing demand for accountability in non-profit

organizations. This is followed by a discussion of the meanings and conventional 

concepts of accountability and an explanation of the principles of accountability in 

non-profit organizations. This chapter also discusses the issues of trust and 

accountability as well as competition in non-profit organizations. It then proceeds to 

discuss the government regulations for non-profit organizations in Indonesia and the 

role of financial reporting in non-profit organizations. Lastly, this chapter discusses 

measuring the performance of non-profit organizations. 

2.1   The Nature of Non-profit Organizations

Non-profit organizations differ from profit organizations in a number of 

ways.  Some of the non-profit organizations carry out activities for the benefit of 

their members, while others carry out activities for the public benefit. Traditionally, 
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there are two types of non-profit organizations recognized by civil law; an 

organization of persons (individuals), typically called an “association” and 

organizations involving the dedication of material resources, typically called a 

“foundation” (Simon, 2005, p.12).

A study on global civil society as quoted by Asia Pacific Philanthropy 

Consortium (2006, p.1) provides the following four structural-operational features 

that define an organization within the non-profit organizations sector. The features 

are:

 Organized, i.e., they have some structure and regularity to their 
operations, whether or not they are formally constituted or legally 
registered. More than legal or formal recognition, this qualification 
stresses organizational permanence and regularity, reflected in regular 
meetings, a membership, and legitimate decision-making structures 
and procedures.

 Private, i.e., they are not primarily commercial in purpose and do not 
distribute profits to a set of directors, stockholders, or managers. 
While NPOs may generate a surplus from time to time, they must 
reinvest these resources back into the objectives of their respective 
organizations.

 Self-governing, i.e., they have their own mechanisms for internal 
governance, they are able to cease operation on their own authority, 
and are fundamentally in control of their own affairs.

 Voluntary, i.e., membership or participation in them is not legally 
required or otherwise compulsory.

It is argued that these four characteristics encompass both formal and 

informal, religious and secular, those with paid staff and those staffed entirely by 

volunteers and organizations performing expressive functions (i.e., advocacy, 

cultural expression, community organizing, environmental protection, human rights, 

religion, representation of interests, and political expression) as well as those 

performing service functions (i.e., provision of health, education and welfare 

services) (Asia Pacific Philanthropy Consortium, 2006). 
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Clearly, non-profit organizations exist for the benefit of the community 

and not for that of the management or their owners. This kind of organization is 

prohibited from distributing income to a set of directors, managers, individuals or 

any private shareholders. This is due to the absence of ownership of non-profit

organizations themselves. Both management and the board of the organizations are 

expected to operate as agents in the public’s interest in ensuring the proper 

functioning of the organizations.  

2.2    Increasing Demand for Accountability in Non-profit Organizations

The current environment is making increased accountability a fact of life 

for profit and non-profit organizations alike. The public want to be assured that their

investment in both types of organization is being properly managed. This can be seen 

as a response to the growing number of lawsuits against those organizations resulting 

from bribery or misuse of resources.

Every non-profit organization operates in society on the basis of public 

trust to provide some social services. Therefore, it is accountable to society for the 

resources received from the society.  Without doubt, donors are more discerning than 

ever before. They want to know “where the $$ go!” (Campbell, 1998, p.40). Donors

today are looking at the relative value of work for each non-profit organization they 

are thinking about supporting. They are looking critically at the accomplishments of 

the organizations, and some donors are even scrutinizing accounting documents to 

determine just how effective and efficient these organizations really are (see, 

Campbell, 1988; Ensman, 1996). 

According to Herman and Renz (1998, p.4) “non-profit organizations 

(NPOs) are increasingly being required to become more accountable for 
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demonstrating that they are making a difference and delivering results”. This means 

there is the perception that most non-profit organizations have not shown their 

accountability to their stakeholders. Seen from this point of view, the stakeholders 

have put more emphasis on people or organizations being accountable and for the 

accountability process to be made more transparent. 

The demand for accountability in non-profit organizations has come from 

the government, third party actors and the media (Lee, 2004). It is agued that with 

more state funds being disbursed to non-profit organizations, governments will 

definitely demand higher levels of accountability.  Third party actors, such as 

corruption watchdogs, have also played a significant role in the emergence and 

emphasis of accountability by non-profit organizations. In addition, the media has 

reported quite widely on the matters of accountability in non-profit organizations

(see Eisenberg, 2005).

The increased demand for accountability of non-profit organizations has 

come from various stakeholders with sometimes different demands to be satisfied 

(Mark and Brown, 2001).  Donors demand that the non-profit organizations be 

accountable for the integrity, efficiency, and impact of programmes that they have 

funded. Beneficiaries press non-profit organizations to live up to their rhetoric about 

fostering locally-determined development rather than imposing their own priorities. 

The internal staff expects non-profit organizations to live up to the high purposes that 

drew their commitment to the enterprise. Partners who non-profit organizations have 

recruited in their efforts to achieve their goals (such as other non-profit

organizations, government agencies, businesses) expect the non-profit organizations 

to live up to promises they made in forging their partnerships. Even those who are 

the targets of non-profit organizations demand a kind of accountability from them. 
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They want to know to whom the non-profit organizations are accountable and for 

whom the non-profit organizations speak so that they can gauge the force and 

legitimacy of the claims that these organizations are making against them (Mark and 

Brown, 2001). 

Thus, non-profit organizations have various stakeholders to whom they 

might owe the accountability. The problems of accountability usually arise because 

the claims of the various stakeholders are sometimes not necessarily coherently 

aligned with one another. Consequently, the leaders of the non-profit organizations 

have to make choices to embrace or resist particular stakeholders and this can have a 

profound impact on their missions. This, of course, creates difficulty for non-profit 

organizations since resisting demands for accountability from specific stakeholders 

can weaken their support.  Financiers may withdraw support to non-profit

organizations that are seen as unwilling to be accountable for the efficient use of 

resources.  Committed staff can stop working hard if the non-profit organization fails 

to embody the values and missions that brought them to the organization (Mark and 

Brown, 2001). 

2.3    Meaning and Conventional Concept of Accountability

The concept of accountability has attracted considerable research interest 

in various academic disciplines. Accountability has been used to describe the 

responsibility of those who manage or control resources to others (Coy and Pratt, 

1998). The concept, in general, shows a relationship between two parties in which 

one party, whether it is an individual, group, company, government, or organization, 

is directly or indirectly accountable to another party for something, such as an action, 

process, output, or outcome (Kearns, 1994; Walker, 2002). However, the precise 
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meaning and implications of this concept are still vague. There are various 

conceptualizations of accountability, from a literal view that is mainly concerned

with reporting activity, to encompassing activities in providing explanation or 

justification of actions. The concept has sometimes been related to the presence of a 

contractual relationship between two parties for particular actions. Gray et al., 1987,

as quoted by Laughlin (1990, p.96) say that “accountability only occurs when 

contracts are in existence between principal and agent”.  This means that 

accountability occurs if contracts exist between the one who holds to account and the 

one who accounts.   

Paul (1991) as noted by Kearns (1994, p.186) says that accountability is 

“holding individuals and organizations responsible for performance measured as 

objectively as possible”. This definition means an individual or organization being 

answerable to a higher authority for action taken and for handling resources they 

received.

A broader definition of accountability is given by Romzek and Dubnick 

(1987) as quoted by Kearns (1994, p. 187) “accountability involves the means by 

which public agencies and their workers manage the diverse expectations generated 

within and outside the organization”. This definition contains elements not found in 

other previous definitions. It introduces an element of strategy wherein management 

attempt to forecast diverse expectations and position their agency for proactive as 

well as reactive response. The managers’ role is transformed from a passive one into 

one of active participation in framing and articulating the standards by which they 

are judged.
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These two definitions show that there are many important accountability 

relationships within an organization. In this matter, Laughlin (1990, p.95) illustrates 

diagrammatically the accountability relationship in Figure 2. 1:

Source: Laughlin (1990, p.95)
Figure 2. 1:  Accountability Relationship: A Summarised Picture of Theoretical 
Insight

This figure shows the relationship involving the giving and demanding that 

relates to some transference of resources or responsibilities from a principal to an 

agent with some expectations surrounding the transfer. The expectations are often 

complex and are either unwritten and implicit or written and explicit. Therefore, 

Laughlin (1990) divides this accountability relationship into contractual and 

communal labels. Contractual refers to a more formal context resulting in a written 

form of recording and defining expectation through a process that involves entering 

into a legally binding agreement over standards of performance by laying them down 

in writing and in specific enforceable terms. Whereas, communal accountability 

encompasses the less formal context and is less structured, expressing stakeholders’

Context and underlying structure of accountability relationships
(e.g. contractual/communal, bond/link of accountability;

Signification, legitimation, domination)

Demands for information on
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Supply of information on actions, 
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performance/programme/policy,

ex post/ex ante

Principal Agent
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needs through consultation and seeking their involvement in the decision-making 

process (see Laughlin, 1990; Demirag et al., 2004).

However, Roberts and Scapens (1985) view accountability as a moral 

order that involves a system of reciprocal rights and obligation. This means that the 

parties are bound up not only in narrow, calculable ways, but broader than what is 

generally understood and must serve the moral or spiritual goals of the organization. 

Seen from this point of view, those in charge of economic resources must give 

account of their stewardship. Stewardship refers to “a person who manages another’s 

or financial affairs; one who administers anything as an agent of another or others” 

(IASB, 2005, p. 2). This stewardship function has been a regular feature of organized 

human activities from the earliest time. Stewardship and accountability are regarded 

by some as similar and interchangeable (Lewis, 2006). 

2.4    The Principles of Accountability in Non-profit Organizations

The principles of accountability of non-profit organizations are not much 

different from other organizations. Since accountability is about a relationship that

involves the giving and demanding of reasons for conduct in which some individuals, 

or organizations have certain rights to make demands over the conduct of another as 

well as seek reasons for the actions taken. 

However, there are certain issues pertaining to accountability in non-profit

organizations that have received little attention in the accounting literature.

According to Gray and Bebbington (2006), those matters relate to issues of size and 

formality. They argue that regardless of the size of the organization, accountability 

will naturally occur through some combination of personal contact and the visibility 

of activities undertaken by the non-profit organization. (If one can, for example, drop 
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in to a non-profit organization and ask it about its activities then a formal specific 

account is not required). They further argue that the formal form of accountability 

could be burdensome on many non-profit organizations, especially the small ones.

Another issue pertaining to non-profit organizations is that there are many 

stakeholders who do not need formal accountability or who believe that the 

accountability owed to them is discharged in another manner.   Rowl (1972), as 

quoted by Gray and Bebbington (2006, p. 335), notes that “all relationships involve 

degrees of closeness it is only in the absence of this closeness that a formal 

accountability is required”. Non-profit organizations, particularly, grass roots non-

profit organizations are the extreme essence of closeness. Much like familial, 

friendship, neighbourly, and other relationships within civil society, their very 

essence is one of complex, close interaction. In short, as a general rule, the greater 

the closeness, the less the need for formal systems.

In addition, it is suggested that the relationship between the organization 

and the stakeholders, especially their financiers, is not a purely economic one as

generating profit is not the objective. It is a more complex relationship and reflects 

more complex attitudes and interaction between the organization and its various 

stakeholders. Often the accountability relationship in non-profit organizations may 

not be, nor need to be, as formal as that between profit oriented institutions and their 

shareholders. Matters such as trust, social contracts, mutuality and conscience all 

enter into the accountability relationship of non-profit organizations.

To conclude, the principles of accountability in non-profit organizations 

can be discharged in many ways, trust sometimes plays a very significant role in this 

matter. The information can be obtained through an existing channel, mediated either 

by a close approach or through formal systems of accountability.
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2.5     Trust and Accountability in Non-profit Organizations

As Philanthropic institutions, non-profit organizations especially, strongly 

depend on the public’s trust since their major sources of funding come from public 

donations. The word trust is used to show the attitude of agents towards other agents

and it also describes behaviour (Sosis, 2005). Therefore, to trust is to act on the 

attitude of confidence about another person or group’s reliability. 

Trust is an important element of charitable giving and is part of all 

accountability relationships. The significance of trust in an accountability 

relationship is the fact that the agent may react spontaneously according to the 

principal’s interest rather than responding to contractual obligation and incentive. A 

lack of trust results in reluctance to take risks in areas like saving and investment 

(Bekkers, 2003; Seal and Vincent, 1997).  

In non-profit religious organizations trust plays an essential role as the 

resources have to be maintained on the basis of trust rather than the exchange of

something tangible such as a goods or services in return. “Muslims are trustees 

(stewards) for God; Man therefore aggresses to assume this great responsibility in a 

covenant with God” (Rahim and Goddard, 2003, p.2). Another reason in this 

accountability relationship is that trust can become a key aspect to create a positive 

attitude between the agent and the principal.

It is argued that the utilization of a monitoring mechanism undertaken 

through formal accounting systems could destroy trust (Seal and Vincent, 1997, 

p.407). They also recognize the existence of low and high levels of trust in 

organizations. Seen from a control systems point of view, when low levels of trust 

exist, it will lead to the need for contractual forms of account. Hence, the expectation 

of the principal can be expressed in more specific terms.  Whereas, when the level of 



20

trust is high, “there is no need for contract…the introduction of formal mechanisms 

such as contracts may displace human linkages and therefore breakdown trust” (Seal 

and Vincent, 1997, p. 407). 

From an accountability point of view, it is likely that the presence of high 

trust will lead to the use of a communal form of accountability. Nevertheless, it is 

argued that efficient contracting cannot come about other than in an environment of 

trust. Therefore, the real task is to determine the empirical circumstance under which 

formal accounting and contracting processes are compatible with the development of 

trust and compel the philanthropic organizations to follow a set of a best practices 

and ethical behaviours to build accountability, transparency and trust (Seal and 

Vincent, 1997).  This is vital; because access to available financial information can 

help the organizations maintain a good level of accountability and inform the donors 

about how their donations are used in carrying out their activities. Without access to 

financial information, as a product of a formal accounting, donors will not be able to 

make optimal decisions. Accordingly, accounting and formal accountability has 

become a key component of long-term trust in any relationship.

2.6   Competition in the Non-profit Organization Sector

With over a million non-profit organizations in existence today, there is

competition among these organizations for financial resources.  People may argue 

that there is not a market place in the non-profit world due to the absence of a profit 

motive. However, Leonard (2004, p. 2) says that “wherever goods or services are 

exchanged, there is a market place in operation”. Those who are involved in an 

exchange make transactions based on some level of knowledge about the benefits of 

participating in the “trade”. The greater the knowledge each participant in a 
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transaction has regarding the potential benefit or making an exchange, the more 

likely “a trade” will take place.   Despite the absence of profit motivation in non-

profit organizations, there remains an exchange of donor money for the satisfaction 

of knowing that those in need have been blessed. With this donation comes a 

stewardship responsibility of the management of non-profit organizations to both the 

giver and receiver to see that it has been administered appropriately. Donors will not 

donate if they believe that their donation will be wasted or misappropriated.

Naturally, donors will ask the non-profit organizations to provide 

information that enables them to gain assurance that their giving was administered 

wisely.  Leonard (2004, p.2) says that “the market place transaction for non-profits is 

simply the exchange of money for knowledge that the donation will likely achieve its 

desired goal of helping those in need”. He argues that failure to satisfy the need of 

the donors can weaken their support. Donors may withdraw support to non-profit

organizations that are seen as unwilling to be accountable for the use of resources. 

Consequently, it can have a profound impact on a non-profit organization’s mission 

and operation. 

For commercial organizations, customers who buy their products and 

services confer both legitimacy and financial support. According to Mark and 

Brown, (2001, p. 11) “the customer’s decision to spend money on the organization’s 

products and services simultaneously provide a revenue stream that allow 

organization to remain in operation (support), and provide evidence that the 

organization is producing something that individuals value (a kind of legitimacy)”. In 

contrast, the issues of legitimacy and support are more complex for non-profit

organizations.  To a certain degree, support in the non-profit organization means the 

same thing that it does in the profit sector, namely, a flow of money and material 
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resources that allows the organization to stay in operation. However, only a small 

portion of a non-profit organization’s support comes from sales to paying customers. 

Instead, financial resources of non-profit organizations come from financial 

contributors – individuals, foundations or governments – who are willing to pay for 

delivering services to beneficiaries who cannot pay for the services themselves 

(Mark and Brown, 2001). 

Clearly, with today’s information about non-profit organizations more 

readily available, especially through the Internet, donors are able to choose who they 

fund more carefully. Consequently, non-profit organizations are now operating as

serious competitors for societal resources. Financiers now talk about accountability 

and measuring performance and results. Thus, non-profit organizations are now 

asked to demonstrate their impact on society and their cost effectiveness. Much of 

the pressure for this has come from the funding community, consisting of both 

government and philanthropic sources. Failure to do so will seriously harm their 

ability to raise funds from private donors. Therefore, to ensure their future survival

and produce results, non-profit organizations management must focus, mobilize, and 

sustain partnerships and coalitions rather than attend exclusively to their own 

organization. 

2.7     Regulations for Non-profit Organizations 

In almost every country with an active and growing non-profit 

organization and philanthropic sector, both the government and the non-profit sector 

itself have sought ways to strengthen the sector’s transparency and accountability. 

Consequently, the regulation for controlling these kinds of organizations has 

increased. Experts have argued that the non-profit organizations sector ought to be 
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similarly controlled to that of profit organizations. Much has been written about the 

lack of regulation for the non-profit sector. Non-profit organizations are most likely 

to be unregulated except for control that might be exercised by hierarchies or 

association groups to which the organization may belong.

Greater transparency and accountability can be achieved through multiple, 

often simultaneous and overlapping means. National or sub-national (state or 

provincial) governments can increase direct regulatory focus and enforcement on the 

sector. Governments can also require or urge the non-profit sector to adopt self-

regulatory means to strengthen accountability and transparency, or as a method for 

collaborating with the government on measures (such as tax exemption) that benefit 

the sector and society. Also, the non-profit sector itself can adopt self-regulating 

mechanisms of its own accord, either as a defensive or proactive measure (Sidel, 

2003).

In spite of this, no single pattern fits or describes the variety of non-profit 

self-regulation mechanisms. Since this case study is conducted in one of the non-

profit organizations in the province of Nanggroe Aceh Darussalam, Indonesia, this 

section will review the current regulations of non-profit organizations in Indonesia. 

There are two types of legal entities for non-profit organizations that exist 

in Indonesia, called “yayasan” (foundations) and “perkumpulan” (associations).  

Yayasan was first acknowledged as a legal body during the Dutch colonial time 

(1870) as non-membership organizations. Most yayasans were established under the 

European legal system, while some adhered to other legal systems such as wakaf

(donations or grants under Islamic law). Their objectives are normally social, 

religious educational or humanitarian in nature.  Perkumpulans are established by a 

number of people to serve the interests of its members or the public. Perkumpulans



24

are non-membership organizations and established on the basis of membership or a 

group of people with a common social service objective and not for profit making 

purposes (Antlōv et al., 2005).

However, facts show that most yayasans and perkumpulans in Indonesia 

have been used to illegally accumulate wealth for founders or board members. 

Antlōv et al., 2005, p. 6) quotes what is stated in the preamble to law 16/2001 as 

follows:

Facts indicate the tendency of some members of society to establish 
yayasan to take shelter behind the legal status of yayasan which are used 
not only to develop social, religious, humanitarian activities but also to 
accumulate wealth for the founders, board members and supervisors. 
Along with this tendency, a number of problems have emerged in relation 
to yayasan activities that are not in line with the purpose and objectives 
stipulated in its articles of Association and the suspicion that yayasans 
have been used to accommodate illegally gotten wealth of founders or 
other parties.

Consequently, to restore the function of yayasan as a non-profit

organization with social, religious and humanitarian goals, and to promote its 

accountability and transparency, the government of Indonesia established regulations 

for non-profit organizations as follows:

 The yayasan is obligated to issue an annual program and financial 
reports, by at least placing an announcement in the notice board of the 
yayasan’s office (Article 52 Clause 1)

 A yayasan receiving funding from the state, overseas donors or other 
parties in the amount of Rp500 million (approximately US$55,000) or 
more or having assets of more than Rp20 billion (approximately 
US$2.2 million) is obligated to publish its financial report in an 
Indonesian language newspaper (article 52 Clause 2).

 A yayasan receiving funding equal to or more than Rp500 million or 
having assets amounting to Rp20 billion must be audited by a public 
accountant (article 52 Clause 3).

 Annual financial reports of a yayasan must be prepared based on the 
Indonesian Standard of Accountancy (article 52  Clause 5)

           (See, Antlōv, et al., 2005, p.6)

In addition, the Indonesian government has also urged the non-profit 

sector to adopt self-regulatory means to strengthen accountability and transparency. 
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Several local non-profit umbrella organizations have developed self-regulation 

standards for their member organizations, and the Indonesian government has 

supported these moves as noted by Sidel (2003, p.18):  

Government believes that in the present transition to democracy, the NGO 
community should consolidate internally to strengthen its own capacity, 
because both the government and NGOs have equal potential to be corrupt 
and lose focus in the absence of code of ethics, accountability mechanisms 
and transparent control. That is why the government appreciates NGO 
efforts in promoting good non-profit governance, and improving 
professionalism, transparency and accountability.

It is important to note that self-regulation is an emerging trend in the 

governance of social and economic activity both at the national and international 

levels. This is in response to the need to go beyond the law and promote higher 

standards for internal governance and external accountability. It is estimated that 

NGO’s self-regulatory initiatives are now in operation in over 40 countries 

worldwide (Lioyd, 2005).

Self regulation issues are now underway in Indonesia, but it still remains unclear 

whether the self-regulation mechanisms that emerged will centre on a code of ethics 

or conduct framework, or emphasize accreditation and/or certification, or some other 

structure.   

The above requirements indicate that non-profit organizations are now 

under pressure to professionalize transparency and governance standards in order to 

demonstrate that they are worthy custodians of donations and to regain control of 

their own agendas. Unfortunately, in practice, only a few non-profit organizations 

follow these rules and the enforcement is weak (Nainggolan, 2006). This means that 

government regulations cannot guarantee high standards of accountability in non-

profit organizations.
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PERAKAUNAN DAN AKAUNTABILITI ORGANISASI  ISLAM:  KAJIAN  KES  PESANTREN DI  WILAYAH NANGGROE ACEH DARUSSALAM, INDONESIA


ABSTRAK

Kajian ini meneliti persepsi Sarjana Muslim mengenai bagaimana sesebuah organisasi Islam mendemonstrasikan akauntabiliti kewangan mereka dan peranan laporan kewangan dalam meningkatkan akauntabiliti, serta praktis perakaunan dan akauntabiliti di sebuah pesantren yang terpilih di daerah Nanggroe Aceh Darussalam (NAD), Indonesia. Kajian ini menggunakan kaedah kualitatif  di mana data secara umumnya diperolehi  daripada  temu bual  berbentuk separa-struktur, semakan dokumentasi yang berkaitan dan juga pemerhatian aktiviti seharian di pesantren.


Hasil daripada temubual  bersama para sarjana Muslim mendapati bahawa, terdapat kerisauan dalam praktis perakaunan dan akauntabiliti di organisasi-organisasi Islam. Majoriti sarjana Islam yang ditemubual menyatakan bahawa organisasi-organisasi Islam mempunyai kewajipan untuk bertanggungjawab kepada masyarakat, seperti pemberi sedekah, penerima dan juga kepada Tuhan. Mereka menekankan bahawa akauntabiliti di dalam Islam difahami dalam konteks yang lebih luas daripada apa yang difahami secara konvensional, di mana ia tidak mengambilkira hubungan luar daripada masyarakat. Ini dengan secara jelas dinyatakan bahawa aktiviti perakaunan dan akauntabiliti memainkan peranan yang penting semasa sejarah Islam dan aktiviti-aktiviti tersebut adalah sebahagian daripada aktiviti keagamaan kerana Islam tidak membezakan di antara aktiviti keagamaan dan aktiviti keduniaan.    

Dalam konteks kes organisasi kajian, pengurusan Pasantren “Peace” melihat laporan kewangan sebagai satu instrumen yang mempunyai peranan yang sangat penting dalam meningkatkan akauntabiliti, dan aktiviti perakaunan dilihat sebagai aktiviti yang tidak bertentangan dengan misi pesantren. Walau bagaimanapun, tanggapan umum mengenai aktiviti perakaunan di kes organisasi ini kurang dibangunkan dan hanya memfokuskan kepada pengawalan penerimaan dan pengeluaran dana yang hanya dilaporkan melalui penyediaan laporan-laporan bulanan dan tahunan pengeluaran dan penerimaan, dimana, kebanyakan hanya digunakan untuk tujuan akauntabiliti sahaja. Tiada laporan kewangan gabungan yang dihasilkan yang menggambarkan keadaan kewangan organisasi secara keseluruhan. Pengurusan dan kakitangan organisasi tersebut melihat bahawa mereka bertanggungjawab terhadap tiga tahap “stakeholder”, dimana secara asasnya terdiri daripada menaik, mendatar dan menurun. Tambahan pula, kes organisasi ini juga mengakui Tuhan dalam hubungan akauntabiliti.  Walaupun demikian, kesanggupan kes organisasi ini dalam menerapkan akauntabiliti kepada “stakeholder” tidak terlepas daripada penguatkuasaan pihak-pihak lain.          


ACCOUNTING AND ACCOUNTABILITY   IN ISLAMIC RELIGIOUS ORGANIZATIONS: A CASE STUDY OF PESANTREN IN THE PROVINCE OF NANGGROE ACEH DARUSSALAM - INDONESIA


ABSTRACT


This study concerns the perceptions of Muslim scholars regarding how the Islamic religious organizations demonstrate their financial accountability and the role of financial reporting in enhancing such accountability, as well as the practice of accounting and accountability in a selected pesantren in the Nanggroe Aceh Darussalam (NAD) province, Indonesia. The study takes a qualitative approach in which the data is mainly derived from semi-structured interviews and relevant documentary materials as well as observation of the pesantren daily life.


The findings suggest that the “Muslim scholars” interviewed have concerns regarding accounting and accountability practices in Islamic religious organizations. The majority of Muslim scholars interviewed pointed out that Islamic religious organizations have an obligation to be accountable to society, such as to the donors and their beneficiaries and to God as well. They emphasize that accountability in Islam is understood as being broader than what is generally understood in conventional accountability, which is not deemed to extend beyond human society. It is clearly stated that accounting and accountability activities play a very significant role in Islamic history and that they are part of the sacred activities, as the division between religious and secular is unknown in Islam. 


In the context of case organization, the management of Pesantren Peace views the financial report as an instrument that plays a very significant role in enhancing accountability, and that accounting activities are viewed as activities that have no contradiction with the pesantren mission. However, accounting practices in the case organization are less developed and only focuses on the control of receipts and the disbursement of funds through providing monthly and annual cash receipts and cash disbursement reports, which are mainly used for accountability purposes. There is no consolidated financial report provided to picture the organization’s overall financial condition. The management and their staff see themselves as accountable to three levels of stakeholders, which are typically upward, lateral, and downward. In addition, this case organization also recognizes God in the accountability relationship. However, the willingness of this case organization to demonstrate its accountability to its stakeholders is not free from the enforcement of other parties.
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CHAPTER 1 

INTRODUCTION


This chapter describes the background and objectives of the study. It begins with a brief discussion of the role of accounting and accountability practices in non-profit organizations, particularly, religious organizations and how they lead to the current study.  Then, the problem statement is presented followed by the objectives of the study, a brief explanation of the research questions and contributions of the research to theory and practice. Finally, this chapter provides an outline of the contents of the remainder of the thesis. 


1.1    Background of the Study


Over the last 20 years, non-profit organizations (NPOs)
 have become important providers of social services in many countries. Of the several million NPOs in existence, an increasing number of organizations define themselves as religious, spiritual, or faith-based NPOs (see Berger, 2003). The scope, scale and range of non-profit organizations activities focus not only on the traditional domain of charity but include other services such as job training, community and economic development, housing, substance abuse programmes, refugee placement, and others. Examples of such organizations are the Salvation Army, World Vision, and Catholic Relief Services, which, together, enjoyed a combined annual revenue of over US$1.6 billion and claimed an outreach of nearly 150 million in 2001 (Berger, 2003).  Major sources of these non-profit organizations’ funding come from membership dues, grants from government and private donations. Some NPOs depend heavily on governments for their funding. Such dependence on government funding has increased over the years (Hall, 2002).


Similarly, Islamic-based religious organizations play an important role in society, especially, in the Muslim world. In Muslim society, the total amount of philanthropic giving is estimated to range between $250 million to $1 trillion annually (see Alterman, Hunter, and Philips, 2005). Clearly, Islamic and other types of religious organizations make up a significant proportion of organizational activities in many countries, and tend to control a sizeable proportion of human, financial and other resources of that society. 


In Indonesia, the country with the largest Muslim population, Islamic religious organizations have provided services for society. One of the most important institutions is the pesantren, an Islamic boarding school that provides education services at minimal cost to students. Poor Indonesian families who cannot send their children to public schools rely on religious schools or pesantren, to provide at least some form of education (Bremer, 2004). Currently, there are 14,656 pesantrens (Islamic Boarding Schools) operating in the country (see Directorate of Religious Education and Pesantren, 2005, p. 18).


 However, accounting and accountability practices in the religious   organizations are not developed and lack proper financial control (Siino, 2004). As such, there has been a call for good accounting and accountability practices in these organizations. Since they are viewed as a public trust, existing for the benefit of society, they are accountable to society for the resources received.   The management of religious organizations are argued to be agents of the public whose duties include ensuring the proper functioning of the organization. Furthermore, accountability is regarded as more important in these organizations because of the various financial scandals and lawsuits involving them. Some examples of fraudulent practices in this type of organization are the theft by leaders of the Episcopal and Baptist churches and improper use of funds by the head of the National Association for the Advancement of Colored People (see Keating and Frumkin, 2001; Hamilton, 2006). 


 Even though religious organizations make up a significant proportion of organizational activity in many countries and tend to control a sizeable proportion of human, financial and other resources of society, there is still a lack of knowledge about accountability practices. There has been growth in research concerning religious organizations as noted by many researchers (see Laughlin, 1988, 1990; Walker, 2002; Booth, 1993; Rahim and Goddard, 1998; Lewis, 2001, 2006), but there are only a few researches that have directly examined the issues of accounting in religious organizations (Booth, 1993). Most researches in this area have focused on economic and political factors. Only recently, have researchers begun to look at some of the broader, managerial issues of non-profit organizations. Consequently, there is a growing amount of literature on non-profit organizations that attempts to understand accounting and accountability as an organizationally situated practice.  However, only a limited number of researchers have examined Islamic religious organizations, especially those that provide education. These types of organization play an important role in society, especially in Indonesia.


 In the province of Nanggroe Aceh Darussalam, the only part of Indonesia that has the legal right to apply Islamic law (shari’ah), there are 852 Dayah (they are typically called pesantren elsewhere in Indonesia) in 2007.
  These pesantrens are mainly owned by foundations and private owners. As such, their operations mainly depend on public trust. Due to the lack of information regarding financial accountability in these organizations, there seems to be a perception that the majority of pesantrens lack transparency and have no accountability to the public, especially their donors. 

Thus, the issues regarding research on accounting and accountability in Islamic religious organizations have been generally unexplored in accounting academic literature (see Carmona and Ezzamel 2006). Hence, a study is needed to examine accounting and accountability practices in Islamic religious organizations. 


1.2 Statement of the Problem


Literature on accounting and accountability practices in non-profit organizations   indicates that accounting and accountability in religious organizations are less developed and that there is a lack of financial control. This is evidenced by a number of examples in which the mechanism of religious non-profit organizations – the collection of resources from donors and its redistribution for charitable purposes – has been misused or misappropriated (see for example, Siino, 2004; Keating and Frumkin, 2001; Hamilton, 2006). However, the abuse of this financial control often occurred without the knowledge of the donor or even of members of the management and staff of the organization itself.  

1.3    The Objectives of the Study

The objective of this study is to discuss the views and opinions of Muslim scholars about organizational accountability in Islam and to empirically investigate the phenomenon of the practices of accounting and accountability in one of Islamic religious organizations “pesantren” as well as to understand how these practices relate to the belief systems held by the pesantren and organizational aspects of pesantren


1.4    Research Questions


This research will seek to answer the following research questions:


1. What are the conventional views of accountability?

2. What are the Muslim scholars’ views of accountability and the role of financial reporting in enhancing accountability of Islamic religious organizations?


3. Do pesantrens show accountability to their stakeholders?


      

(i)   If yes, how and in what way do they show their accountability?


(ii)  If no, why not?


4.    What are the control systems and mechanisms practiced by pesantren?


(i)  How are the funds received from various sources administered?


(ii)  How are the funds of the organization being spent?


1.5    Contribution of the Study to Theory and Practices

This study will provide an understanding and explanation of the practices of accounting and accountability in pesantrens. As such, this study makes a contribution to accounting and accountability research in religious organizations. Since this study is undertaken on pesantren, it contributes to much needed literature concerning accounting and accountability research in such organizations. Furthermore, this study contributes to the theory and practice of management accounting in the religious based organizations, especially in Islamic organizations.  


As a qualitative research, this study aims to generate or develop theory. Therefore, additional theoretical insights concerning the issues of accounting and accountability in Islamic religious organizations will be obtained. In addition, a better understanding of accounting and accountability practices in religious organizations will be beneficial to practitioners as guidance for implementing good accounting and accountability practices in Islamic religious organizations. Moreover, the result of this study is also expected to contribute to better management and monitoring of pesantren by both government and non-profit umbrella organizations through the development of regulations to promote better accounting and accountability practices within Islamic religious organizations. 


1.6    The Outline of the Thesis

This thesis is organized into 9 chapters, Chapter One is the introduction. This chapter explains the background of the study and demonstrates the reasons that influence the choice of this topic of study, statement of the problem, the objective of the study, research questions, and contributions of the study as well as the outline of the thesis.  


Chapter Two provides a literature review on accounting and accountability in non-profit organizations. It starts with a brief explanation of the nature of non-profit organizations and the increasing demand for accountability in non-profit organizations. It is followed by discussions of the meaning and conventional concept of accountability and the explanations of the principles of accountability in non-profit organizations. This chapter also describes trust and accountability in non-profit organizations as well as competition in the non-profit organization sector. It then proceeds to discuss the government regulations for non-profit organizations in Indonesia and the role of financial reporting in non-profit organizations accountability. Lastly, this chapter discusses measuring performance of non-profit organizations. 

Chapter Three reviews a number of studies of religious organizations. It begins with the nature of religious based organizations. This is followed by a review of the literature concerning the practices of philanthropic institutions within an Islamic context and accounting and accountability in Islam. It then proceeds to discuss previous researches on the accounting and accountability aspect of religious organizations, followed by a discussion of the role of religious organizations in Indonesia. Finally, the chapter provides explanations concerning the brief of pesantrens. 


Chapter Four discusses the theoretical approaches which are commonly used in corporate governance and accountability researches. It begins with a discussion of the agency theory. This is followed by the stakeholder theory and stewardship theory. 


Chapter Five explains the research methodology that was employed for this study. It starts with a discussion of the qualitative approach and the justifications for using interpretive case study research. Subsequently, the research design, techniques for data collection and data analysis within qualitative research are explained. The chapter ends with the justifications for using grounded theory of this research.


 Chapter Six presents the data findings that focus on Muslim scholars’ views of accountability and the role of financial reporting in enhancing accountability in Islamic religious organizations as well as their related issues. The chapter starts with a discussion concerning good governance and Islam. It then proceeds to discuss the importance of accountability in religious Islamic organizations. This is followed by a discussion of the role of accounting and financial reporting in enhancing accountability and to whom that the Islamic religious organizations should be accountable. The chapter also examines how accountability should be shown in Islam and the issues pertaining to accountability in the relationship between trust (amanah) and accountability as well as descriptions of sacred and secular activities. Finally, concerns regarding the accounting and the accountability practices in pesantrens and factors contributing to the unsatisfactory practices of accounting and accountability of pesantrens are also discussed in this chapter. 

In Chapter Seven, the findings from the case organization are presented. First, a detailed overview of the case organization is provided. This is followed by a description of the management of the case organization. It then proceeds to explain the financial transparency of case organization and its accountability relationship. This chapter also describes the role of accounting in case organization as well as the arrangement of fund received and spent by the organization. The chapter ends with a section explaining the role of the board (foundation committee) in relation to enhancing the accountability of the case organization.


Chapter Eight presents the emergent theoretical insights of the research findings. The chapter begins with a discussion of the core or central phenomenon generated by the study. It then proceeds to discuss the conditioning context, which consists of religious and secular divide, accountability mechanism: to whom and how accountability should be demonstrated, and the implementation of accounting and accountability in Islamic religious organizations. 


Chapter Nine offers some conclusions, starting with a recapitulation of the study. The chapter is then continued by presenting the theoretical contributions and practical contributions of the study. The chapter ends with the explanation of limitations of the study and brief suggestions for future researches. 

CHAPTER 2


ACCOUNTING AND ACCOUNTABILITY IN NON-PROFIT 

ORGANIZATIONS


2.0    Introduction


This chapter provides a review of the literature on the topic of accounting and accountability in non-profit organizations. The purpose of this chapter is to gain an understanding of the accounting and accountability concept of non-profit organizations. Various aspects of the concept of accountability and its related topics will be discussed in this chapter. A search of the pertinent literature reveals that several studies have been undertaken to examine accounting and accountability practices in non-profit organizations. It starts with a brief explanation of the nature of non-profit organizations and the increasing demand for accountability in non-profit organizations. This is followed by a discussion of the meanings and conventional concepts of accountability and an explanation of the principles of accountability in non-profit organizations. This chapter also discusses the issues of trust and accountability as well as competition in non-profit organizations. It then proceeds to discuss the government regulations for non-profit organizations in Indonesia and the role of financial reporting in non-profit organizations. Lastly, this chapter discusses measuring the performance of non-profit organizations. 


2.1    The Nature of Non-profit Organizations


Non-profit organizations differ from profit organizations in a number of ways.  Some of the non-profit organizations carry out activities for the benefit of their members, while others carry out activities for the public benefit. Traditionally, there are two types of non-profit organizations recognized by civil law; an organization of persons (individuals), typically called an “association” and organizations involving the dedication of material resources, typically called a “foundation” (Simon, 2005, p.12).


A study on global civil society as quoted by Asia Pacific Philanthropy Consortium (2006, p.1) provides the following four structural-operational features that define an organization within the non-profit organizations sector. The features are:


· Organized, i.e., they have some structure and regularity to their operations, whether or not they are formally constituted or legally registered. More than legal or formal recognition, this qualification stresses organizational permanence and regularity, reflected in regular meetings, a membership, and legitimate decision-making structures and procedures.


· Private, i.e., they are not primarily commercial in purpose and do not distribute profits to a set of directors, stockholders, or managers. While NPOs may generate a surplus from time to time, they must reinvest these resources back into the objectives of their respective organizations.


· Self-governing, i.e., they have their own mechanisms for internal governance, they are able to cease operation on their own authority, and are fundamentally in control of their own affairs.


· Voluntary, i.e., membership or participation in them is not legally required or otherwise compulsory.


It is argued that these four characteristics encompass both formal and informal, religious and secular, those with paid staff and those staffed entirely by volunteers and organizations performing expressive functions (i.e., advocacy, cultural expression, community organizing, environmental protection, human rights, religion, representation of interests, and political expression) as well as those performing service functions (i.e., provision of health, education and welfare services) (Asia Pacific Philanthropy Consortium, 2006). 


Clearly, non-profit organizations exist for the benefit of the community and not for that of the management or their owners. This kind of organization is prohibited from distributing income to a set of directors, managers, individuals or any private shareholders. This is due to the absence of ownership of non-profit organizations themselves. Both management and the board of the organizations are expected to operate as agents in the public’s interest in ensuring the proper functioning of the organizations.  

2.2    Increasing Demand for Accountability in Non-profit Organizations


The current environment is making increased accountability a fact of life for profit and non-profit organizations alike. The public want to be assured that their investment in both types of organization is being properly managed. This can be seen as a response to the growing number of lawsuits against those organizations resulting from bribery or misuse of resources.


Every non-profit organization operates in society on the basis of public trust to provide some social services. Therefore, it is accountable to society for the resources received from the society.  Without doubt, donors are more discerning than ever before. They want to know “where the $$ go!” (Campbell, 1998, p.40). Donors today are looking at the relative value of work for each non-profit organization they are thinking about supporting. They are looking critically at the accomplishments of the organizations, and some donors are even scrutinizing accounting documents to determine just how effective and efficient these organizations really are (see, Campbell, 1988; Ensman, 1996). 


According to Herman and Renz (1998, p.4) “non-profit organizations (NPOs) are increasingly being required to become more accountable for demonstrating that they are making a difference and delivering results”. This means there is the perception that most non-profit organizations have not shown their accountability to their stakeholders. Seen from this point of view, the stakeholders have put more emphasis on people or organizations being accountable and for the accountability process to be made more transparent. 


The demand for accountability in non-profit organizations has come from the government, third party actors and the media (Lee, 2004). It is agued that with more state funds being disbursed to non-profit organizations, governments will definitely demand higher levels of accountability.  Third party actors, such as corruption watchdogs, have also played a significant role in the emergence and emphasis of accountability by non-profit organizations. In addition, the media has reported quite widely on the matters of accountability in non-profit organizations (see Eisenberg, 2005). 

 The increased demand for accountability of non-profit organizations has come from various stakeholders with sometimes different demands to be satisfied (Mark and Brown, 2001).  Donors demand that the non-profit organizations be accountable for the integrity, efficiency, and impact of programmes that they have funded. Beneficiaries press non-profit organizations to live up to their rhetoric about fostering locally-determined development rather than imposing their own priorities. The internal staff expects non-profit organizations to live up to the high purposes that drew their commitment to the enterprise. Partners who non-profit organizations have recruited in their efforts to achieve their goals (such as other non-profit organizations, government agencies, businesses) expect the non-profit organizations to live up to promises they made in forging their partnerships. Even those who are the targets of non-profit organizations demand a kind of accountability from them. They want to know to whom the non-profit organizations are accountable and for whom the non-profit organizations speak so that they can gauge the force and legitimacy of the claims that these organizations are making against them (Mark and Brown, 2001). 

 Thus, non-profit organizations have various stakeholders to whom they might owe the accountability. The problems of accountability usually arise because the claims of the various stakeholders are sometimes not necessarily coherently aligned with one another. Consequently, the leaders of the non-profit organizations have to make choices to embrace or resist particular stakeholders and this can have a profound impact on their missions. This, of course, creates difficulty for non-profit organizations since resisting demands for accountability from specific stakeholders can weaken their support.  Financiers may withdraw support to non-profit organizations that are seen as unwilling to be accountable for the efficient use of resources.  Committed staff can stop working hard if the non-profit organization fails to embody the values and missions that brought them to the organization (Mark and Brown, 2001). 


2.3    Meaning and Conventional Concept of Accountability


The concept of accountability has attracted considerable research interest in various academic disciplines. Accountability has been used to describe the responsibility of those who manage or control resources to others (Coy and Pratt, 1998). The concept, in general, shows a relationship between two parties in which one party, whether it is an individual, group, company, government, or organization, is directly or indirectly accountable to another party for something, such as an action, process, output, or outcome (Kearns, 1994; Walker, 2002). However, the precise meaning and implications of this concept are still vague. There are various conceptualizations of accountability, from a literal view that is mainly concerned with reporting activity, to encompassing activities in providing explanation or justification of actions. The concept has sometimes been related to the presence of a contractual relationship between two parties for particular actions. Gray et al., 1987, as quoted by Laughlin (1990, p.96) say that “accountability only occurs when contracts are in existence between principal and agent”.  This means that accountability occurs if contracts exist between the one who holds to account and the one who accounts.   


 Paul (1991) as noted by Kearns (1994, p.186) says that accountability is “holding individuals and organizations responsible for performance measured as objectively as possible”. This definition means an individual or organization being answerable to a higher authority for action taken and for handling resources they received.

A broader definition of accountability is given by Romzek and Dubnick (1987) as quoted by Kearns (1994, p. 187) “accountability involves the means by which public agencies and their workers manage the diverse expectations generated within and outside the organization”. This definition contains elements not found in other previous definitions. It introduces an element of strategy wherein management attempt to forecast diverse expectations and position their agency for proactive as well as reactive response. The managers’ role is transformed from a passive one into one of active participation in framing and articulating the standards by which they are judged.

These two definitions show that there are many important accountability relationships within an organization. In this matter, Laughlin (1990, p.95) illustrates diagrammatically the accountability relationship in Figure 2. 1: 
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Source: Laughlin (1990, p.95)


Figure 2. 1:  Accountability Relationship: A Summarised Picture of Theoretical Insight


This figure shows the relationship involving the giving and demanding that relates to some transference of resources or responsibilities from a principal to an agent with some expectations surrounding the transfer. The expectations are often complex and are either unwritten and implicit or written and explicit. Therefore, Laughlin (1990) divides this accountability relationship into contractual and communal labels. Contractual refers to a more formal context resulting in a written form of recording and defining expectation through a process that involves entering into a legally binding agreement over standards of performance by laying them down in writing and in specific enforceable terms. Whereas, communal accountability encompasses the less formal context and is less structured, expressing stakeholders’ needs through consultation and seeking their involvement in the decision-making process (see Laughlin, 1990; Demirag et al., 2004).


However, Roberts and Scapens (1985) view accountability as a moral order that involves a system of reciprocal rights and obligation. This means that the parties are bound up not only in narrow, calculable ways, but broader than what is generally understood and must serve the moral or spiritual goals of the organization. Seen from this point of view, those in charge of economic resources must give account of their stewardship. Stewardship refers to “a person who manages another’s or financial affairs; one who administers anything as an agent of another or others” (IASB, 2005, p. 2). This stewardship function has been a regular feature of organized human activities from the earliest time. Stewardship and accountability are regarded by some as similar and interchangeable (Lewis, 2006). 


2.4    The Principles of Accountability in Non-profit Organizations


The principles of accountability of non-profit organizations are not much different from other organizations. Since accountability is about a relationship that involves the giving and demanding of reasons for conduct in which some individuals, or organizations have certain rights to make demands over the conduct of another as well as seek reasons for the actions taken. 


However, there are certain issues pertaining to accountability in non-profit organizations that have received little attention in the accounting literature. According to Gray and Bebbington (2006), those matters relate to issues of size and formality. They argue that regardless of the size of the organization, accountability will naturally occur through some combination of personal contact and the visibility of activities undertaken by the non-profit organization. (If one can, for example, drop in to a non-profit organization and ask it about its activities then a formal specific account is not required). They further argue that the formal form of accountability could be burdensome on many non-profit organizations, especially the small ones.


Another issue pertaining to non-profit organizations is that there are many stakeholders who do not need formal accountability or who believe that the accountability owed to them is discharged in another manner.   Rowl (1972), as quoted by Gray and Bebbington (2006, p. 335), notes that “all relationships involve degrees of closeness it is only in the absence of this closeness that a formal accountability is required”. Non-profit organizations, particularly, grass roots non-profit organizations are the extreme essence of closeness. Much like familial, friendship, neighbourly, and other relationships within civil society, their very essence is one of complex, close interaction. In short, as a general rule, the greater the closeness, the less the need for formal systems.


 In addition, it is suggested that the relationship between the organization and the stakeholders, especially their financiers, is not a purely economic one as generating profit is not the objective. It is a more complex relationship and reflects more complex attitudes and interaction between the organization and its various stakeholders. Often the accountability relationship in non-profit organizations may not be, nor need to be, as formal as that between profit oriented institutions and their shareholders. Matters such as trust, social contracts, mutuality and conscience all enter into the accountability relationship of non-profit organizations.


To conclude, the principles of accountability in non-profit organizations can be discharged in many ways, trust sometimes plays a very significant role in this matter. The information can be obtained through an existing channel, mediated either by a close approach or through formal systems of accountability.


2.5     Trust and Accountability in Non-profit Organizations


As Philanthropic institutions, non-profit organizations especially, strongly depend on the public’s trust since their major sources of funding come from public donations. The word trust is used to show the attitude of agents towards other agents and it also describes behaviour (Sosis, 2005). Therefore, to trust is to act on the attitude of confidence about another person or group’s reliability. 


Trust is an important element of charitable giving and is part of all accountability relationships. The significance of trust in an accountability relationship is the fact that the agent may react spontaneously according to the principal’s interest rather than responding to contractual obligation and incentive. A lack of trust results in reluctance to take risks in areas like saving and investment (Bekkers, 2003; Seal and Vincent, 1997).  


In non-profit religious organizations trust plays an essential role as the resources have to be maintained on the basis of trust rather than the exchange of something tangible such as a goods or services in return. “Muslims are trustees (stewards) for God; Man therefore aggresses to assume this great responsibility in a covenant with God” (Rahim and Goddard, 2003, p.2). Another reason in this accountability relationship is that trust can become a key aspect to create a positive attitude between the agent and the principal.


It is argued that the utilization of a monitoring mechanism undertaken through formal accounting systems could destroy trust (Seal and Vincent, 1997, p.407). They also recognize the existence of low and high levels of trust in organizations. Seen from a control systems point of view, when low levels of trust exist, it will lead to the need for contractual forms of account. Hence, the expectation of the principal can be expressed in more specific terms.  Whereas, when the level of trust is high, “there is no need for contract…the introduction of formal mechanisms such as contracts may displace human linkages and therefore breakdown trust” (Seal and Vincent, 1997, p. 407). 

From an accountability point of view, it is likely that the presence of high trust will lead to the use of a communal form of accountability.  Nevertheless, it is argued that efficient contracting cannot come about other than in an environment of trust. Therefore, the real task is to determine the empirical circumstance under which formal accounting and contracting processes are compatible with the development of trust and compel the philanthropic organizations to follow a set of a best practices and ethical behaviours to build accountability, transparency and trust (Seal and Vincent, 1997).  This is vital; because access to available financial information can help the organizations maintain a good level of accountability and inform the donors about how their donations are used in carrying out their activities. Without access to financial information, as a product of a formal accounting, donors will not be able to make optimal decisions. Accordingly, accounting and formal accountability has become a key component of long-term trust in any relationship. 

2.6   Competition in the Non-profit Organization Sector


With over a million non-profit organizations in existence today, there is competition among these organizations for financial resources.  People may argue that there is not a market place in the non-profit world due to the absence of a profit motive. However, Leonard (2004, p. 2) says that “wherever goods or services are exchanged, there is a market place in operation”. Those who are involved in an exchange make transactions based on some level of knowledge about the benefits of participating in the “trade”. The greater the knowledge each participant in a transaction has regarding the potential benefit or making an exchange, the more likely “a trade” will take place.   Despite the absence of profit motivation in non-profit organizations, there remains an exchange of donor money for the satisfaction of knowing that those in need have been blessed. With this donation comes a stewardship responsibility of the management of non-profit organizations to both the giver and receiver to see that it has been administered appropriately. Donors will not donate if they believe that their donation will be wasted or misappropriated.


Naturally, donors will ask the non-profit organizations to provide information that enables them to gain assurance that their giving was administered wisely.  Leonard (2004, p.2) says that “the market place transaction for non-profits is simply the exchange of money for knowledge that the donation will likely achieve its desired goal of helping those in need”. He argues that failure to satisfy the need of the donors can weaken their support. Donors may withdraw support to non-profit organizations that are seen as unwilling to be accountable for the use of resources. Consequently, it can have a profound impact on a non-profit organization’s mission and operation. 


 For commercial organizations, customers who buy their products and services confer both legitimacy and financial support. According to Mark and Brown, (2001, p. 11) “the customer’s decision to spend money on the organization’s products and services simultaneously provide a revenue stream that allow organization to remain in operation (support), and provide evidence that the organization is producing something that individuals value (a kind of legitimacy)”. In contrast, the issues of legitimacy and support are more complex for non-profit organizations.  To a certain degree, support in the non-profit organization means the same thing that it does in the profit sector, namely, a flow of money and material resources that allows the organization to stay in operation. However, only a small portion of a non-profit organization’s support comes from sales to paying customers. Instead, financial resources of non-profit organizations come from financial contributors – individuals, foundations or governments – who are willing to pay for delivering services to beneficiaries who cannot pay for the services themselves (Mark and Brown, 2001). 


Clearly, with today’s information about non-profit organizations more readily available, especially through the Internet, donors are able to choose who they fund more carefully. Consequently, non-profit organizations are now operating as serious competitors for societal resources. Financiers now talk about accountability and measuring performance and results. Thus, non-profit organizations are now asked to demonstrate their impact on society and their cost effectiveness. Much of the pressure for this has come from the funding community, consisting of both government and philanthropic sources. Failure to do so will seriously harm their ability to raise funds from private donors. Therefore, to ensure their future survival and produce results, non-profit organizations management must focus, mobilize, and sustain partnerships and coalitions rather than attend exclusively to their own organization. 


2.7     Regulations for Non-profit Organizations 


In almost every country with an active and growing non-profit organization and philanthropic sector, both the government and the non-profit sector itself have sought ways to strengthen the sector’s transparency and accountability. Consequently, the regulation for controlling these kinds of organizations has increased. Experts have argued that the non-profit organizations sector ought to be similarly controlled to that of profit organizations. Much has been written about the lack of regulation for the non-profit sector. Non-profit organizations are most likely to be unregulated except for control that might be exercised by hierarchies or association groups to which the organization may belong.

Greater transparency and accountability can be achieved through multiple, often simultaneous and overlapping means. National or sub-national (state or provincial) governments can increase direct regulatory focus and enforcement on the sector. Governments can also require or urge the non-profit sector to adopt self-regulatory means to strengthen accountability and transparency, or as a method for collaborating with the government on measures (such as tax exemption) that benefit the sector and society. Also, the non-profit sector itself can adopt self-regulating mechanisms of its own accord, either as a defensive or proactive measure (Sidel, 2003).

In spite of this, no single pattern fits or describes the variety of non-profit self-regulation mechanisms. Since this case study is conducted in one of the non-profit organizations in the province of Nanggroe Aceh Darussalam, Indonesia, this section will review the current regulations of non-profit organizations in Indonesia. 


There are two types of legal entities for non-profit organizations that exist in Indonesia, called “yayasan” (foundations) and “perkumpulan” (associations).  Yayasan was first acknowledged as a legal body during the Dutch colonial time (1870) as non-membership organizations. Most yayasans were established under the European legal system, while some adhered to other legal systems such as wakaf (donations or grants under Islamic law). Their objectives are normally social, religious educational or humanitarian in nature.  Perkumpulans are established by a number of people to serve the interests of its members or the public. Perkumpulans are non-membership organizations and established on the basis of membership or a group of people with a common social service objective and not for profit making purposes (Antlōv et al., 2005).


However, facts show that most yayasans and perkumpulans in Indonesia have been used to illegally accumulate wealth for founders or board members. Antlōv et al., 2005, p. 6) quotes what is stated in the preamble to law 16/2001 as follows:


Facts indicate the tendency of some members of society to establish yayasan to take shelter behind the legal status of yayasan which are used not only to develop social, religious, humanitarian activities but also to accumulate wealth for the founders, board members and supervisors. Along with this tendency, a number of problems have emerged in relation to yayasan activities that are not in line with the purpose and objectives stipulated in its articles of Association and the suspicion that yayasans have been used to accommodate illegally gotten wealth of founders or other parties.


Consequently, to restore the function of yayasan as a non-profit organization with social, religious and humanitarian goals, and to promote its accountability and transparency, the government of Indonesia established regulations for non-profit organizations as follows:


· The yayasan is obligated to issue an annual program and financial reports, by at least placing an announcement in the notice board of the yayasan’s office (Article 52 Clause 1)


· A yayasan receiving funding from the state, overseas donors or other parties in the amount of Rp500 million (approximately US$55,000) or more or having assets of more than Rp20 billion (approximately US$2.2 million) is obligated to publish its financial report in an Indonesian language newspaper (article 52 Clause 2).


· A yayasan receiving funding equal to or more than Rp500 million or having assets amounting to Rp20 billion must be audited by a public accountant (article 52 Clause 3).


· Annual financial reports of a yayasan must be prepared based on the Indonesian Standard of Accountancy (article 52  Clause 5)

           (See, Antlōv, et al., 2005, p.6)


In addition, the Indonesian government has also urged the non-profit sector to adopt self-regulatory means to strengthen accountability and transparency. Several local non-profit umbrella organizations have developed self-regulation standards for their member organizations, and the Indonesian government has supported these moves as noted by Sidel (2003, p.18):  


Government believes that in the present transition to democracy, the NGO community should consolidate internally to strengthen its own capacity, because both the government and NGOs have equal potential to be corrupt and lose focus in the absence of code of ethics, accountability mechanisms and transparent control. That is why the government appreciates NGO efforts in promoting good non-profit governance, and improving professionalism, transparency and accountability.

It is important to note that self-regulation is an emerging trend in the governance of social and economic activity both at the national and international levels. This is in response to the need to go beyond the law and promote higher standards for internal governance and external accountability. It is estimated that NGO’s self-regulatory initiatives are now in operation in over 40 countries worldwide (Lioyd, 2005).


Self regulation issues are now underway in Indonesia, but it still remains unclear whether the self-regulation mechanisms that emerged will centre on a code of ethics or conduct framework, or emphasize accreditation and/or certification, or some other structure.   


The above requirements indicate that non-profit organizations are now under pressure to professionalize transparency and governance standards in order to demonstrate that they are worthy custodians of donations and to regain control of their own agendas. Unfortunately, in practice, only a few non-profit organizations follow these rules and the enforcement is weak (Nainggolan, 2006). This means that government regulations cannot guarantee high standards of accountability in non-profit organizations.


2.8   The Role of Financial Reporting in Enhancing Accountability of Non-profit Organizations

Over the past few decades, concerns have been raised about the accountability of non-profit organizations, especially on the adequacy of the current reporting and oversight mechanisms. In non-profit organizations, there is poor internal control, inadequate accounting systems and a lack of expertise and commitment to financial management (Both, 1993).  Potential users of non-profit organization financial reports are often unsure what information is available and how to get it (Keating and Frumkin, 2003). In spite of this, financial reporting is still one of the main areas in which accountability is expected and can be readily demonstrated. Financial reporting is important in helping stakeholders to analyze and develop a performance assessment of the organization. It supplies quantitative information for economic decision-making. Thus, financial reporting has long been used as the main accountability tool in an organization’s activities, regardless of its objectives and missions.


 Most services performed by either profit or non-profit organizations have to be translated into the receipts and expenditure of funds. Accounting for receipts and expenditure of funds is the major aim of financial reporting and this can improve the stakeholders’ trust. Ijiri (1975), as quoted by Watkins (2007), notes that accountability provides the basis of accounting. Nearly every transaction is likely to affect some stakeholders’ interest.  Therefore, accountability relationships and the need for financial reporting arise with every transaction. It is important to note that the role of financial information is not restricted to those directly engaged in business, and that accounting plays a significant role for every person dealing with financial aspects. In a broad sense, everyone is affected by  accounting information. Clearly, accounting and accountability  are certainly in symbiotic relationship. 

 It is argued that through financial reports the stakeholders can oversee and monitor the activities performed by the organizations. The stakeholders, including donors, clients, the government and creditors can analyse financial reports to assess the performance of the organizations. This assessment will influence the stakeholders’ decision that will have financial implications for the organizations. This relationship, between the provider of information and the users of it, is seen as accountability. Those who are held to account are bound to give an account of their actions, and are responsible for the outcome of those actions (see Keating and Frumkin, 2003, and Devi, et al., 2004, p. 457).   Keating and Frumkin (2003, p.5) illustrate diagrammatically in figure 2, the financial reporting systems that include two key groups: the organization as provider of financial reporting and the stakeholders as the users of it.
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Figure 2. 2: The Financial Reporting System


As can be seen from the above model, there are two key groups involved in financial reporting systems: the organization and the stakeholders. The organization relies on the accounting system to provide information and supplies it to its stakeholders through the financial reporting systems. The stakeholders, in turn, create a demand for information for decision-making purposes. Hence, it could be argued that the future success of a non-profit organization depends not only on the quality of its social activities, but also on improving the way it measures its work and communicates these results to its stakeholders. 


2.9     Measuring Performance of Non-profit Organizations


The need for good management is crucial in non-profit organizations. Measuring the performance of non-profit organizations is challenging and it is not as straightforward as for profit organizations. The starting point for measuring the performance management of non-profit organizations is through their missions, which are the central trust and their reason for existence (Abraham, 2004). Hence, one of the primary ways of measuring the performance of a non-profit organization is to determine how well it is fulfilling its mission.

   Non-profit organizations are built around varied and complex missions with varied and complex constituents. Thus, non-profit organizations have multiple stakeholders or constituents who are likely to use different criteria to evaluate their effectiveness. Different groups of stakeholders, such as clients, donors, board members and staff and founders probably have different missions and interests in the organization. Therefore, it is difficult to determine the main interest group. Is it the founders of the organization, the donors, the management, or the recipients of its services? Nor is it easy to define or measure the success of an organization’s mission. 


   The objectives of a non-profit organization are more complex. Thus, the success or failure cannot be measured strictly in financial terms. Traditional performance measurements that focus on financial numbers are inadequate for measuring the achievement of their mission. Therefore, assessing the performance of a non-profit organization should cover the very different goals that non-profit organizations are supposed to achieve. However, it is complicated by the difficulty in measuring achievement of a social mission compared to that of meeting a clear financial target. This is different from a business organization’s objective of producing profit for what is usually an easily identifiable and homogeneous owners group. The mission of an organization and the assessment of performance can be clearly articulated in financial terms. Generation of revenue is directly related to performance and success in achieving an organization’s mission and financial measures provides a clear indication of performance.  

Nowadays, there is more focus on the performance of non-profit organizations as performance measurement is regarded as an accountability tool.  Therefore, it is important for non-profit organizations to develop good measures of accountability. Various parties, including government officials, non-profit watchdogs and the public believe that some means of evaluation is necessary if these types of organizations are to be accountable for the resources entrusted to them. To help address these issues, some accounting writers such as Stone and Cutcher, as noted by Herman and Renz (1999), note that models of effectiveness and the degree to which an organization realizes its goal,  have been used for measuring the performance of non-profit organizations. 


Herman and Renz (1999, p. 112) argue that, “NPOs effectiveness should be evaluated not in monetary term but in moral term, in term of the extent to which NPOs respond to the moral values that motivate donor and recipients”. This means that the management of non-profit organizations must address effectiveness in terms of responding to the needs and expectations of their stakeholders. Stakeholders’ responsiveness ought to be the main criterion of effectiveness, both for individual managers and for organizations.  It is argued that effectiveness is a stakeholder’s judgment, formed and changed in an ongoing process of sense making and negotiation. This judgment of effectiveness is the outcome of a stream of interactions and impressions that may change frequently. According to Herman and Renz (1988) the effectiveness measurement of non-profit organizations may be described by the parable of the “blind men and the elephant”. In that well known parable, one man touches the elephant’s tail and so explains that the elephant is like a rope; another touches the back and says the animal is something big and bristly, and so on. The analogy implies that effectiveness is a real thing that may be perceived only partially and, thus, in different ways. This means that non-profit organization effectiveness is ultimately what stakeholders think it is.             


Seen in this light, measuring the effectiveness of a non-profit organization in achieving its mission is considerably more difficult. Keating and Frumkin (2001) note that there are three fundamental issues that have profoundly influenced the ability to develop a performance measurement for non-profit organizations. First, the difficulty in assessing how well a non-profit organization is performing, because there is no owner with an equity stake in non-profits within the organization demanding or requiring measurement. Second, there are no bottom lines of profitability or easily quantifiable outcomes that can be used as a benchmark, but only the far more ambiguous notion of mission accomplishment. Third, the diffuse nature of ownership and stake holding in the non-profit sector raises additional problems to build an accountability system. 


There is little agreement about what constitutes accountability in the non-profit sector. Money is entrusted to non-profit organizations, which are accountable to various constituencies including governments, donors, clients, regulatory bodies, employees, board of directors and communities. Non-profit organizations depend on these constituencies for financial support. External bodies typically determine many of the accountability criteria. The political nature of information is obvious. Buckmaster (1999) shows one example in which the US Government Performance Result Act (GPRA, 1993) requires that those organizations funded by the federal government must set programme outcomes and goals, and publicly report on the achievement of these goals. The objective of the Act is to increase public confidence and to improve programme effectiveness by systematically holding organizations accountable for their outcome and results. However, he argues that others may demand more information, such as annual programme performance reports, which require comparison of outcome indicators against an appropriate yardstick. This view shows that the outcome measures have become the recent focus of non-profit performance measurement. Non-profit organizations are being requested to demonstrate that specified goals have been achieved. 


However, the goals of non-profit organizations are “often ambiguous because of conflicts over perceived stakeholder interests and lack of knowledge about relationship between measures and goals” (Buckmaster, 1999, p. 187). These goals are often broad and value-laden, representing such performance outcomes as enhanced education, effective prevention of substance abuse and improved quality of life. Such goals are typically altruistic, qualitative, long-term, intangible, people oriented, and non-monetary. Hence, there is no single measure of success for non-profit organizations (Buckmaster, 1999).   


Nevertheless, Henderson et al. (2002, p.3) propose an approach that can be used to assess a non-profit organization’s performance.  To judge a non-profit organization’s performance  “is to measure the amount of resources the organization spends on providing program services (to carry out its purpose) vs. what it spends on management and general expenses and fundraising…a higher percentage of resources spent on program services than on management and fund raising is considered a positive performance indicator”. However, they argue that although this type of measure is useful, it does not indicate how effectively an organization uses its resources to meet its objectives. For example, a non-profit organization may spend 80 percent of its resources providing a particular programme service, but may be ineffective in reaching the programmes’ goals. Just spending money on a service is not an effective performance measure. 


2.10   Summary


Various aspects of accounting and accountability of non-profit organizations have been discussed in this chapter. The discussions include the nature of non-profit organizations and a number of meanings attached to the term accountability and the various important aspects of non-profit accountability such as, trust, competition in the non-profit sector, regulations for non-profit organizations and the role of financial reporting in enhancing accountability in non-profit organizations.   


Having discussed these aspects, it is evident that non-profit organizations differ from profit organizations in a number of ways. They carry out activities for the public benefit and are not primarily commercial in purpose. These kinds of organizations are built around varied and complex missions with varied and complex constituents. Thus, non-profit organizations have multiple stakeholders or constituents who are likely to use different criteria to evaluate their effectiveness. As philanthropic institutions, their operations strongly depend on public trust since their major sources of funding come from public donation. Therefore, they must be accountable to society for the resources received.   


Over the past few decades, concerns have been raised about the accountability of this sector, especially regarding the adequacy of current reporting and oversight mechanisms. The public want to be assured that their donations to these types of organization are being properly managed. The importance of holding NPOs more accountable for the proper handling of the resources entrusted to them is well documented in the management and accounting literature.


CHAPTER 3


ACCOUNTABILITY IN RELIGIOUS ORGANIZATIONS 


3.0   Introduction


This chapter provides a review of religious based organizations in Indonesia. It begins with the nature of religious based organizations. This is then followed by a review of the literature concerning the practices of philanthropic institutions within the Islamic context. Accounting and accountability in Islam are also discussed.  Subsequently, previous researches on accounting and accountability in religious organizations are presented. This chapter also discusses the role of religious organizations in Indonesia and the background information on pesantren. 


3.1   The Nature of Religious Based Organizations


Literature on religious studies indicates that religious organizations are among the oldest of human institutions. These kinds of organizations or communities have been providing assistance to those afflicted by natural disaster, persecution, uprooting and war long before international humanitarian law was formalized in treaty law (Elizabeth, 2005). However, there is no single accepted definition of what constitutes a religious-faith based organization.  Martens 2002, as quoted by Berger (2003, p.1), defined religious organizations as:


formal organizations whose entity and mission are self-consciously derived from the teachings of one or more religious or spiritual traditions and which operates on a non-profit, independent, voluntary basis to promote and realize collectively articulated ideas about the public good at the national or international level.


Kramer et al. (2002, p.2) define a religious based organization as “an organization that holds religious or worship services, or is affiliated with a religious denomination or house of worship”. They claim that these organizations include congregations or houses of worship, and non-profit organizations affiliated with religion.


Although, there is no generally accepted definition of religious based organizations, they are characterized by having one or more of the following:


affiliation with religious body; a mission statement with explicit reference to religious values; financial support from religious sources; and/or a governance structure where selection of board members or staff is based on religious beliefs or affiliation and/or decision-making processes based on religious values (Ellizabeth, 2005, p. 312).  


The World Conference on Religion and Peace (2001) claimed that religious organizations are the largest and best organized civil institutions in the world today, due to the allegiance of billions of believers and bridging the divides of race, class and nationality (Berger, 2003). Furthermore, religious based organizations have a long history of transforming individual lives and helping to raise people out of poverty and despair. They provide services to tackle issues ranging from hunger to education with or without support from government. 

Religion has been a primary motivator and shaper of many efforts to improve the life of humankind.  Islam, for example, contributes to the welfare of one’s community through the giving of alms and doing works of mercy, which is essential to the practice of Islam. Buddhism teaches that acts of compassion are steps along the path to enlightenment, and Christianity promotes providing charity to the poor, medical care to the sick, and education for children. Since a society will be judged by the way it treats its weakest members, it is argued that the most important contribution of a religious organization is the commitment to act in the interest of others (see Ellizabeth, 2005; Jeavons, 2003). This means that religious organizations exist for the benefit of others, not for the management or stockholders. 


However, there are two characteristics that set religious organizations apart from secular non-profit organizations: “they are motivated by their faith and they have a constituency which is broader than humanitarian concerns. For believers, to be a Jew or a Muslim or a Christian implies a duty to respond to the needs of the poor and marginalized” (Ellizabeth, 2005, p.316). This means that religious-faith based organizations are more focussed on social services, volunteer management and fund raising. Thus, religious-faith based organizations are not simply another type of organization; they are a link to God, moral, faith, and have the absence of ownership. 

This absence of ownership and the lack of a profit motive have caused these organizations to become more dependent upon the external environment for resources to operate. In addition, the broader public interest missions of religious organizations also contrast with the narrower focus of profit making organizations, as they are not established in order to make profit. Certain phenomena, such as donations are likely to occur in the religious faith based sector, something that rarely occurs among business organizations. These phenomena very frequently involve a significant contribution to the financial support of the organization that serves to guarantee the continuance of their activities. These donations are usually in cash, but they can also take other forms such as goods. Clearly, faith based organizations have some particular characteristics that distinguish them from business organizations. In spite of this, they also share some common features with profit organizations. For example, these kinds of organizations buy goods and services. They provide services and sometimes sell goods and services. This means that religious based organizations have to manage their resources just like any other non-profit organization. 

3.2    The Practices of Philanthropy Institutions in an Islamic Context


The Islamic principle of property suggests that the poor have a right to the wealth of a rich person because everything belongs to God and He has gracefully bestowed some property on some so that they can be grateful and help others. The believers are advised to be proactive in philanthropy by using their wisdom to ascertain needs and provide charity to the needy instead of waiting for them to ask for it.


It is not surprising that the Islamic world has a long tradition of philanthropic institutions. As noted by Bremer (2004, p. 5) “Islamic societies have a rich heritage of philanthropic institutions, a heritage that reflects the central place of philanthropy within Islam”. Civil society, particularly philanthropic institutions, is not a new phenomenon in the Islamic world. These institutions play an immeasurably important role in delivering social services.  Philanthropy is defined as “the voluntary transfer of resources for charitable, civic and social purposes” (Saidi, 2001, p1). 

 Waqaf or Islamic endowment has been identified as the oldest form of charitable institutions in Islam.  According to Bremer (2004, p. 5) “the waqaf is the most important charitable institutions, taking the span of Islamic history as a whole, but it is by no means the only in Islamic world”. As the scope for civil society broadens, old forms of institutions are being reinvented to meet society’s new requirements. Therefore, many other Islamic charitable institutions emerge as a new form of Islamic philanthropic organizations such as Islamic boarding schools, and institutions that collect and channel Zakat (alms).


The Islamic charitable institutions including waqaf and zakat have been instrumental in promoting social welfare in Muslim society throughout the ages.  As part of their religious duty, Muslims are required to give a proportion of their incomes for the society’s welfare and for the economically disadvantaged in society. Some recent estimates indicate that in Muslim society the sums of money involved amount to one trillion dollars annually (see Alterman et al, 2005).


  In Indonesia, the Muslim community constitutes almost 90 percent of the Indonesian population and the giving tradition is formally practiced through the mobilization of Zakat, Infaq and Sadaqah (Saidi, 2001). Based on Islamic teachings, a Muslim who has reached a certain level of income must pay the Zakat, excluding, for example, jewellery that is worn and zakat fitrah, which is paid at the end of ramadhan. There are elaborate rules for calculating zakat obligation.  In addition, Muslims are encouraged to voluntarily donate other forms of zakat, Infaq and Sadaqah, irrespective of their level of income. 


In connection with individual giving, Saidi (2001) notes that the government of Indonesia has been mobilizing resources through official arrangements since the 1960s. The government encourages and controls a quasi-state institution for Zakat, Infaq and Sadaqah mobilization called Badan Amil Zakat, Infaq dan Sadaqah (Bazis).  Indonesian society has enjoyed a long tradition of philanthropic giving, especially motivated by religious causes, mainly Islam, since the population of Indonesia is principally Muslims.

3.3 Accounting and Accountability in Islam


3.3.1  Accounting and Islam


Historically, accountants and accounting have played a very significant role in Muslim society. “Accountant, who were known as al-katep
 held very prestigious position in government, business, and society”(Zaid, 2000, p. 155). The terms Al-ameel, Mubasher, Al- kitab or Katep Al-Mal were the common titles for the accountant/book keeper/accounts clerk, and they are used interchangeably in different parts of the Islamic world. Historical handwritten books preserved in Turkey and Egypt reveal that accounting has been practiced and organized as a profession since the early stages of the Islamic state in Madinah Almunawwarah. The use of accountants was stated in Ahmad bin Ali Al-Kalkashandy’s handwritten book, which consists of ten volumes, of which volume 10 was dated 821 H (1418 AD). This book provides evidence of the use of accounting and the employment of accountants in Muslim society, which has been developed over a period of time since the establishment of the Islamic state in the year 1H 622AD, (Zaid, 2000). Furthermore, Pomeranz (2004, p. 10) also claims that 

Muslim interest in accounting issues can be traced back to the time of the Prophet Muhammad  and his immediate successors Caliphs Abu Bakar and Umar, the great these two caliphs and al Waleed, a later caliph, created governmental audit functions

Unfortunately, the influence of Islam upon accounting is not an issue that has been explored to any great extent in conventional literature. According to Lieber (1968), as noted by Zaid (2004, p. 151):

Italian traders obtained their knowledge of sophisticated business methods from their Muslim counterparts… the first European who translated algebra from the writings of the Arabians is also supposed to have written the first treatise on bookkeeping…bookkeeping would first be practiced by the first considerable merchants, and as these were Arabians. 


For five Centuries from the year 700 AD to 1200 AD Islam led the world in power. As a result, Muslim commerce extended beyond the Arabian Peninsula (Zaid, 2004). This expansion of trade promoted the development of a mechanism for ensuring accountability for all business transactions and also to comply with Islamic law. Islamic law,
 or shari’ah, regulates all aspects of life. It also encompasses criminal as well as civil jurisdiction.  Every act of believers must conform to Islamic law and observe ethical standards derived from Islamic Principles. These ethical principles define what is true, fair and just, the nature of corporate responsibilities, the priorities to society, along with some specific accounting standards. Muslim accountants, like any other adherent, must perform their duties in accordance with the rules and regulations of Islam and base their actions on Islamic ethical norms (Lewis, 2001). 


Islam has formulated a comprehensive code of ethics governing how financial transactions should be treated in both profit and non-profit organizations. In the broad sense, accounting is central to Islam, because all is counted by Allah (see, Murtuza, 2003). The concept of accounting in Islam is derived from the Qur’an, which makes sample reference to the principle of accounting. At the basic level, God requires Muslims to record their transactions. The emphasis on such recording indicates the importance of fulfilling rights and obligation. This is stated in the Holy Qur’an:

 يأيها الذين أمنوا اذا تداينتم بدين الي أجل مسمي فاكتبوه وليكتب بينكم كاتب بالعدل ولا يأب كاتب   أن يكتب كما علمه الله  فليكتب وليملل الذي عليه الحق وليتق الله ربة ولا يبخس منه شيأ... {  البقرة282  }


O you who believe! When you contract a debt for a fixed period, write it down. Let scribe write it down in justice between you. Let not the scribe refuse to write as Allah has taught him, so let him write. Let him (the debtor) who incurs the liability dictate, and he must fear Allah, his Lord , and diminish not anything of what he owes (Albaqarah, Verse 282). 

     (Taqi-ud-din and Muhsin 1984, p.65)

The above verse applies to business or profit organizations as well as other organizations and individuals. One of the main objectives of accounting is to enhance accountability through providing a fair information flow between the accountor and the accountee (see Lewis, 2006, Sulaiman, 2005, p. 30). This means that accounting plays a very significant role in providing information. It is an accountability tool to fulfil the religious duty, as explained by Adnan and Gaffikin (1997) “the orientation of accounting towards fulfilling the accountability of human being to God implies that the accounting information enables individual to account for their zakat”( Maali and Napier,  2007, p.10).


3.3.2   Accountability in Islam


3.3.2.1  The Essence of Accountability in Islam


 From the Islamic point of view, those in charge of economic resources are obligated to present an account of the execution of their stewardship, irrespective of whether the transactions and resources in question are those of government, business or non-profit organizations. God appointed human beings as the stewards of creation, which was manifested by the saying of Prophet Muhammad  “each one of you is a guardian and each guardian is accountable to everything under his care” (Asri and Fahmi, 2004, p.4). Therefore, as far as Islam is concerned, the management of either profit or non-profit organizations should perform their duties with the objective of satisfying the needs of the stakeholders as well as behaving in accordance with the Islamic teachings. 


Islam has developed its own concept of accountability or Taklif, the term used by Al-Safi (1992) which means that all Muslims are accountable for their actions or inactions on the Day of Judgment. Al Safi (1992, p. 81) notes that:

 Every person is responsible for his own deeds and everyone has a “book”, as a register of acts in which all deeds – small or great – are written down. God Almighty will bring all people to life after death and bring them from their graves so that each one of them will meet the result of his deeds, reward or punishment.


 This is consistent with the Islamic ontology in which each Muslim has a dual worldview, this world and the hereafter. Although the Islamic worldview may be similar to Christianity’s worldview concerning life after death, the Islamic worldview is argued to be unique to Muslims. Izetbegovic (1984), as quoted by Hameed (2001, p.8) says that “the Islamic worldview as a distinct and a unique paradigm, which is separate from the religious worldview (represented by) Christianity and the secular worldview represented by the West”. 

Thus, accountability in Islam requires every Muslim to make sure that their activities in the world are in line with Islamic rule. “Man is accountable to God and his success in the hereafter depends on his performance in this life on earth” (Sulaiman, 2004, p. 19). Indeed, this concept constitutes a core message of Islam, which applies to the political, social and individual realm. Clearly, Islam views the principle of accountability as comprehensive and applicable to all.


In Islam, every Muslim has an ‘account’ with Allah, where all their actions, whether good or bad, are recorded. Thus, Muslims believe that they will be counted for their action and inactions in this world. As such, every deed and word in this world must be in line with the Islamic teachings. The concept of accountability in Islam is derived from the Qur’an, which makes reference to the principle of accountability. According to Askary and Clarke (1997) in the Holy Qur’an, as explained by Lewis (2006, p.2), “Allah repeats the word Hesab or ‘account’ as the root of accountability, more than eight times in different verses”. To account, in its generic sense, relates to one’s obligation to ‘account’ to God in all matters pertaining to human endeavour, for which every Muslim is ‘accountable’. The Basic similarity between hesab in Islam and account lies in the responsibility of every Muslim to carry out duties as described in the Holy Qur’an. Similarly, in a business enterprise both management and the providers of capital are accountable for their actions both within and outside the firm. Accountability in this context means accountability to the community or society at large (Lewis, 2006). The stress on accountability is stated in various verses of the Holy Qur’an, including:

لا يؤاخذكم الله باللغو في أيمانكم ولكن يؤاخذكم بما كسبت قلوبكم والله غفورا رحيم  {البقرة 225} 


Allah will not call you to account for that which is unintentional in your oaths, but He will call you to account for that which your hearts have earned, and Allah is Oft Forgiving, Most-Forbiring.(Albaqarah, Verse 225)

(Taqi-ud-din and Muhsin 1984, p.48)

لله ما في السموات وما في الأرض وان تبدوا ما في انفسكم أو تخفوة يحاسبكم به الله فيغفر لمن يشأ ويعذ ب من يشأ والله علي كل شئ قدير {البقرة 284}

To Allah belongs all that is in the havens and all that is on the earth, and whether you disclose what is in your ownselves or conceal it, Allah will call you to account for it. Then He forgives whom he wills and punishes whom He wills. And Allah is able to do all things (Albaqarah, Verse 284)

     (Taqi-ud-din and Muhsin 1984, p.66)

The above verses deal not only with personal accountability but apply to all organizations. This means that organizations should comply with all the applicable laws and ethical standards, adhere to the organizations mission, be ethical and protect the rights of their members.


3.3.2.2    The Scale of Accountability in Islam


 The Islamic view of accountability is based on two main themes. These are the concept of Tawhid and the concept of ownership (Maali and Napier, 2007). The first main theme is the concept of Tawhid, which implies total submission to God’s will, and adherence to the religious requirements in all aspects of life. Muslims have to devote themselves to God as the fundamental aspect of their behaviour. A Muslim is required to believe in the things mentioned in the Hadith of the Prophet and in the Holy Qur’an (see Al Safi, 1992). 


  According to Hameed (2001, p.9) “the concept of Tawhid (Unity and Oneness of God) implies that since there is only one God who is the creator and sovereign of all (human and non humans), Islam (literally meaning submission) requires total submission to him in all aspects of life”.  It is argued that the concept of Tawhid has a broader concept of accountability than that which exists in Western societies. This is understandable as the Muslim’s belief in God’s judgment implies that every act in this world will have to be accounted for to Allah. In the Islamic framework, human beings are accountable to God on the Day of Judgment for their actions during their lives as stated in Al Qur’an:


... ان الله كان علي كل شئ حسيبا  { النسأ 68 }

…Certainly, Allah is ever a careful account taker of all things ( An Nisa, Verse, 86) 

 (Taqi-ud-din and Muhsin 1984, p.122)

   The second main theme is the concept of ownership in Islam. God is the ultimate owner of everything.  “God has appointed man his vice-regent on earth and entrusted him with stewardship of God’s possessions” (Lewis, 2001,p.110).  This does not imply that Islam does not recognize private ownership.  Everyone has the right to own property, but ownership is not absolute. Ownership of property is a trust (amanah) to be enjoyed conditionally so long as man follows the syari’ah and remains worthy of the trust. Therefore, a person holds property in trust for God, and should use this property according to God’s will.  Individuals are seen as trustees for that which they have been given by God in the form of goods, property and less tangible assets (Lewis, 2001, p.110).  


Seen in this light, the concept of accountability in Islam is parallel with the concept of trustworthiness in which man, in his or her judgment of his or her actions, is influenced by the fear that he will be held to account by Allah. This concept of trustworthiness is one of the highly regarded virtues in Islam. The Holy Prophet says “a truthful merchant will be raised on the day of Judgment together with the truthful and the martyrs” (Asri and Fahmi, 2004, p. 5). Therefore, every individual within an organization is required to subscribe to ethical and moral practices while carrying out their activities and they are seen as trustees. 


  Good governance, the whole system of rights, process and controls established internally and externally over the management of an entity with the objective of protecting the interests of all stakeholders (see Hameed, 2007), is a necessary pre condition for accountability in Islam. An organization committed to the highest standard of accountability also needs to foster practices that create an environment of transparency, accountability and integrity. An effective system of good governance requires an effective system of financial reporting, and an effective system of financial reporting requires good accounting and accountability practices, as at the institution level good governance is essentially about how the organization is managed and controlled, and the manner of ensuring proper accountability for those in charge (Aziz, 2005).  As far as Islam is concerned, the management of the organization should perform their duties with the objective of satisfying the needs of the stakeholders and to Allah as well. There should be no fraud, materials misstatement or other malaise in the organization.


There is no doubt that control mechanisms play a very important role in achieving an appropriate level of accountability practice. However, these control mechanisms alone cannot make such improvement, as explained by Parvez (2004, p.9): 


From Islamic perspective, control and laws that are to be employed for guiding personal and business conduct should be enacted to protect minimums of standards or deterrents to wrongdoing. More than this there is a need to cultivate a higher consciousness, morals, and a sense of accountability as a prerequisite since they develop an inner respect for societal values and laws.  


Seen from this point of view, accountability in Islam is broader than what is generally understood in the traditional view of accountability. In Islam accountability is designed not only to the stakeholders but also to Allah. This clearly differentiates the Islamic accounting model from that of the western model, where accountability to stakeholders such as owners is given priority.


3.4    Previous Researches on Accounting and Accountability Aspects of Religious Organizations


Research on accounting and accountability in religious organizations is challenging since it is necessary to understand and classify the various activities undertaken by religious organizations.  Religious organizations are unusual in their variety and complexity. These kinds of organizations are usually founded by charismatic individuals who feel some sort of divine purpose that they believe is more important than following man made rules or regulations.


 Another challenge to better accountability is that much of the work and output of such organizations deals with issues concerning the soul, which is not easily measured. The mission statements of religious organizations usually emphasize worthy goals such as spreading the gospel, saving souls and ministering to the poor. It is difficult to fully measure the results of these activities. Furthermore, one of the major products of religious organizations and their activities is religion itself. How is it measured?  It is very difficult to measure the true result of religious activities. However, it is argued that religious organizations face the same demand for accountability as other secular organizations. Consequently, the need for regulations concerning their accountability has intensified. 


The majority of the researches on religious organizations, particularly those published in academic journals, relate mainly to Christian organizations, especially the Western churches. Only a small number of studies deal with other religious organizations. To date, the existing researches have been dominated by issues such as the authority, structure, size, and other administrative components of such organizations. However, recently, other issues concerning the accounting and accountability aspects in religious organizations have emerged. (See, Rahim and Goddard, 1998; Lewis, 2001, 2006; Booth, 1993; Siino, 2004; Laughlin 1988, 1990; Hall, 2002; Jacobs and Walker, 2004, Carmona and Ezzamel, 2006). An extensive study conducted in this area, especially concerning Islamic organizations, was undertaken by Rahim and Goddard (1998). Similar researches into Christian organizations, such as churches, were conducted by Laughlin, (1988, 1990). To gain some insights into accounting and accountability in religious organizations, the following will review the studies conducted on Islamic religious organizations, and Christian organizations, specifically the western churches. 

Concerning the investigation of accounting practices in Islamic religious organizations, Rahim and Goddard (1998) conducted case studies on two State Religious Councils (SRC) in Malaysia, namely, ASRC and BSRC. The objective of their study was to examine accounting practices in these two organizations by using an interpretive methodology. 

Unlike the Christian church organizations, the dichotomy of the sacred and secular world is not applicable to the cultural mechanisms of Islamic religious organizations. This is because Islam does not concede to such a dichotomy (Rahim and Goddard, 1998). They argue that the worldview of Islam encompasses both worldly and religious activities. The worldly must be related in a profound and inseparable way to the religious aspect, but the religious aspect has ultimate and final significance. The worldly activities are seen as preparatory to the religious aspect. Everything in Islam ultimately focuses on the religious aspect without thereby implying any attitude of neglect or heedlessness of  the worldly aspect.


Seen in this light, the practices considered as secular in Christianity are part of the sacred domain in Islam. Accountability in Islam encompasses both the vertical accountability to Allah, and the horizontal accountability to other individuals and the community. Both accountabilities are essential to a Muslim’s faith (see Sulaiman, 2005, p.31; Lewis, 2006). 


 The findings of Rahim and Gorddad’s (1998) study indicate that the use of sophisticated accounting techniques is minimal in the two aforementioned Islamic religious organizations. The role of accountants in these organizations is meaningful only as an organizational practice but does not enhance accountability. Thus, accounting is regarded as no more than a technology to record accounting and financial information and the role of the accountant has been reduced to the role of bookkeeper.


Rahim and Goddard (1998) note that there is no separation between accounting works and other religious activities in both organizations because the organizations need accounting to function properly to financially organize the activities, which could not otherwise be properly carried out.  Such studies of Islamic religious organizations have indicated the existence of the interaction between religious belief systems and accounting practices. Similar to the findings of other research into religious organizations, religious belief systems have a dominant role in organizational practices within Islamic religious organizations. Lewis (2001) highlights the differences between Islamic and Western business practices. He claims that the Islamic accounting and financial perspective is based on the strict enforcement of the Holy Qur’an. The examples for that are “the payment of riba and taking of interest as occurs in a conventional banking system” (Lewis, 2001, p. 117). This is also stated by Karim (1990, p. 34) in his study of the independence of religious and external auditors in Islamic banks “the distinctive feature of Islamic banks is that Islamic precepts govern their financial transactions”. Clearly, the studies demonstrate that the belief systems have a strong influence over all aspects of organizational practices within the religious organization, including accounting and accountability practice.

Similar studies on Christian institutions have also been carried out by Booth, 1993); Laughlin (1988, 1990); Jacobs and Walker (2004,); and Siino (2004) just to name a few.  Booth (1993), in his review of accounting literature on churches, found that it was mainly concerned with the accounting practices in churches. However, he notes that those studies mainly focused on “prescribing ‘good’ accounting practices” based on the criteria of accounting practices set in commercial organizations. 


Booth (1993) then develops a skeletal framework of further research on accounting in churches. He identifies three main groups of research in this area. The first group belongs to those concerned with the inferiority of accounting practices in the churches.  The researchers in this group assert that churches have primitive accounting systems, poor internal control, and a lack of expertise in financial administration. 

 The second group, in contrast to the first, finds that there are good accounting practices in some churches even though this is not the case for the majority. Both groups utilize a similar measurement in judging the fairness of accounting practices in the churches, i.e., those of the commercial accounting standards. The third group, utilizing a more prescriptive approach, recognizes the role of the so-called “secular” and “non-secular” aspects in the practice of accounting in churches. Such aspects are considered to play an important role in the design of any accounting system in the church. Both find that accounting belongs to the secular world and has to serve the spiritual or divine goals of the organizations. Therefore, this group questions the appropriateness of ‘commercial practices’ that are translated into and adopted by the churches as their accounting systems. 

Another detailed case study investigating accounting practices in relation to the particular nature of religious belief systems was undertaken by Laughlin (1988, 1990). His study demonstrates how accounting practices interact with religious belief systems held by the participants of the Church of England. In Laughlin's view, accounting practices are closely related to the financial elements of the organization. He says “current accounting practices in the Church of England (as with other institutions) are related to and located with the financial elements of the organization” (Laughlin, 1988, p. 21). Four major units of the organization, which are financially interrelated, are identified in his study. First, the parishes and dioceses, which are considered as the primary units of the church – both are geographically based and cover the whole of England. The other two units are the Church Commissioners who are responsible for managing past endowments of the church and the central board, which, primarily, involves the ongoing governance of the Church of England. 


Laughlin (1988) found that accounting systems in the four major units of the church are unique. The design of the accounting systems in each unit is partly determined by the financial arrangements in the unit in which the accounting systems are located.  Laughlin (1988) notes that parish accounting systems, in general, are highly rudimentary and are deemed largely irrelevant to the ongoing life of a parish. Where they do intrude into evaluating and determining parochial behaviour, they are seen as an unhealthy intrusion. Budgets are occasionally produced, but are not usually seen as binding on future parochial activities. Annual accounts are always produced, but are invariably simple receipt and payment accounts that are largely ignored, and rarely used to evaluate past actions. The Diocesan accounting systems are considerably more elaborate. However, they are not used to determine and rationalize expenditure, which is made up of a number of clearly defined items over which little control is permitted. Instead, the accounting systems are primarily aimed at ensuring that the income required to meet a largely fixed expenditure is generated. The accounting system of the Church Commissioners is more concerned with accountability and decision-making. It does not have to generate the required resources to meet these demands. It does not need to sell its budget, but needs to make itself accountable for its actions. Laughlin (1988) viewed the financial accounts used to discharge this accountability concern by the Church Commissioners, as highly sophisticated and a dominant element in the accounting systems, while the accounting systems of the central board are indicated as being less constrained. The traditional function of the accounting systems in the central board is to make the activities manageable by ensuring that they are set in clearly defined responsibility centres. However, the influence of the accounting system is also restricted, and is not seen as an appropriate vehicle for actually formulating what the particular responsibility centres should be doing. 


Laughlin (1990) also presented an analysis of the accounting practices of the Church of England. He argues that the underlying structure of financial accountability in the main Church-based units was dominated by the sacred-secular divide. In this context, he argues that all Church organizations are dominated by this perception. Laughlin (1990) notes that accounting and accountability matters are seen as secular and secondary to the organizations. 


However, the findings of Laughlin (1990) and Booth (1993), concerning the sacred-secular divide of accounting in church, are opposed by Jacobs and Walker (2000). The findings of their study show that the sacred-secular divide is not supported in the research of accounting and accountability practices in this community. According to Jacob and Walker (2000) the findings indicate that within the Iona community “accounting served to support the sacred practices and spirituality of individual members through a process of socialising accountability”. Thus, accounting and accountability in this community are regarded as part of the observance by its members of the rules and as an integral component of their Christian practices.


Another research on Churches was conducted by Siino (2004) who surveyed 548 Southern Baptist Churches. This survey found that Churches lacked basic control against mismanagement or abuse of their funds. More than 70 percent of the Churches surveyed did not have written financial procedures. Twenty percent of the Churches did not require any written documentation before funds were disbursed. Only 22 percent required written explanation for budget variances, and only 52 percent reported monthly the budgeted versus actual spending.  

Furthermore, Carmona and Ezzamel (2006) presented an analysis on the relationship between accounting and religion or religious institutions. They show some historical-based studies and contemporary research that have been conducted relate to religion or religious institutions. One of the papers is that by Quattrone (2004) who examined the accounting and accountability practices in the society of Jesus, Italy during the sixteenth centuries. Quattrone notes that “the emergence of accounting and accountability practices was tightly linked to the absolute ideology of Roman Catholic doctrine of the Counter-Reformation” (Carmona and Ezzamel, 2006, p. 119). It is argued that such doctrine was the site of compromises involving theological, religious, political, institutional and social dimension. 


3.5    The Role of Religious Organizations in Indonesia


In Indonesia, religious organizations may be understood to be part of civil society, locally known as masyarakat madani. Civil society is defined as 


the realm of organized social life that is voluntary, self-generating, (largely)self-supporting, autonomous from the state, and bound by a legal order or set of shared rules. It is distinct from “society” in general in that it involves citizens acting collectively in a public sphere to express their interests, passions, preferences, and ideas to exchange information, to achieve collective goals, to make demands of the state, to improve the structure and functioning of the state, and to hold state official accountable (Epley, 2004, p. 40).


 Religious organizations can involve the individual, community and the state simultaneously, and overlap the private and public spheres. Charitable, poverty, and educational programmes, such as pesantren (Islamic boarding schools), demonstrate a case of public goods provided by a religious group, which can at times involve the state. The official religions of Indonesia are Islam, Christianity, Buddhism, and Hinduism. Islam makes up the overwhelming majority of the country. All of the religious groups have a long history of providing public goods to their followers and the larger community. Charity and education are very much a daily part of their religious tradition (Epley, 2004).


The former Indonesian minister for Religious affairs, Tarmizi Taher also notes that, “in the past ten years Indonesia’s religious institutions have shown great concern over the economic development of their members. He believe that two examples – banks utilizing shari’ah and the pesantren – were indications that religious institutions do encourage economic development” (Epley, 2004, p.46). He also argues that nearly all religious institutions in the country are committed and highly motivated to raise the level of welfare of their members. 


Furthermore, religious organizations in Indonesia are also powerful in influencing government policy. Epley (2004) shows two cases as evidence of the role of religious organization in influencing the economic and social development policies. They are debates on family planning and education policy. 


Regarding family planning, the Indonesian government has struggled to control population growth and improve family health, and the formal approaches used by government officials for introducing family planning during the early 70s largely failed. Government researchers concluded that policy makers had neglected the role of  religious community leaders. Many Muslim scholars informed Muslims that family planning devices like IUDs and birth control pills are contradictory to Islamic teachings. It was, therefore haram (prohibited) for Muslims to cooperate with government programmes to practice family planning. Hence, the state essentially required the backing of Ulama (religious scholars), otherwise, people would not respond positively to any government policy, rule or regulation that involved religious issues. After a series of discussions, workshops and meetings, the government and key Muslim leaders came to an agreement on the need and benefits of family planning. As a result, the people can easily accept the government programme of family planning. 


Concerning education policy, the religious organizations had a comparative advantage over the secular groups. The Islamic religious organizations showed that they had a powerful influence on the state, one example being the controversy that arose in the mid-1980s over the rights of Muslim schoolgirls to wear hijab
. The state law prohibited the use of any clothing or accessories that were not officially part of the school uniform. Some Muslims girls faced strong reaction from their teachers and principals. Some were forced to move to private schools, while others were banned from taking the school exams. Consequently, many Muslim leaders and Islamic religious organizations criticized the government policy, saying that it was an example of the state developing secular education policies and that it deprived Muslim children of their right. As this study concerned with the Islamic religious institution “pesantren”, the following section will provide explanations concerning the brief of pesantren 

3.6    The Brief of Pesantren

Very limited historical evidence has been found that could explain the origin of pesantren in Indonesia. Majid (1997), as quoted by Haedari and Hanif (2004, p.3), states that “the origin of pesantren has very strong relationship with the pre-Islamic educational institutions that existed in the Hindu-Buddhist-Kingdom”. This is also supported by Lombard who indicates some similarities between pesantren and the educational institutions that existed during the Hindu-Buddhist time (Haedari and Hanif, 2004, p. 3). This means that Islam continues the Hindu-Buddhist educational system through the process of adjustment and change. 


  Pesantren’s other name is called pondok, often the words are also put together: Pondok Pesantren (Subandi, 1998). Pesantrens have had a significant influence on all aspects of society. According to Abdullah, as quoted by Lukens (2000, p. 34), “prior to the 20th Century, pesantren was the only form of education found in Indonesia”.  

There are two types of pesantrens found throughout Indonesia. They are called traditional (salafi) pesantren and modern (khalafi) pesantren.  Both types of pesantrens share some basic elements such as a dormitory, mosque, students (santri) and kitab kuning (See Luken, 2000; Subandi, 1998, Pohl, 2006). However, there are also some differences between these two types of pesantren.  In traditional pesantrens, for example, there is no set curriculum, The lesson consist only of religious subject and Arabic language taken from kitab kuning
. The method of teaching is typically “traditional”, relying on the individualized instruction and the collective learning methods. The graduates of traditional (salafi) pesantren are not regarded as being equally qualified as graduates of public school. Whereas in the modern pesantren, in addition to kitab kuning, they usually adopt the recommended curriculum from the government. Such an adopted curriculum contains subjects common for national examination. Today, all pesantrens considered as modern pesantrens have madrasah (schools) within their complex. The madrasahs built in the pesantren are equivalent to the public junior secondary school (madrasah tsanawiyah) and the senior secondary education (madarasah a’liyah). The management of both these schools is under the Ministry of Religious Affairs. The madrasah certificates are regarded as being equivalent to those of a public school. It thus qualifies its graduates to continue their education in the public sector at the post secondary level (See Country Report, 2004).


Although the terms of salafi and khalafi are used widely in the community, there is no official definition or criterion to determine a pesantren as salafi or khalafi. The translation of salafi into traditional and khalafi into modern or moderen in Indonesian is based on the common use in the society.


In the NAD province, in which this case study was conducted, the local government, represented by Badan Pembinaan dan Pendidikan Dayah (Dayah Supervisory and Development Agency), one of the government agencies established in 2008 by the NAD government and which is primarily responsible for pesantren development, officially divides the type of pesantren into Type A, Type B, Type C, and type D. The criteria used  are as follows:

Table 3.1 The Criteria Used to Determine the Types of Pesantren in the NAD province

		No

		The Criteria Used

		Percent



		1

		Administration

		10



		2

		Land status

		15



		3

		Leadership and availability of staff

		15



		4

		Curriculum

		10



		5

		Students Staying in the boarding house

		15



		6

		Dormitory and Library

		15



		7

		Environment

		20



		

		Total

		100





Source: Dayah Supervisory and Development Agency NAD Province, Banda Aceh.

The  highest score is classified as  pesantren type A, and  than followed by types B, C and D.  Recent figures show that there are 852 Islamic educational institutions registered in the Department of Religious Affair in Banda Aceh as pesantrens. However, the Dayah Supervisory and Development Agency has only recognized 588 institutions as pesantrens, which consist of 72 pesantrens as type A, 123 pesantrens as type B, 195 pesantrens as type C and finally, 198 pesantren are classified as type D, the rest being classified as a hall to study religion (balai pengajian) because they cannot fulfil the basic requirements of pesantren.  It appears that in the past, many Islamic educational organizations in Aceh that did not meet the criteria of pesantren were also considered as pesantren because there were no official indicators to determine whether an organization was a pesantren or not. 


Furthermore, it is important to note that pesantrens (referred to as Dayah in Aceh) have existed for over a Century. Dayahs have the same function as pesantrens but these two educational institutions have a different historical background. According to Purbakawaca (1979), as quoted by Amiruddin (2003, p.34), pesantren resemble the Hindu educational institutions that existed before Islam arrived in Indonesia. The term pesantren is derived from the words “santri”. The word santri is from shastri (castri-India), which referred to individuals who understand the Hindu holy book. When Islam arrived, the purpose of this institution was adjusted to the Islamic domain. The name of Dayah comes from the Arabic word “Zawiyah” which literally means a corner, which was believed by the Acehnese to have been first used for the corner of the mosque of Madina where Prophet Muhammad taught the people. The word zawiyah is pronounced as Dayah by the Acehnese (Amiruddin, 2003, p. 33). However, the term of pesantren is more popular and commonly used in Aceh.   Seen from this point of view, the origin of pesantrens in Aceh have a different historical background to that of pesantrens elsewhere in Indonesia. 


Hasyimi (1975), the prominent local historian, as quoted by Amiruddin (2003, p. 38), says that the original objective of dayahs was to produce people who had the skill to be the sultan’s minister, qadhi, or some other kind of officer. This means that dayahs during the early period not only trained their students in religious matters in the narrow sense, but also provided instruction in other subjects to ensure that they were able to produce people to administer the state.  However, some dayahs have come under criticism for producing students that are only equipped with religious knowledge and that lack other skills (Amiruddin, 2003). They argue that the dayahs should produce graduates who have certain skills in addition to religious learning.  This can be understood as most dayahs in Aceh are classified as “traditional”, i.e., focusing on the exclusive teaching of the religious curriculum. Only a few dayahs have established and use the full-national curriculum (at junior and senior secondary levels), and are regarded as modern or integrated dayahs (and may be explicitly designated as “modern” within their titles or simply referred to as such). 


In terms of financial matters, historically, almost all pesantrens have sustained their development independently through fund raising activities, without any major financial assistance from the government. However, nowadays there have been moves by the government to optimize their social function as an educational institution that also serves as a centre for community development. Every year, the government provides a reasonable amount of funds to support the activities of the pesantrens. Even, the local government “NAD Province” has established a special government agency to enhance the management of traditional and modern dayah to undertake more effective management, either in teaching, learning or in financial management. 


3.7   Summary


 The literature suggests that there is no generally accepted definition of religious based organizations. The best way to recognize organizations as religious-based organizations may be by identifying the characteristics of such organizations, because these kinds of organizations are unique and distinct from other non-profit organizations. According to Ellizabeth (2005, p. 316) there are two characteristics that set religious organizations apart from secular non-profit organizations: “they are motivated by their faith and they have a constituency which is broader than humanitarian concerns. For believers, to be a Jew or a Muslim or a Christian implies a duty to respond to the needs of the poor and marginalized”. Using the above criteria, pesantren can be categorized as a religious-based organization.


 It is argued that the most important contribution of religious organizations is the commitment to act in the interest of others.  In short, religious-based organizations have some particular characteristics that distinguish them from business organizations. They are not simply another type of organization. They are linked to God.


As other NPOs, these religious-based organizations are not established in order to make profit. This phenomenon very frequently involves a significant contribution to the financial support of the organizations, which serves to guarantee the sustainability of their activities. This means that religious based organizations have to manage their resources the same as any other non-profit organization.


Even though research into these organizations is relatively limited, along with the growth of this sector academic interest in religious-based organizations has increased as well. During the past few years there has been a growing number of studies in this sector, particularly relating to the issues of accounting and accountability, including those conducted by Laughlin (1988, 1990), Booth (1993), Rahim and Goddard (1998), Lewis (2001, 2006). However, the research, particularly those published in academic journals, relate mainly to Christian organizations, especially the Western churches and only a small number of studies deal with other religious organization. In the studies of Laughlin (1988, 1990) and Booth (1993), it is argued that accounting belongs to the secular world and is subservient to sacred needs. Consequently, resistance to the use of accounting is very strong in the church domain. Whereas, the findings of Rahim and Goddard (1998) indicate that in Islamic religious organizations the interaction between accounting and religious belief systems exist because there is no separation between accounting works and other religious activities.


Furthermore, in the context of Islamic religious organizations, it is well documented in the literature that Islamic societies have a rich heritage of philanthropic institutions, a heritage that reflects the central place of philanthropy within Islam. Waqaf or Islamic endowment has been identified as the oldest of charitable institutions in the Islamic history. However, as the scope for civil society broadens, old forms of institutions are being reinvented to meet society’s new requirements. Therefore, many other Islamic charitable institutions have emerged as a new form of Islamic philanthropic organization, such as pesantrens, and institutions that collect and distribute Zakat. 


These institutions play an immeasurably important role in delivering social services, especially in the countries where the majority of their population are Muslim, such as Indonesia. As far as Islam is concerned, the management of the organization should perform their duties with the objective of satisfying the needs of the stakeholders as well as accounting to God, because from the Islamic point of view, accountability encompasses both the vertical accountability to God and the horizontal accountability to other individuals and the community. Therefore, those in charge of economic resources are obligated to present an account of the execution of their stewardship, irrespective of whether the transactions and resources in question are those of government, business or non-profit organizations.

CHAPTER 4


THE THEORETICAL APPROACHES TO 


GOVERNANCE AND ACCOUNTABILITY


4.0   Introduction


A number of different theories, such as the agency theory, stakeholder theory and stewardship theory, have been used to explain and analyze corporate governance and accountability. Each of these frameworks approaches the accountability relationship in a slightly different way, using different terminology and with differing views concerning accountability. The most commonly used theoretical framework in accounting and finance related-disciplines, especially in analyzing corporate governance and accountability, are the agency theory, stakeholder theory, and stewardship theory (see Solomon and Solomon, 2005, p. 16; Caldwell et al., 2006). This chapter discusses the theoretical approaches that have been used in corporate governance and accountability. It begins with the discussion of the agency theory, which is followed by a discussion of the stakeholder theory and stewardship theory. 


4.1   Agency Theory


The agency theory or agencification explains that the managers of the company are the agents and the shareholders or owners are the principals.  The principals delegate day-to-day decision-making in the company to the managers who act as the shareholders’ agents. The principals pay the agents and the agents are expected [or are assumed] to have expertise and be able to provide the service at a price lower than it would cost if the principals were to provide it personally. These principals-agents’ expectations, surrounding actions and activities provide the terms of the accountability relationship.  


Boatwright (1999), as quoted by Solomon and Solomon (2005, p.17), says that “managers are likely to display a tendency towards egoism i.e., behavior that leads them to maximize their own perceived self interest”. This view is in line with the basic assumption of the agency theory in which the objectives of principals and agents are in conflict. Both agents and principals are motivated by opportunities for their own personal gain.  Agents, on the one hand accept the responsibility of managing the principals’ investment because they perceive the possibility of gaining more utility with this opportunity than by accepting other opportunities. Clearly, they accept the agents’ status because they perceive the opportunity to maximize their own utility. The principals, on the other hand, invest their wealth in the organizations or companies to maximize their utility. Seen from this point of view, it can be understood that if the utility functions of self-serving agents and principals coincide, there is no agency problem. Both agents and principals enjoy increases in their individual utility. 


This agency problem arises due to the conflicting interests of agents and principals, meaning that the principals need to control the company’s management (Davis and Donaldson, 1997). The question is how can the principals exercise control over management. The literature shows that one way to solve these agency problems is to introduce the notion of contracts (both explicit and implicit) between the management and the company’s shareholders (Tolofari, 2005, Gray et al., 1996, 39). Since “accountability only occurs when contracts are in existence between principal and agent” (Laughlin, 1990), such a contract could be implicit, obligational or relational, depending on how much mutual trust exists between both parties. As is the usual nature of contractual relationships to protect principals’ interests, minimize agency costs and ensure agent-principal interest alignment, various governance mechanisms have been proposed. Executive compensation schemes and governance structures are the two mechanisms that have attracted academic attention (Davis and Donaldson, 1997). The first mechanism, executive compensation schemes, provides rewards and punishments that are aimed at aligning principals-agents interests. Through these financial incentive schemes, it is hoped that agents will be motivated to behave in a manner consistent with the principals’ interests. Whereas, the second mechanism is to bring the agent’s behaviour into alignment with their principal’s interest. In this respect, the principals keep potentially self-serving agents in check by performing audit and performance evaluation. This is because agency theorists assume that agents-principals interests may diverge and that given the opportunity the agent will maximize his or her individual utility at the expense of the principals’ utility. However, it is argued that some opportunism will remain, because controls are imperfect (Davis and Donaldson, 1997). 


A simple model of the accountability relationship, based on the principals-agents relationship, was proposed by Gray et al. (1996, p.39). This model is shown in Figure 4.1.




Source: Gray, et al. (1996, p. 39)


Figure  4.1: A Generalized Accountability Model


This accountability model assumes a simple two-way relationship between the two parties known as the accountee or principal and the accountor or agent. The 'contract' is regarded as the terms that govern the relationship between the two parties. It is the contract that determines the rights and responsibilities of the parties in relation to the information flows and determines the accountability relationship. The model of accountability relationships presented above also assumes that the principal has the authoritative right to exercise control over the behaviour of the agent. 


Gray et al. (1996, 38) believe that “this specific accountability model can be generalized to apply to all relationships and rights to information.  Even though it is a trivial model, they argue that this simplified model can be used to explore most complex situations. For this reason, they called it "a generalized accountability model" (Gray et. al., 1996, p. 39).


The agency theory has been applied by Laughlin in his study of the Church of England. However, it is difficult to apply the agency theory to religious organizations such as pesantren, as they have no ownership or principals, whereas the traditional understanding of accountability in organizations is linked to ownership. Furthermore, the agency theory is based on homo economicus and self-interested actors rationally maximizing their own personal economic gain. The model is individualistic and is predicated upon the notion of an in-built conflict of interest between the owners and the manager. Moreover, this theory is strongly influenced by McGregor’s theory X view of people in which agents cannot be trusted to act in the manner desired by the principal (Davis and Donaldson, 1991). Nevertheless, pesantren, as a religious philanthropic organization, has put trust as a very significant element in its management activities, as the resources have to be maintained mainly on the basis of trust in the organization rather than being in exchange for something tangible such as goods or services in return.  


4.2   Stakeholder Theory 


The stakeholder theory has been popular for describing corporate governance.  According to Donaldson and Preston (1995, p. 4) the purpose of the stakeholder theory is “to describe how organizations operate and to help predict organizational behavior”. It is argued that the theory is used to describe, and sometimes explain, specific corporate characteristics and behaviour. This means that the stakeholder theory is descriptive. 


Weiss (2007, p.1) views that the stakeholder theory is “ultimately about the control and governance of organization activities”. The theory grounds its view of the moral issues surrounding the enterprise on the issue of the governance and accountability of large corporations. Caldwell et al. (2006) call the stakeholder theory a theory of organizational management and ethics, and focus on organizational wealth created by stakeholders as the cumulative result of corporate performance over time, including all of the assets competencies and revenue generating capacities developed by the firm. It seeks to pursue outcomes that are procedurally fair and is based on the premise that management must reconcile conflicts of interest that arise between the organization and its stakeholder group. Weiss (2007, p. 8) says that: 


stakeholder theory provides an implicit ideology that defends increasing the power of a particular kind of manager; those who work in large administrative structures in business, non-profit organizations and government and identity other managers as members of a professional rather than with the organizations within which, and the owners by whom, they are employed.

Some examples in which the stakeholder theory has been used to describe (a) the nature of the firm (Brenner & Cochran, 1991), (b) the way managers think about managing  (Brenner &Molander, 1977), (c) how board members think about the interests of corporate constituencies (Wang & Dewhirst, 1992), (d) how some corporations are actually managed (Clarkson, 1991; Halal, 1990; Kreiner & Bhambri, 1991) and (e) a stakeholder approach to responsiveness and accountability in non-profit organizations (Barret, 2001) (See,  Donaldson and Preston, 1995; Barret, 2001). 


One exposition of the stakeholder theory, written in the management discipline, was presented by Freeman (1984), who proposed a general theory of the firm, incorporating corporate accountability to a broad range of stakeholders. Subsequently, there has been an abundance of writing based on the stakeholder theory, across a wide range of disciplines (Solomon and Solomon, 2005; Donaldson and Preston, 1995).


 It is argued that the basis for the stakeholder theory is that companies are so large, and their impact on society so pervasive that they should discharge accountability to many more actors (Solomon and Solomon, 2005; Donaldson and Preston, 1995; Elias et al., 2000). This means that the stakeholder theory rejects the idea that the organization/ enterprise exists to serve only the interest of its owners. Rather, the theory is based on the idea that the organization/enterprise exists to serve many stakeholders who have an interest in it or who in some way may be harmed or benefited by it.    


Problems that arise through applying the stakeholder theory to non-profit organizations such as pesantren are that the stakeholder theory was developed primarily to address accountability issues in profit oriented organizations. While there is published work on accountability issues in non-profit organizations, such work does not use the stakeholder theory. Furthermore, it is argued that the stakeholder theory is also associated with a rupture with patrimonial capitalism, even though the theory has been claimed as generally being presented as an alternative to the agency theory (see, Barrett, 2001; Bonnafous-Boucher and Pesqueux, 2006). 


Another problem of corporate governance and accountability in a stakeholder context is that it is incapable of addressing the divergent interests of the stakeholder themselves. Furthermore, it is argued that the stakeholder theory does not provide a mediating framework enabling stakeholders to express their intentions coherently and, above all, collectively. Individual owners express their intention in a kind of legal vacuum. It is argued that the relationship between owners and managers is replaced by a confrontation between those who have claims vis-à-vis the firm and those who do not (Learmount, 2002).      


4.3    Stewardship Theory


The stewardship theory is regarded as one of the latest alternative approaches to be added to accountability and corporate governance research. This stewardship approach examines situations in which executives, as managers, are motivated to act in the best interests of their principals (see, Ong and Lee, 2000; Davis and Donaldson, 1997).  The stewardship theory assumes that there is “a strong relationship between the success of the organization and the principal’s satisfaction” (Ong and Lee, 2000). This means that the manager will protect and maximize the stakeholders’ wealth through organization performance, since, by doing so, the manager’s utility function is maximized. 


The manager, far from being an opportunistic shirker, essentially wants to do a good job, to be a good steward of the corporate assets (Davis and Donaldson, 1991).  This is because the stewardship theory holds that there is no inherent general problem of executive motivation.  Ong and Lee (2000. p 9) provide the synthesis of the stewarship theory: 


Proponents of this theory argue that the model is based on the perspective that a manager whose behavior is pro organizational and collectivities has higher utility than individualistic, self-serving behaviors. Thus, even where the interest of the manager and the principal are not aligned, the manager places higher value on co-operation than defection.


Seen in this light, a steward’s behaviour will not depart from the interests of his or her organization. This theory is in contrast with the agency theory, explained above, which views managers as agents seeking to maximize their personal benefits. The stewardship theory is attractive since it includes the interests of all relevant stakeholders (Ong and Lee, 2000).  This does not imply that a steward does not have the necessary “survival need”. Clearly, a steward must have an income to survive. The distinction between the agents in the agency theory is how these needs are met. The steward believes the exchange between personal needs and organizational objectives and realizes that by working towards organizational, collective ends, personal needs will be achieved. Therefore, the steward’s opportunity set is constrained by the perception that the utility gained from pro-organizational behaviour is higher than the utility that can be gained through individualistic, self serving behaviour (Davis and Donaldson, 1997). 


Furthermore, proponents of the stewardship theory say that under the stewardship theory the manager plays a very important role. Directors should have governance structures and mechanisms to maximize the benefits of the steward. This is because the performance of the steward is affected by whether the structural situation in which he or she is located facilitates effective action (see Davis and Donaldson, 1997; Ong and Lee, 2000). It is argued that if a manager’s motivation fits “the model of man” underlying the stewardship theory, empowering governance structures and mechanisms are appropriate. Therefore, control is seen as being counter productive, because he or she can be trusted, in addition, it undermines the pro-organizational behaviour of the steward by lowering his or her motivation. In this respect, the stewardship theory directly opposes the agency theory in which control and monitoring the role of the board, who can represent the interest of shareholders against the self-interests of executive managers, is considered necessary and as having a positive effect on performance. 


Linked to the accountability relationship in religious organizations, the application of this theory, at a glance, seems to be more appropriate. Since, the essential assumption underlying the prescriptions of the stewardship theory is that the behaviour of the executive are aligned with the interests of the owners and it emphasises trust rather than control.  This is in line with the common value and belief of religious philanthropic organizations, which are characterized by a stewardship relationship between the shareholders and managers that puts trust as a very important element in maintaining company financial resources.

However, as previously mentioned, there is a lack of ownership in pesantren. Furthermore, one of the purposes of this research is to explain accountability practices of pesantren and how they show accountability to their constituents. However, the theories do not provide insights into these issues. As such, a grounded theory approach will be utilized in this research.


Table 4.1 below presents an overall summary of the three governance theories.


Table 4.1 Comparison of three governance theories


		

		Agency Theory

		Stakeholder Theory

		Stewardship Theory



		Overall ethical focus


Manager’s role


Time focus


Manager motivation


Use of 


Information


Basis of


creating trust


Moral position 


Function


of rules


Key value


Manager’s


primary


function


Economic


Assumptions


Organizational


goal


Manager’s personal goal


Motivational model


Vision/ Focus


Manager’s organizational commitment


Assumptions about people




		Teleological or goal


oriented and deontological


or duty oriented


Administrator of stockholder


Interests


Primarily short-term


Self-interest and stockholders 


Preserves power


Competence


Conditional


Control


Result


Profit producer


Zero sum utility


maximizing


Maximize profit for 


shareholders


Opportunistic


Economic model with extrinsic motivator


Protection of self-interest while serving shareholders


Contingent upon meeting self-interests and low in value commitment


People are individualistic utility maximizers




		Utilitarian and ethics


of balance


Advocate of 


collective interests


Both short-term and


long-term


Equity and stakeholder


Identifies trade off


Fairness


Situational


Clarify process


Balance


Mediator


Zero sum and 


Variable sum


Result may occur


Balance profit or other objectives across all participants


Honour relationships


Mixed model with mixed motivators


Integrating shareholder 


High identification and high in value commitment


People are concerned with equity and fairness and want to be dealt with justly.


Utility is measured distributively




		Virtue ethics based upon a commitment to society based on virtues and rights


Integrator of shared


interests


Primary concern is 


long-term


Virtues and values


and society


Achieves synergies


Integrity


Principled


Define opportunity


Authenticity


Steward


Variable sum opportunities exist


Create long-term wealth and achieve best interests off all


Achieve potential


Self-actualizing model with intrinsic motivators


Increasing organizational 


wealth to serve all interests


High identification and high in value commitment


People are collective self- actualizers who achieve utility through organizational achievement








Source: Caldwell, Karri (2005, p. 254)  


4.4    Summary


This chapter discussed the three different theories that are commonly used in accounting and finance related disciplines, particularly, in analysing corporate governance and accountability, including the agency theory and stewardship theory. Each of these theories approaches accountability in a slightly different way, using different terminology and views accountability from a different perspective.


The agency theory explains that the manager of the company as the agents and the owners as the principals. The principals pay the agents who are expected (or it is assumed) to have expertise and be able to provide services at a price lower than it would cost if the principals were to provide it personally. These principal agent expectations regarding actions and activities provide the terms of the accountability relationship. This means that agents have to give account to the principals of resources entrusted to them.  According to this theory, both agents and principals are motivated by opportunities for their own personal gain. Even though the agency theory has been applied by Laughlin in his study of the Church of England, it seems that this theory is difficult to apply to Islamic religious organization such as pesantrens. This is because pesantrens, as Islamic religious philanthropic organizations, usually view trust as a very significant element in management activities and the resources have to be maintained mainly on the basis of trust in the organization rather than an exchange for economic return.  


 Furthermore, the stakeholder theory is seen as being broader than the agency theory. This theory rejects the idea that the organization/enterprises exist to serve only the interests of the principals or owners. Rather, the theory is based on the idea that the organization/enterprise exists to serve many stakeholders who have an interest in it or, in some way, may be harmed or benefited by it. Using this analytical framework, the general public may be viewed as organization stakeholders. A basis for the stakeholder theory is that companies or organizations are so large, and their impact on society is so pervasive that they should discharge accountability to many more actors.


However, the literature suggests that there are problems associated with applying the stakeholder theory to non-profit organizations such as pesantrens, as this theory has been mainly developed to address accountability issues in profit-oriented organizations. In addition, the stakeholder theory is also argued to be associated with a rupture with patrimonial capitalism even though the theory has been claimed as generally being presented as an alternative to the agency theory.


Furthermore, the stewardship theory is regarded as one of the latest alternative approaches to be added to accountability and corporate governance research. The stewardship theory assumes that there is a strong relationship between the success of the organization and the satisfaction of the principal. Thus, the manager will protect and maximize the stakeholders’ wealth through organizational performance. Based on this theory the manager “agent” is far from being an opportunistic shirkers. 


This theory contradicts the agency theory, which views the manager “agent” as maximizing their personal assets. According to this theory, control is seen as being counterproductive as he or she can be trusted. At a glance, this theory seems to be more appropriate for religious organizations such as pesantrens because the essential assumption underlying the prescription of this theory is in line with the common value and belief of religious philanthropic organizations.


CHAPTER 5

RESEARCH METHODOLOGY


5.0   Introduction


This chapter explains the research methodology employed in this study. It starts with a discussion of the qualitative approach and a brief description of the researcher’s underlying philosophical assumptions that lead to the use of an interpretive case study as the appropriate approach to the study of accounting and accountability in Islamic religious organization. Subsequently, the chapter explains the research design, techniques for data collection and data analysis within qualitative research.  The chapter ends with justifications for using the grounded theory approach in this research.


5.1    Qualitative Approach


In doing any research, there are a number of methods available. As mentioned in the first chapter, the main objective of this study is to examine the practice of accounting and accountability in the pesantren and to understand how these practices relate to Islamic belief. To accomplish these goals, the understanding of accountability issues in non-profit organizations, particularly, in religious or faith-based organizations is first undertaken to identify the research questions. This study employs a qualitative research methodology using the grounded theory approach. This methodology is concerned with developing explanations of social phenomena. It uses “a naturalistic approach that seeks to understand phenomena in context-specific settings, such as a “real world setting (where) the researcher does not attempt to manipulate the phenomenon of interest” (Golafshani, 2003, p.600). In addition, the focus of this research is to generate/enrich an inductive theory about the phenomena. 


Nowadays, qualitative research is known as a successful and popular form of current social research in the field of sociology, cultural anthropology, political science, and other disciplines including education, nursing, social work, and increasingly accounting (Irvine and Gaffikin 2006). Some definitions of qualitative research have been proposed in the literature. Muela-R.  (2006, p. 6) states that 

qualitative research is a process of inquiry that draws data from the context in which events occur in an attempt to describe these occurrences, as a means of determining the process in which events are embedded and the perspectives of those participating in the events, using induction to derive possible explanations based on observed phenomena. 


This definition acknowledges the contextual nature of inquiry. It has been described as watching people in their own territory, interacting with them in their own language, on their own terms and attempting to understand the complexity, while analyzing and interpreting data from various sources.


Strauss and Corbin 1990, as quoted by Hoepfl (1997, p. 48), broadly define qualitative research as “any kind of research that produces findings not arrived at by means of statistical procedures or other means of quantification…the qualitative inquiry accepts the complex and dynamic quality of the social world”.  This definition shows that the qualitative analysis results are a different type of knowledge than that of a quantitative inquiry.   


Several authors have identified what they consider to be the prominent characteristics of qualitative research.  Hoepfl (1997, p. 49) describes the characteristics of qualitative research as follows:


1. Qualitative research uses the natural setting as the source of data. The researcher attempts to observe, describe, and interpret settings as they are, maintaining what Patton calls an “empathic neutrality”.  


2. The researcher acts as the “human instrument” of data collection.


3. Qualitative researchers predominantly use inductive data analysis.


4. Qualitative research reports are descriptive, incorporating expressive language and “presence of voice in the text”


5. Qualitative research has an interpretive character, aimed at discovering the meaning events have for the individuals who experience them and the interpretations of those meanings by the researcher.


6. Qualitative researches pay attention to the idiosyncratic as well as the pervasive, seeking the uniqueness of each case.


7. Qualitative research has an emergent (as opposed to predetermined) design, and researchers focus on this emerging process as well as the outcomes or product of research.


8. Qualitative research is judged using special criteria for trustworthiness.   


The qualitative methodology is chosen due to the paucity and problematic nature of available data for this study. It is considered the most suitable approach to explore the research questions, as the researcher needs to understand the subject’s own descriptions of social reality, which will involve interaction between the subject and the researcher. It is believed that the qualitative methodology can provide more insights into the phenomenon under investigation or to gain more in-depth information that may be difficult to convey quantitatively (see Knodel, 1997; Neale et al, 2006).


In contrast, it is claimed that statistical research is “not able to take full account of the many interaction effects that take place in the social setting” (Hoepfl 1997, p. 48). This is because the descriptions of social facts depend on the interpretation of the meanings and also on an understanding of the meanings of action in a particular context or situation.  It is believed that based on the ontological assumption of a subjectivity social reality it is not appropriate to use methodologies requiring universal causal laws or other methodologies that are based on the assumptions of an objective reality, for example, surveys or experimental design (Hooper and Powell, 1985). This means that a qualitative methodology is appropriate for this study, as it provides an intensive study of the subjects’ world, and, also emphasizes the meanings that lie behind human action, as the objective of qualitative research itself is to collect, analyse and interpret data by observing what people do and say (Anderson, 2006).

 5.2    The Use of the Interpretive Case Study in This Research 


This qualitative methodology views the research process as being interpretive involving ongoing analysis and reflection through stages of exploration of an initial phenomenon (see Rahim and Goddard, 1998). The interpretive approach views social phenomena as different from natural phenomena. It believes that “reality is not objectively determined, but is socially constructed” (Kelliher, 2005, p.123). This is due to the ontological assumption of the subjectivity of social reality in which the social world is constructed by human actors through their interactions with one another.


Furthermore, the interpretivists believe that social reality is the product of subjective interpretations of individuals and it sees the social world as a process, which is created by individuals (see Ardalan, 2006; Myers, 1977; Kelliher, 2005). It is argued that interpretive research does not predefine dependent and independent variables, nor does it set out to test hypotheses. It focuses on the full complexity of human sense and aims to produce an understanding of the social context of the phenomenon and the process whereby the phenomenon influences and is influenced by the social context of the phenomena (Myers, 1977; Rowlands, 2005). The basic assumption for interpretive research is that “knowledge is gained or at least filtered, through social constructions such as language, consciousness and shared meaning” (Rowlands, 2005, p.81). The central principles of interpretive philosophy are:


i. The world/reality is not objective; instead it is presumed to be socially constructed.


ii. A researcher’s role is to understand the inter-subjective meanings embedded in social life and explain the actions of those constructing the reality.


iii. While this approach is appropriate for studying complex phenomena in depth, it is restrictive regarding breadth/generalizability

                 (Somasundaram and Karisbjerg, 2003, p. 4).

An interpretive case study is seen as the most appropriate method for this study. The reasons for using this interpretive case study are as follows: First, the researcher’s underlying philosophical assumptions for this study are that the accounting and accountability in religious organizations is a social phenomena and is seen as value based activities that encompass, moral, spiritual, material and social aspects (see Hameed, 2000; Sulaiman, 2005, p. 36). The researcher believes that as a social world, it is no more than the subjective construction of individual human beings, which is a continuous process of change or reaffirmation. Hence, there is no universally valid rule and value for accounting and accountability practices. This research approach, accordingly, is consistent and compatible with the epistemological and ontological assumptions in which the world and reality are interpreted by people in the context of historical and social practices (Rowlands, 2005). Second, it is argued that an interpretive case study is the preferred strategy concerning finding the answers to questions beginning with why, how, when, and in what way being proposed (See Hancock, 2002; Hignett and Wilson 2004; Cepeda and Martin, 2005). Third, the researcher can take an active role as an active learner and tell the story from the participants’ visions. In addition, an interpretive case study will allow the researcher to understand the problem, the nature and the complexity of the process taking place.


5.3   Research Design


A research design is an action plan for getting from here to there, where here is the initial set of questions and there is the set of answers (Kelliher, 2005). There are four major types of qualitative research design commonly used in conducting research. The research design for this study is that of a case study. Yin, as quoted by Kelliher (2005, p.124), defines a case study as “the investigation of contemporary phenomena within a real life context…where research involves frequent visits to the field site over an extended period of time”.  


The case study claims to offer richness and depth of information not usually offered by other methods. It is argue that a case study can identify how a complex set of circumstances come together to produce a particular manifestation. It is a highly versatile research method that employs all methods of data collection from testing to interviewing.


Regarding the research design, Berry and Otley (2004, p. 235) note that, “no of case research design is likely to be fixed and unchanging but is certain to have embedded in it the ontological and epistemological stances of the researchers”. In spite of this, they argued that there is a need to have some research design around a question in order to provide a framework for data collection plans.  The researcher can set this out in a variety of ways and there is no rigid format that should be followed (see Berry and Otley, 2004; Mason 1997, p. 33).   It is argued that case study research design requires openness to the possibility of discovery and invariably needs to allow for flexibility. Mason (1997, p. 33) says that: 

I have not set out a standard format for qualitative research design, partly, because I do not think such a thing exist, but also because I see research design as a skilled activity requiring critical and creative thinking, rather than a product which can be displayed and copied. In a sense, to display a standard product is likely to reduce rather than enhance the potential for creative thinking.


Seen from this point of view, it seems that the appropriate research design for this case study is a compromise of many kinds; therefore, a specific design will be avoided. Berry and Otley (2004, p. 242) say that, “one of the key compromises in qualitative case research occurs around the problem of access to study domains”. This can be understood as the researcher only has access to a site for a limited amount of time so there might be the possibility of studying in depth what has been noted from a prior study. However, it is suggested that case study research design should be started with research questions and intellectual puzzles, and then explain how the researcher intends to research them (Mason, 1997, p. 33).


 The initial step, after defining the research questions in this case study, is that the researcher addressed the issue of access into the field. Since access will be  paramount in every case study, it is argued that access is always an issue that is glossed over, gaining, maintaining and even limiting access are issues that can affect the success of a case study (see, Kelliher, 2005; Irvine and Gaffikin, 2006; Berry and Otley, 2004; Baxter and Chua, 1998). 


Inspite of this, an ability to gain access to the case organization can also be very opportunistic (Baxter and Chua, 1998). Therefore, for the purpose of this case study, two pesantrens in the Province of Nanggroe Aceh Darussalam, Indonesia were approached in September 2006. Fortunately, one of the organizations approached gave a positive response indicating that the management of the organization would be willing to accept and grant access to the researcher to conduct qualitative research. While the other one was not willing to give access to the researcher to conduct field research in the organization.

 After negotiating an access agreement, on 20 September 2006 the researcher made a preliminary visit to Pesantren Peace. The objective of this visit was to get some preliminary data that would enable the researcher to prepare a research proposal. During this visit two people were interviewed – the Director of Pesantren, and the Head of Finance Unit. In addition, some further evidence, including the mission statement and organization chart was also collected. 

On 20 October 2006 a formal application signed by the supervisor was sent to the organization. As a result, on 20 November 2006, a formal reply indicating that the management of Pesantren Peace would be willing to provide open access to the researcher to conduct research on the topic of accounting and accountability in the religious organization. After gaining access was resolved, further planning or selection strategy for data collection was also considered important.

5.4 Techniques for Data Collection


Similar to any other research methods, qualitative research, including case studies, also possess a number of techniques for collecting data. The main methods of collecting qualitative data are: interviews, observation, field notes, and a study of documents (See, Irvine and Gaffikin, 2006; Hoepfl, 1997; Myers, 1997). The techniques employed in this case study were mainly interviews, supported by data gained from observations, and conversations during fieldwork, and a study of documentary materials.  


For this study, only semi structured and unstructured interviews were used. A semi-structured interview is sometimes referred to as a series of open-ended questions based on the topic or area the researcher wants to cover. This kind of interview provides opportunities for both the interviewer and interviewee to discuss certain topics in more detail. Whereas, unstructured interviews, which are sometimes referred to as in depth interviews, have very little structure at all. The interviewers go into the interview with the aim of discussing a limited number of topics, sometimes as few as one or two, and frame the questions on the basis of the interviewee’s previous response (see Hoepfl, 1997; Handcock, 2002). 


In total thirty six (36) people were interviewed for this research and the number of interviews reached forty seven (47) times. This is because some people were interviewed more than once. The people interviewed include the board and members of the case organization; officers of local government agencies (province and district levels), who are responsible for the development of pesantrens; donors and Muslim Scholars/Academicians in both Aceh and Malaysia. Most of the interviews lasted around 1  hour to 1 ½ hours.  For details of all the people interviewed, and time of research visits, please refer to Appendix A.  

The selection of interviewees was made based on purposive sampling. The researcher selected the interviewees with a purpose in mind. According to Waltz et al., (2005, p. 221) purposive sampling is defined as “the selection of data source to meet the needs of the study”. It is argued that the data sources may be individuals who have knowledge of or experience with the research topic of interest or other types of data that would enhance the research ability to comprehensively understand the topic of interest. This approach is appropriate when research is explanatory in nature and where not all the cases of interest can be identified ahead of time (Green, 2005). This is also consistent with the nature of the case study in which it is unlikely to know with precision or certainty at the beginning of a research project.  


For the observation, the researcher observed the daily activities of people of the case organization. A wide range of written materials, such as mission statements, annual report, and other relevant documents were gathered during observation. This is consistent with the literature that suggested that observation involving, 1)written descriptions, 2) photographs, and 3)documentation (Hancock, 2002).

It is hoped that the observation of such written materials and people can lead to deeper understandings than relying on the interviews alone, as it provides knowledge of the context in which events occur, and may enable the researcher to see things that participants themselves are not aware of, or unwilling to discuss (Hoepfl, 97). This approach also offers another advantage as a technique for verifying information provided in face to face encounters. It is argued that in looking to respond to the question “what’s going on”, direct firsthand eyewitness accounts of every day social action are regarded as important (Irvine and Gaffikin, 2006). 


The researcher also obtained evidence from informal conversations during fieldwork. These informal conversations involved both internal and external members of the case organization. Therefore, the researcher found the triangulation of evidence in which the idea from one source was assessed by comparing it with other sources of evidence in order to examine the difference in attitude and determine whether there are areas of commonality that can lead to a compromise of views. To ensure that all the research questions of this study were raised, a complete linkage between the research questions, the data sources, and the method that had been prepared was used (see Appendix B).

This linkage was not used as a fixed and unchanging guideline, as the nature of the interpretive case study method, in which the qualitative data analysis process of conducting case study is not linear, but “iterative and progressive because it is a cycle that keeps repeating” (Siedel 1998, p 2). Once the data was collected, the decision was made as to how it should be analyzed to identify key patterns, explain actions, events and reported opinions, and determine particular contributions to the practical and theoretical perspectives. 

5.5    Data Analysis


Qualitative data analysis is defined as “working with data, organizing it into manageable units, synthesizing it, searching for patterns, discovering what is important and what is to be learned, and deciding what you will tell others” (Hoepfl, 1997, p.54). Nevertheless, “there is no standardized procedure for data analysis within qualitative research, but rather a fluid process of making sense of data” (Irvine and Gaffikin, 2006, p.37). 


In this case study, the researcher used the methodology of grounded theory to analyse the data. It is argued that “the use of grounded theory is an iterative process” (Kirk and Staden, 2001). This means that the process of analyzing data is not linear but is cyclical and will keep repeating. 

 One analysis model used as a directive to develop explanations for this research was the model proposed by Seidel. According to Seidel (1998) analyzing qualitative data consists of three parts: noticing, collecting, and thinking about interesting things. He describes this model diagrammatically as follows:
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Source: Siedel (1998, p.4)


Figure 5.2: The Data Analysis Process


The above figure shows that the data analysis of qualitative research is not linear. It means that when a researcher does his or her analysis he or she does not simply notice, collect, and then think about things and then write a report. Rather, the process, as claimed by Seidel (1998, P.2) should have the following characteristics:


· Iterative and progressive: The process is iterative and progressive because it is a cycle that keeps repeating. For example, when you are thinking about things you also start noticing new thing in the data. You then collect and think about these new things, in principle the process is an infinite spiral.


· Recursive: The process is recursive because one part can call you back to a previous part. For example, while you are busy collecting things you might simultaneously start noticing new things to collect.


· Holographic: The process is holographic in that each step in the process contains the entire process. For example, when you first notice things you are already mentally collecting and thinking about those things


These characteristics indicate that the process to analyze the data in qualitative approach is complex. Therefore, using the above model the process of analyzing and developing the explanations for this research is explained as follows:


All the data was transcribed by the researcher himself. Having been transcribed, the transcripts of interviews were read several times to obtain the overall context and the type of issues and major themes arising. The researcher read the complete transcripts of interviews in order to obtain the whole picture. In most cases, the researcher made annotations on the transcripts regarding the issues discussed. Then the issues were organized around the research questions. Subsequently, the report was prepared. 


5.6     Grounded Theory


The various accountability and governance theories as discussed in Chapter Four are not appropriate in the context of pesantren. Thus, the grounded theory was deemed appropriate for use in this research. The justification for this is based on the premise that the “grounded theory provided a set of procedures for coding and analyzing data which suited the interpretive approach since it would keep the analysis close to the data and provide for inductive discoveries about the phenomena under study” (Hughes and Jones, 2003, p.4).


Glaser and Strauss (1967), as noted by Douglas (2003, p. 1), defined the grounded theory as “a general methodology of analysis linked with data collection that uses a systematically applied set of methods to generate an inductive theory about a substantive area”. Whereas, Sarker et al., (2000, p. 2) define grounded theory as “a qualitative research method that uses a systematic set of procedures to develop an inductively derived grounded theory about a phenomenon”.  These two definitions view the grounded theory as a research method in which the theory is developed from the data, rather than the other way around.


This grounded theory approach has been used in many interpretivist studies and has spread to many disciplines including accounting. This is evidenced by the growing literature concerning the application of the grounded theory as a general method for qualitative investigation of social phenomenon (Hansen and Kautz, 2005). Hughes and Jones (2003, p.3) also state that the “grounded theory is predominantly used in interpretive studies because that is where it is most appropriate and that its contingent uses is consistent with the treatment of many other methods in this paradigm”.


The grounded theory views reality as the realm of symbolic discourse, where humans are seen as actors (Kirk and Staden, 2001). There are three main categories of data in grounded theory research. These consist of field data (notes), interview data (notes, recordings, transcripts) and any existing literature and artefacts that may be useful to the research. Interviews are the major source of data and are structured using initial informational and subsequent reflective and feeling questions. (see Doughlass, 2003 and Kirk and Staden, 2001). According to Glaser and Strauss (1967) as quoted by Kirk and Staden, 2001) “The process of data collection for generating theory whereby the analyst jointly collects, codes and analyses his data and decides what data to collect next and where to find them, in order to develop this theory as it emerged”. It is argued that in this way, the sampling is guided and controlled by the emerging theory.


 Glaser (1992), as quoted by Kirk and Staden (2001) emphasises that “the use of grounded theory is an iterative process. It usually commences with an area of study and permit issues to emerge in the process of the research”. The analysis of data collected is referred to as coding. Coding is “the result of raising the questions and giving provisional answers about categories and their relations” (Doughlass, 2003, p. 48). Coding is the key issue in the grounded theory. The analysis of data is coded differently depending on the purpose of the data. There are three stages of data analysis involved in the grounded theory. These are open coding, axial coding and selective coding.  It is important to note that the analysis of data, the generation of theory and conclusions are not separate stages in the grounded theory. They progress throughout the duration of the enquiry and conclude as the theory emerges from the data (Kirk and Staden, 2001). 


Thus, Grounded theory is used in this research since it is a valuable research approach and is appropriate in attempting to understand the concept and practice of accounting and accountability in Islamic religious organizations, such as pesantren. The grounded theory offers some advantages in researching accountability within the context of pesantren as, a) it does not require the researcher to suspend or ignore all pre-existing theoretical knowledge, but instead encourages the development/enrichment of inductively derived theories by drawing upon (though not driven by) broad theoretical approaches that are not in the same substantive area; b) it emphasizes the need for the researcher to be immersed in data, and highlights the need to consciously guard against imposing a theory from a related substantive area; c) it synthesis subjective sampling and analysis techniques with systematic coding procedures. Thus, it allows the researcher to be flexible and creative (Sarker, et al, 2000).


Examples of the use of grounded theory in research in accounting and management control include the work of Goddard (2004) who used the grounded theory to study the relationship between accounting, governance, and accountability in local government in the UK; Rahim and Goddard (2003) who combined the general model of interpretive research developed by Russell (1996) and the grounded theory method to develop an explanation of accounting in religious organizations located in different cultures; Covaleski & Dirsmith (1986; 1988) who applied it to produce grounded theories of budgeting; Czarniawska-Joerges (1988), who examined changes in organizational control; and Czarniawska-Joerges & Jacobsson (1989), who traced the connection between the budget processes in organizations and the cultural context in which the organization exists. Lye (1996) used the grounded theory to conduct innovative research into a new phenomenon, namely, the process of change that led to the introduction of accrual-based Crown Financial Statements for public sector accounting in New Zealand (see Kirk and Staden, 2001; Goddard, 2004, Rahim and Goddard, 2003).


5.7    Summary


The research methodology used in this study has been discussed thoroughly in this chapter. To conclude this is a qualitative research that uses an interpretive case study to understand the views of Muslim scholars regarding the issues of accounting and accountability. Particularly, from an Islamic perspective and to look and understand phenomena in a selected case organization “pesantren” closely and in more depth. In so doing, this research employed the grounded theory approach. 


To achieve rigorous and trustworthy answers to the research questions, this study used several different techniques as suggested by the grounded theory approach. These included interviews, observations, a study of documents and informal conversations during field visits. Having completed the data collection, all the results were analyzed through subsequent procedures, which included transcribing, reading, coding and interpreting. The relevant findings are written and discussed in the following chapters. 

CHAPTER 6


CASE FINDINGS


THE MUSLIM SCHOLARS VIEWS

6.0   Introduction


Chapter 6 and chapter 7 present the findings of this study. Chapter 6 focuses only on the Muslim scholars’ views of the accountability and the role of financial reporting in enhancing accountability of Islamic religious organizations as well as its related issues. Whereas, chapter 7 focuses on the assessment of the accountability practices of one pesantren in the Nanggroe Aceh Darussalam (NAD) province, Indonesia.


 The interviews with Muslim scholars and members of the case organization as well as their stakeholders related to this issues are considered very important in order to obtain a general understanding of how accountability and financial reporting are viewed from the perspective of Islam. The interviews with Muslim scholars were conducted in the NAD Province, Indonesia, Kuala Lumpur and Penang, Malaysia. The research questions that are answered through this chapter is what are the Muslim scholars’ views of accountability and the role of financial reporting in enhancing accountability of Islamic religious organization.

In order to address the above questions, this chapter is organized as follows: It starts by looking at good governance in Islam, followed by the importance of accountability in Islamic organizations. Then, the role of accounting and financial reporting in enhancing accountability and to whom the Islamic religious organizations should be accountable are discussed. The following sections present how to show accountability in Islam, trust (amanah) and accountability, and the role of accounting: sacred or secular activities. Concerns regarding the accounting and the accountability practices in pesantrens and factors contributing to the unsatisfactory practices of accounting and accountability of pesantrens are also discussed in this chapter. 


6.1   Good Governance and Islam

Good governance is about how the organization is managed and controlled and the manner to ensure accountability, transparency as well as trustworthiness (Aziz, 2005, Asri and Fahmi, 2004). There are various competing views on the meaning of good governance. Currently, good governance in economics and administrative aspects include the elements of increasing public accountability and transparency, respect for and strengthening of the rule of law and anti-corruption measures (Rogers, 2007).


 All of the people interviewed in this research argued that good governance is not a new phenomenon in Islam.  They strongly advocate  good governance and believe that good governance is part of the core teachings of Islam and that the genesis of good governance can be traced back to the early history of Islam. Therefore, the underlying concept of good governance is neither unknown nor alien from the Islamic point of view. This is reflected by the response of a Mufti in Indonesia when asked about how he views good governance. He said that “it is very important, very important and once again it is very important” (M02). Another scholar (A04) pointed out that good governance is an important issue when discussing accountability of any Islamic institution that deals with money from the public. He emphasized that good governance must become an integral part of financial management systems of any Islamic religious organization. He believed that satisfactory performance can only be achieved through a good system. As he illustrated in his comments:

A good system is a key factor to achieve better performance. If we want to be successful in achieving our objective, whether we like or not, we have to develop and maintain good systems (A04). 


He supported his argument by quoting the statement of Ibnu Khaldun, which said:


The good system will always be successful even though it manages bad things. The truth will not prevail when the system is bad (A04).


It is argued that this thinking has been outlined and implemented among sahabah
 of the Prophet Muhammad PBUH and previous Muslim scholars. This view is in line with the comments of Badawi (2004, p.4) in his speech.


Honesty and integrity; a passion for justice and a sense of fairness; love of the people, especially the poor, and a willingness to listen to their grievances; and a readiness to seek counsel from the wise and the learned, were some of the attributes of leadership and good governance outlined by famous Islamic thinkers such as al Farabi and al Mawardi, al Ghazzali and Ibn Khaldun.

The view that the principles of good governance are embodied in the value of Islam was also illustrated by Al-Buraey (2002, p.2). As he said:

Good governance is merely a by-product of an Islamic system. Islamic teachings are definitely prescribing eternal principles to establish and maintain ethics and good governance. They offer both intrinsic and extrinsic motivation to implement the answering good (with capital “G”), since the same time of the Prophet Muhammad.


The above quotes show that the principles of good governance are part of Islamic teachings. Since it is aimed to enhance accountability, transparency and trustworthiness, good governance is paramount in Islam. Accordingly, in governing any organization, either a profit or non-profit organization, every member of an organization must act as an element for the system to be effective. Accordingly, it can be said that the concept and the objective of good governance are actually very familiar to Muslims. 


 However, most of the scholars interviewed pointed out that the reasons for the lack of good governance are due to the lack of knowledge about administration as well as ignorance of the religion. As asserted by an academician from the State Institute of Islamic Studies, Arraniry, Indonesia:


Because good governance is not considered [by most traditional Muslim scholars] as the basis of the Islamic teachings, it is as if it’s not part of Islamic values. They only focused on the basics, how to perform thaharah [purify], tayamum [ablution without using water] and wudhuk [ablution]. Whereas, the issues relating to how to manage the organization, how to be accountable and how to show transparency did not receive enough attention. Why? Because we do not develop the curriculum in response to the reality of what is needed and faced today (A03).

 An almost similar reason was also pictured by a senior lecturer in Islamic Studies from the International Institute of Islamic Thought and Civilization (ISTAC) Malaysia, as he said:


Lack of knowledge about the religion itself has led to the misunderstanding of Islam...They thought it is enough to perform prayer, after prayer, repeat the [misdeed], then pray again, and  go for Haj again. You know, even though you go for haj, whatever you do, wrong is still wrong.  This is because of the lack of knowledge about the religion itself, about what is accountability, about what is accounting (A11).


Almost the same view was shared by another interviewee at the International Islamic University Malaysia, as he said “Islam is not only about prayers, it is not just shalat, it is not just about alms, but it is also about management. Thus, Islam is a comprehensive way of life” (A06). This is also reinforced by Dandago (2007, p.2) as he says “Islam is not just about a set of religious rites and rituals; it is a complete and comprehensive package for fashioning human life and, at the same time uplifting human spirit”.  


According to this interviewee (A06), the reasons behind this “could be, because Islam is not yet practiced comprehensively”. He also relates his argument with the civilization in Muslim countries. 

Our fundamental problems are economic problem, poverty, and illiteracy. So the comprehensive role of Islam you cannot expect that much as yet (A06). 


This is also expressed by one of the scholars at the International Institute of Islamic Thought and Civilization Malaysia as he said:


Most of the Muslim countries are less developed. They cannot provide enough opportunities for their own people to live properly. Properly means people are able to earn sufficient income to support their life (A12). 


This condition was also revealed by Badawi (2004, p.2), the Prime Minister of Malaysia as he said in his speech 


Half of the Muslim world population are classified as having a low level of human development. Only five countries in the Muslim world enjoy a per capita GDP above $10,000 U.S. Dollars. 30 countries have a per capita GDP or less than $1,000 U.S. Dollars… Corruption is another major problem in the Muslim world. We fare extremely poorly in transparency international’s corruption perception index. Of the 133 countries surveyed in 2003, the Muslim country with the best record could only rank 26th. Four Muslim countries occupied the last ten rankings. 

The above quotes imply that the level of civilization in most Muslim countries is still far from what might be expected. According to an academician from the International Islamic University Malaysia (A6), accountability and transparency are related to the level of civilization. The more civilized the society, the better the accountability and transparency of the systems.  He emphasized that theoretically, Muslims should be more civilized than other civilized nations. Islamic civilization means, the existence of a good society and good governance of organizations as well as a good government. This scholar viewed that greater government involvement is the key to improving this situation. As he elaborated:


I think everything in this world must be regulated. I have not seen any condition with a lack of or no regulations but having a high level of accountability. High levels of accountability come with proper regulations. If there is no regulation, we do not expect good organization, because there is no requirement…Why should governments regulate? This is because of the public’s money. If you don’t regulate, how do you ensure the accountability (A06).


The scholar noted that that the appropriate regulation is very important in any attempt to increase the level of accountability of any organizations. This legal jurisdiction can push the people to follow the rules.  As he further said: 

Financial reporting requirements must be there. How do you know that this organization collects funds properly? It is through their financial statements. Regulations must be there to push them to do it. Then, there are those who said that they are not ready. Then, if I do not report, I will not be able to collect. How do I fulfil my welfare activities…the government should become the licence authority. There must be a licensing arrangement by the regulator (A06).   


In the case of religious organizations such as pesantrens, this scholar explained that government regulation is a very powerful tool for improving the accountability of pesantrens. Actions taken by the government in response to any wrongdoings of the pesantrens will have a positive impact on improving the accountability mechanism of pesantrens. Strong action by the government in response to any wrongdoing would ensure that the organization complies with the accountability requirements. Similar to this, Tilt (2006, p.6) says “much of the research done on corporate accountability, therefore, suggests that regulation is the only way to ensure that companies provide complete and detailed report”.

Other scholars interviewed, however, pointed out that there is a weakness inherited with any increase in government intervention. As such, government intrusion has long been prevented by some religious organizations such as traditional pesantrens. As one academician from International Islamic University Malaysia who has experienced studying in a pesantren said: 


There is a kind of suspicion from the pesantrens, like with the help from government; the government wants to interfere in the affairs of the pesantrens. That still often happened within pesantrens.  Therefore, if they have such views and they were asked for the accountability report etc, I am sure they will choose not to receive the help from the government. No help, no problem (A07).  

6.2    The Importance of Accountability in an Islamic Religious Organization.


It is believed that the importance of accountability in Islam can be traced in the Holy Qur’an, the Sunnah, which contains God's inspired acts; sayings of the Prophet Muhammad (Hamid, et al., 1993) and the traditions of sahabah as well as the Islamic jurisprudence. This is depicted in the following quotes:

In the Holy Qur’an, for example, the word hesab is repeated more than eight times. Hesab or account is the root of accounting, and the reference in the Holy Qur’an are to ‘account’ in its generic sense, relating to one’s obligation to ‘account’ to God on all matters pertaining to human endeavor for which every Muslim is ‘accountable’ (Lewis,2006, p. 2). 


Furthermore, one scholar interviewed said:

You take a look even in the context of the sirah
 of the Prophet or sirah of Sahabah…if you look at the case of Umar bin Khattab, he institutionalized and formalized that, because he understood, that his accountability is to the people. As a Caliph he needed to manage the money of the people, and Allah…I believe that there was a proper reporting system during his time (A06). 


Clearly, from an Islamic perspective, the accountability is not just a matter of moral obligation and a material right of stakeholders, but it is also the injunction of the Islamic teachings. This can also be seen from the following quote:


Accountability in Islam generally comprises  two main categories of ordinances called statutory ordinance…The first category concerns doctrinal ordinances which are discussed in the domain of dogma… the second category is that of legal practical ordinance. In Islamic scholarship, these ordinances are discussed in the domain of fiqh (Al Safi, 1992, p. 64 )

All the scholars interviewed recognized the importance of strengthening accountability in managing community funds, regardless of whether such an organization is religious based or not. A scholar from the State Institute of Islamic Studies, Arraniry, Indonesia explained:


We cannot avoid accountability, why is this so? This is a religious institution. For whom did the donors give the funds to. They did not donate for this [the organization], but for the society. Because they are running the needs of the society, so they must be accountable to the people. It is a must(A03) .

This is also reinforced by another interviewee from International Islamic University Malaysia. As he said: 


Any Islamic organization initially existed to serve the purpose of religion, didn’t? So by right Muslims have direct accountability to donors, and from the Islamic point of view, even though you are not a donor, you are also entitled to direct accountability. The recipients of zakat money are example of this. Why are you one of the stakeholders? The reason is that you have the right to receive that money, to the poor, and in fact to the Muslims at large, all the Muslim public (A06).

The above quotes imply that accountability is viewed as an important component of management in any institution dealing with the needs of the community and it is a religious obligation to be accountable. It is argued that as far as Islam is concerned, any organization must be seen as being accountable, not just religious organizations such as pesantren. 

A proper accountability practice has a potential to increase trust, commitment to stakeholders and organizational performance as well. Donors will naturally use accountability reports such as financial reports to gain assurance that their donations were administrated wisely. The donors will not donate, if they believe that their donations will be wasted and/or misappropriated. This is clearly reflected by the comments of the Country director of one International organizational donor operating in the NAD Province, Indonesia during an interview. As he said:


Suppose someone applies funds for educational programme, then we see his or her capacity or experience, how long he has been working in the education field. We also see the transparency of their financial management and other things. We look at the audit reports. We also sometimes visit their organization to discuss and interview to ensure that they are transparent, accountable and also have a good management, both in financial and general administration. Otherwise, you see that if we give some money and the people cannot carry out the programme, then it is simply a waste of money and time that would not actually have  given benefit to the poor people (D1).


Besides, accountability is also aimed at assuring the stakeholders’ group that the management of the organizations is not taking advantage to enrich the leaders of the organizations or its employees at the public’s expense. Because seen from an accounting point of view, without accountability, ultimately, there is nothing to prevent financial abuse. This is also recognized by a Mufti (Director of the Indonesian Council of Ulama). As he said:


I think it [financial accountability] is a must, because trust does not only come from our relationship with Allah, but also from our relationship with human beings. Hence, I think accountability is obligatory.  Sometimes, even though what was given by the right hand was not known by the left hand, it applies only if it is a small amount. If the donation is hundreds of millions such as donations from BRR
 how could it be, it is not possible (M02).

However, he mentioned that if there is a request from the donors not to disclose the name of the sources, the management of the organization as the receiver must guarantee that. 


All the Muslim scholars interviewed viewed that there is a strong emphasis on the need of accountability in Islam and that it plays a very significant role in developing a relationship of mutual trust between the Islamic religious organizations and their stakeholders. Thus, it becomes a key factor to attract the necessary resources. As illustrated by the following comments by a senior lecturer in Islamic studies from the State Institute of Islamic Studies, Arraniry,  Indonesia:

 I think that is very important, as it is called trust, when the people read it, it is believed that the information is true and accurate. The report is good, the evidence is available, and all disbursements have proper receipts. Thus, there is no suspicious feeling. This [accountability] will benefit all parties; those who receive the report are happy, they are not suspicious, no anxieties. Those who receive the funds will receive more help next year (A02).


The same view was also expressed by another academician as he said: 


The more an organization provides complete information to the public about its work, and its management, the more the public will have confidence in it and be willing to support it (A06).


These views are in line with other studies in the area of non-profit organizations’ accountability as depicted in the quote below: 

 Foundations and NPO’s accountability and transparency are not just an “option”  but are increasingly becoming an imperative…Foundations are the result of private philanthropic impulses, whose overarching mandate is to promote and contribute to the public good. So accountability, responsibility and legitimacy, are concepts intrinsically linked to the nature of philanthropy itself (Pezzeti 2004, p. 9) 


Besides, many other factors such as the increased pressures from active and vocal society, the development of the information society and the “failure” of government regulations to legislate and implement a culture of accountability have also contributed to the growing need for accountability and transparency of Islamic faith- based organizations.


If the above discussions may seem very theoretical, one Mufti from Indonesia provided an example of the actual implementation of demand for  accountability and transparency to the public. As he illustrated in the following quote:


While Caliph Umar bin Khattab was giving a sermon, right after he gave salam [Muslim Greeting], the congregation shouted at him. “We would not listen to you Umar until you tell us honestly, from where you get your new cloth? Where do you get new cloth, is it from the public money. Umar replied, ask my son? Then his son said, I gave my cloth to my father because his cloth was torn, and he is a caliph. The congregation then said, now we listen to your sermon (M02).


This incident represents a very good example of accountability and transparency at work in an Islamic historical context. This is also often described by those who wrote the bibliography of Umar (see also Youssef and Al-Buraey, 2007)

Since this research is focused on Islamic religious institutions, the issue of the accountability concept in Islam was raised during the interview. The  majority of the scholars interviewed pointed out that accountability in Islam goes far beyond the conventional view where financial reporting is considered as the primary element of accountability. This is reflected in the comment by a Senior Lecturer in Islamic studies from Universiti Sains Malaysia, as he asserted: 

Accountability in Islam is not only seen from the financial perspective, it is also viewed from other perspectives. Even if you have knowledge, but you keep that knowledge to yourself without imparting to other people who are in need of that knowledge, then you are not accountable to God (A09).

Thus, the responsibility of Islamic religious institutions is not limited to financial accountability through providing financial reports. From the Islamic perspective, all activities are required to comply with the rules of syari’ah in order to be accountable to God. Since all Muslims believe that they will be subjected to hesab
  in the hereafter for their actions in this world. As illustrated by a senior academician in Islamic studies at the State Institute of Islamic Studies, Arraniry, Indonesia:  


He [Muslim] must be accountable for all his actions [deeds]. Accountability is not only in this world but also in the hereafter. Free from this present world, it will be counted in the hereafter. So there is no lying among Muslims, if she or he really holds on hesab (A03).


Therefore, every Muslim, either as an individual or as the head of the organization, needs to ensure that their deeds and words in this world are in accordance with the Islamic teachings. For institutions such as pesantrens they have to be responsible to a wide spectrum of stakeholders. It should not only focus on financial matters, but should also satisfy the needs of stakeholders as well as to God. It is argued that if this concept could be internalized and reflected in their attitudes, there would be no misuse of community funds in the Islamic religious organizations and Muslim community at large.


Similarly, an academician from the International Islamic University Malaysia, noted that “some authors argue that there is a very Islamic way of having a proper accountability, through the word hesab…because the word hesab is  mentioned so many times in the Holy Qur’an”(A06). He viewed the word hesab as the Muslim belief that they will be accountable to God in the hereafter. The belief in the hereafter is one of the most important factors that relate to the accountability issues. Muslims believe that this world functions only as a transit for man to a life in the hereafter (Asri and Fahmi, 2004). Therefore, this belief, should guide the conducts of the Muslims. Every one will be judged according to their deeds, actions and conducts during her or his life in this world. Thus, a Muslim should be more accountable, not only because of the accountability aspect that they have understood conventionally, but because of the faith in God and the hereafter. This is reflected by the following comment of one scholar:

In managing ourselves, in managing our institution, in managing companies, as Muslims our accountability is much more than the non-Muslim. We should be more accountable, we have a heavier burden than them (A06).

6.3    The Role of Accounting and Financial Reporting in Enhancing Accountability


 Even though a significant proportion of social and economic activities are currently conducted within non-profit organizations, most studies on the accounting practices to date have concentrated specifically on accounting for profit organization (see Lightbody, 2005). Literature has suggested that religious or faith-based organization are classified as belonging to the broader sector of non-profit organizations or civil society. In Islam, civil society is believed to be as old as Islam itself (see, Bremer, 2004, Epley 2004, Lightbody, 2005). Moreover, accounting and financial reporting have long been viewed as very important components in improving accountability of Islamic religious organizations. 


Accountability to God and the community for all activities is paramount to the Muslim’s faith and the notion that human beings have an “account book” with God are central tenets of Islam (see Lewis, 2006,  Kamla et al., 2006). All of the interviewees agree that financial reporting has an important role in enhancing the accountability of any religious organization. As a Senior Lecturer at the International Institute of Islamic Thought and Civilization, Malaysia said: 

During and after the time of the prophet and after the prophet [recording of financial transactions] is very, very important. However, the actions of Muslims are not based on their principles. The Accountant will also cheat [laughing], most of the scandals in the bank, and so on [laughing] are because of the accountant! (A12).

This is also expressed by an academician in Islamic Studies at  University Sains Malaysia. As he explained:

It is an important aspect to assure that every thing must be run efficiently…If all transactions have been recorded properly, i.e. cash outflow, cash inflow systems, the balance, and how they were done. It will not create the issue of non- credibility. Secondly, it will increase the effectiveness, the competence and the efficiency of how they spend the funds received from the donors. As such it [the records] can be reviewed and studied. I view it from this perspective (A09). 

This understanding implies that there is a link between Islamic teachings and accounting. Proper recording and reporting are viewed as having a very important role in providing information to the users and are used to improve accountability and efficiency of the institutions. Besides, it can develop a mutual trust between the institution and the donors. Other interviewees pointed out that proper financial information is very important to show transparency of the organizations. As expressed in the following comments of the various scholars interviewed: 


Of course, I view it [financial report] positively, must be a proper report, must be a proper chart, must be a proper organization, and must be a proper inflow and outflow of money. Those things are very important to show transparency. Clearly, that is very important in Islam (A11).


I see it as very important, I always read about zakat [alms], and I like to see the amount received, distributed, as well as who the recipients are. Although it is difficult to read, but I will try to see how much the inflow and outflow of funds are. For me, it is very important, even though, I cannot understand it fully (A10).


Financial reporting is very important. It is extremely important. They should provide weekly reports, monthly reports, stick it on the wall, we receive money from this source, we buy these, and we spend on these. These are the expenditures and so on…You cannot trust anybody unless they have good administration, management and recording systems (A03).


I think accounting is very important…there are various verses that show the importance of accounting… The Holy Qur’an has placed the foundation for such matters (A01).


Thus, there are no different perceptions among the Muslim scholars interviewed, regarding the importance of accounting and, particularly financial reporting in enhancing accountability. All interviewees believe the importance of accounting in providing information and to evaluate management and transparency in Islamic religious organizations. It is indicated that the accounting conceptions are not new, in either conception or practice, in Islam. However, it may not be well operationalized as noted by one Muslim scholar from Universiti Sains Malaysia:


Accounting activities have existed in Islam since the first era, the first day of Islam. The Prophet has implemented accounting activities during that period that had provided the base for an accountability mechanism practiced during the era of Caliph Umar bin Khattab. Such foundations have been developed by the Prophet. Hisbah is accounting, hesab is counting. So it needs Muhtasib, he is the officer who is in charge of state assets financial management. However, the concept of hesab in Islam is wider (A09).


It is believed that the accountant and hence accounting is also actually given a key role in Islamic history. As Kamla, et all (2006, p 257) explained:


The person that is described as an accountant or Muhtasib in Islam is the one responsible for making sure that business is not harming the community. It was the Muhtasib’s task, among other things, to ensure that businesses activities such as banking and tanning were situated in areas where they did not have a negative impact on the community through the emissions and smells they produce… the muhtasib was charged with checking that businesses were not disposing their waste in a way that was harmful to the community surrounding them. The Muhtasib during the Islamic rule of the 15th  and 16th Century is reported to have made sudden visits to these business locations to ensure that their activities were in compliance with the best interest of the Umma.


The Muhtasib’s role in respect to accountability in an Islamic society, therefore, was not limited to technical and financial tradition, it was a social role, whereby the Muhtasib’s accountability extended to making sure that sharia’s social rule in respect of umma’s welfare and interests were enforced and complied with.


Some interviewees also pointed out that accounting has played a significant role during the golden era of Islam as one Muslim scholar explained:


Accounting plays a very important and significant role, and the achievement of the previous times, especially in the financial matters and so on are due to that [the sound practices of accounting]. Currently, if we read the modern text books, we can still find the total income of zakat figures collected in Egypt recorded by the Governor Amru bin Ash during the era of Caliph Umar bin Khattab. This means that [even during that time] the recording of accounting activities was done very systematically (M02). 

This is supported by another academician from the State Institute of Islamic Studies Indonesia who explained that good financial administration existed during the Islamic golden era:

Sure, we were at one time successful in managing the world. We have been successful and have good financial administration. Then the ignorance surfaced and went on for hundred of years and we become uncivilized, primitive in management skill. Now we are just like the “losers” (A03).


This understanding implies that there is recognition of accounting as giving a tremendous historical contribution to the development of Islamic communities, either in the Islamic charitable sector or in the public sector. This can also be seen from the following quotes:


There was an institution under the Umayyad Caliphs, which was similar to this institute, called Diwan El-Kharaj. However, it was responsible only for collecting government income. This institution was established during the rule of the Abbasid Caliph Al-Mahdi to be mainly responsible for collecting, reviewing and controlling the government revenues and expenditures. This institute required a representative in every organization and in every region to review, monitor, and control the organization's accounts and report them to the head of Diwan El-zemam (Al-Qahtani, 2007, p. 5).

6.4    To Whom  Should the Islamic Organization be Accountable?

The majority of interviewees agreed in principle that Islamic religious organizations should be accountable to Allah and society as a whole including the donors, government, beneficiaries or public at large. A Senior Lecturer from The State Institute of Islamic Studies, Arraniry, Indonesia said:

If he received funds from the government, he must provide an account to the government. He also has to provide accounts to other stakeholders; meaning to the society…Accountability in Islam is accountability to God and accountability to society. In addition, Islamic law contains two accountabilities, accountability in this world and accountability in the hereafter (A02).


 Similarly, another academician from the same organization explained that:  


Islamic religious organizations have an obligation to be accountable to their donors as well as to society. In Islam accountability is wider, accountability to the constituents and also accountability to God (A03). 


Thus, accountability in Islam is viewed as broader than what is generally understood in the West. The first, refers to an individual’s accountability to the society or stakeholders, and the second relates to a person’s accountability to God. In a similar vein, one of the scholars in Islamic Studies from Universiti Sains Malaysia also shared the same view.  As he explained:

First, certainly he or she is accountable to God. Since the donor gave the money because of God. Second, the accountability is to the donor and accountability to the target group…because these are the people intended to be helped (A09).


This argument was supported by one of the interviewees from International Islamic University Malaysia as he said:


According to Islam, accountability first and foremost is to God. The second is to society, specifically, to the donors (A07).

The same view was also illustrated by a senior Lecturer from the International Institute of Islamic Thought and Civilization, Malaysia, as he said:


I think the principles of accountability for us [Muslims] should go to the donors as well as to the whole community (A12).


He argued that Muslims believe in the unity of God as the creator of human beings, in which God’s sovereignty is recognized. This concept of unity is argued as Tawhid, which is the basis of Islamic beliefs. Furthermore, Islam provides a complete code of life for human beings. Consequently, accountability in Islam includes both vertical and horizontal accountability. Vertical accountability is accountability to God whereas horizontal accountability is accountability to the society. 


All interviewees reveal that providers of financial resources are an important group of society to whom non-profit organizations should be held accountable. Accordingly, Muslims are accountable to God and also they discharge their accountability to society, and more specifically, for the case of NPOs such as pesantrens, they have to be responsible for their providers of financial resources or donors as well as to their recipients. This is also illustrated by Sulaiman and Willet (2002, p. 11) in the following quote:


The axiom of Equilibrium or Al-Adl prescribes the relationship among individuals. Related to Equilibrium is the concept of justice. From the perspective of the absolute, this refers to the supreme attribute of God. God Himself promises justice for all. From the perspective of social action. Equilibrium is the binding moral commitment of individuals in society to uphold a delicate balance between individual rights and responsibility towards the ummah. Accordingly, in Islam everyone is ultimately accountable to God and this accountability also encompasses accountability to society.


However, one of the interviewees in Islamic Studies from Universiti Sains Malaysia has a slightly different view regarding this issue. For him whether the organization should provide the report of accountability or not depend on the requirements put by the donors. As he explained:


The money should not be reported to any specific parties. However, if the donors put a condition for them to provide the report of accountability to the donor, then he or she has to prepare the report. If not, then his or her responsibility is only to carry out the amanah based on trust put on him or her (A08).

Seen from this argument, amanah is viewed as being more important, even though it can disregard reporting to the donors or other related parties if they do not request for the financial report of the resources donated to the organizations. He argued that this amanah is only given to sincere people. Amanah is defined  as “a mental attitude of being completely trusted”(M02). This definition is also confirmed by Sosis (2005, p1):

 We may employ the word trust to characterize the attitude of agents toward other agents. Thus sometimes it denotes an attitude of confidence about another agent’s reliability. However, we also use trust to describe behavior. Accordingly, to trust is to act on this attitude of confidence on another agent’s reliability”.


6.5    How to Show Accountability in Islam?


How should religious NPOs show accountability in Islam? Must they show accountability formally? Even though there is a different perception which exists among Muslim scholars regarding this issue, the majority of interviewees pointed out that accountability must be shown formally or on paper. As one of the interviewees said: 


If people are like the Prophet probably yes [Informal], but now it is a must [written]. Even God orders two angels, to write it down [our deeds] (M02). 


A similar view was also shared by a Muslim scholar in Islamic studies from the State Institute of Islamic Studies, Arraniry, Indonesia:

All must be recorded, Al Qur’an says when dealing with debt, it must be written down (A03).


He argues that the formal reporting such as financial reporting is a very important element in demonstrating accountability and it is considered as religious obligation. This is also supported by another interviewee from the State Institute of Islamic Studies, Arraniry, Indonesia.  As he claimed:


What is stated in the Holy Qur’an is that you have to record transactions… 


All transactions, in any context, must be recorded, because it is a form of accountability, and it is amanah (A04).

Thus, from the views of the Muslim scholars, Islam requires a written report as a mechanism to show the financial responsibility of the institution. It represents one of the most important tools for promoting and enhancing accountability and transparency in any organization. Accordingly, those who held to account should not give an account of their actions through informal report. In addition, this interviewee suggested:


Now the need for proper recording has become “compulsory”, as it is mentioned by ulama Hanafiah. Since all transactions require legal certainty, thus, authentic evidence, such as recordings are needed (A04).


Clearly, there is a view that an organization that manages community funds such as pesantren should provide written report. As expressed by several Muslim scholars below:

In Islamic teachings, this [Financial] matter should be able to be seen, must be able to be proven…It is important to note that Islam also has a mechanism to confirm that the accountability is really carried out. It was known as the system of hisbah. If the system of hisbah is available, and there are officers of hisbah called as muhtasib, then how can the muhtasib examine something that was well implemented or not, if there is no written document, etc(A09). 


All have to be written down clearly…you have to show on paper, there is no other choice (A11).


We have to show a formal report actually, people do not really trust you or believe you unless you make it formal, especially in the present day…I think it [informal report] is not really good, not really systematic according to the Islamic point-of-view, when you just say it verbally, without showing the actual report to your donors (A12).


There must be a record, what did we buy, how much we have spent,  there must be a record, so that other people can verify. If we did not do it, there might be accusations that we have misused the money (M01).

Besides, financiers are now also increasing the reporting requirements. Recipients are more frequently asked to provide detailed financial information. This can be seen from the following comments of the Country director of one organizational donor. As he said

We cannot rely only on verbal reports. When we donate to some organizations, of course we asked them to submit the regular report…we usually ask them to give us an audited account, all the time we ask them to give us audited accounts by a registered audit firm (D1).  

However, there are also some different opinions from those interviewed about the way to show accountability in Islam. This is illustrated by the following comments by one scholar in Islamic Studies from the International Islamic University, Malaysia: 

If we referred to the Islamic teachings, it is only for those pertaining to borrowing that must be written. Other than borrowing, it’s often based on trust or amanah. How far the amanah is indeed carried out?  This does not mean that the possibility to develop an accountability mechanism in Islam like you mentioned earlier as a “written report” is not there (A07).

He further said:


It is clear in the Holy Qur’an, the transaction was the transaction of dain (the borrowing). Absolutely it must be recorded, because there is a huge disagreement. Therefore, the Holy Qur’an requires it to be recorded. It must have a clear record. So, accountability is quite clear there (A07). 

In the context of waqaf, which include donations, he argued that the transactions are different and that it is no part of the contract of dain (borrowing), it is not a trade contract. Therefore, the accountability in this context is more flexible. As he explained:

Providing a report is more flexible in this context. For me it can be formal, or informal. As I said earlier, the principle of amanah in Islam is how far we carry out the requirements of the donors (A07). 


This is also supported by a Senior Lecturer from the State Institute of Islamic Studies, Arraniry,  Indonesia. As he said:


The important thing in the accountability is trust. Oral [providing verbal report] is okay, we make it all clear. We may not blame them if they did not have the human resource…We have to see their situation. The issue is that they don’t have any staff (A01). 

However, another scholar from the International Islamic University, Malaysia provide a slightly different interpretation of the message of the Holy Qur’an. As he said: “Accountability should be performed in a formal way” (A06). He argued that even though Surah Al Baqarah verse 282 did not specifically state that for all transactions, one has to understand the spirit of that verse in the context of two people, one the borrower, and one the lender. Accountability to another party for the money he borrows, God makes it clearly that debt transaction must be recorded.  Seen from this perspective, clearly, there is a different view and interpretation existing among Muslim scholars regarding the recording of financial transaction and how the accountability should be shown. 


Informal reports are not considered as fulfilling the requirements of Islamic law (syari’ah).


The message of the holy Qur’an Faqtubu…write it down. How the donors can feel safe, can be sure. Thus, recording will create trust…” (A02).

 This argument is supported by one of the scholars interviewed at Universiti  Sains Malaysia. As he illustrated by the following comments: 


So, if we want to comply with syari’ah, based on nash, then written documents are needed to show that the accountability has been carried out and has been fulfilled (A09).


The above quotes imply that in spite of the different views which exist among Muslim scholars, there is a general belief that a formal accountability mechanism is an integral part in religious-based organizations and is strongly encouraged. Some scholars interviewed considered it as compulsory. Formal reporting can only be provided through a proper accounting system. As one of the main objectives of the accounting systems is to aid accountability (see, Lewis, 2006), accordingly, there is no doubt that accounting becomes a very important element and a successful aspect of the accountability mechanism in Islam. 


However, it is acknowledged that there are some arguments that accountability can be demonstrated verbally (informal). One of the interviewees from the International Islamic University, Malaysia viewed that this argument is not in line with the Islamic teachings. As he said: “It does not meet the requirement of Islam” (A06).  This scholar believed this argument actually tried to bring in religion as the justification not to use the management accounting techniques and accountability. He rejected using the informal mechanism as a tool to show accountability. As he elaborated:

We shouldn’t use that [informal accountability] as an excuse in saying that Islam, our relationship to God is very informal. Therefore, it is not necessary to be formal, we can be informal. But by being informal, we are not fully accountable. How do you measure if you don’t report? If you don’t use a document, how do you measure? If you cannot fulfil good management in this world like I said (A06).

It is suggested to view it in the context of “sirah Sahabah”, such as in the case of Caliph Umar bin Khattab. This interviewee argued that when Caliph Umar bin Khattab established Baitul-Mal, he formalized and institutionalized the systems. The Caliph understood that accountability should be shown to the community and to God. He believes that there was a proper reporting system.  However, the Caliph can decide to remain informal, as previously the way of performing accountability was very informal. The majority of interviewees emphasis that the Islamic institutions should not use the informal accountability mechanism to explain their responsibilities, especially, their financial affairs. Because times have changed, all religious organizations have to meet and incorporate reporting requirements as explained below by an academician from the State Institute of Islamic Studies, Arraniry, Indonesia:

No, it is not the time any more, the time is past for those standard things [informal accountability]. Now it must follow the rules of accountability, the rules of bookkeeping, the rules of funding administration, it is a must, we cannot avoid it. It is a part of the core teachings of Islam (A03). 


6.6    Trust [Amanah] and Accountability


The majority of interviewees agree that trust or amanah plays a quite significant role in enhancing institutional accountability. This is illustrated by the following comment from one interviewee:


 It will be an unbeliever, those who do not hold amanah. Amanah means an attitude of completely being trusted. In Islam if a person is not amanah, they cannot be trusted at all. Trust is given to someone by somebody and is strongly associated with her or his faith. If her or his faith is depraved, all of her or his deeds are not true (M02).

However, this amanah cannot replace the accountability mechanism to the public. As he further elaborated:

Now it really depends on accountability. For example, distributing zakat [Alms] through the “bazis” [zakat, infaq and sadaqah collection board]. But many people did not want to give alms through the bazis. Why? Is the zakat board a traitor and cannot  be trusted? I think, it is not like that, but they did not clearly understand the accountability of the zakat collection board. I think accountability is necessary (M02).


Amanah also does not stand alone; it is influenced by the systems and accountability mechanism. This is depicted in the following comments by a scholar that was interviewed: 


 Amanah [trust] is a mental attitude, it is personal attitude… I am trustworthy, I am amanah, but how are you going to prove it? We cannot put it as a kind of mechanism…amanah must be managed through the real mechanism, through the bureaucracy, through the system…Amanah can be maintained through a good system, otherwise it will collapse. It will collapse, especially in this modern time. Everything is going through a system (A03).


All interviewees agree that a person who manages the public interest must be amanah. However, to avoid public misconceptions, a financial reporting to those stakeholders is needed to enable people to know that those who manage the community funds are really amanah. Otherwise, how can the people know that they are amanah, they never lie, etc, even though they are very good individuals who do not cheat, etc. As commented by one of the scholars in the accounting field from the International Islamic University, Malaysia as  quoted below:

How do you know the institution is amanah or not? It will depend on how good this institution is in the eyes of the public…How do you know the organization is good? If the organization provides a financial statement, they never lie, the financial statement is audited, and having integrity, accountability, independence, and then people will know whether you are amanah or not… You claim yourselves as amanah, I am good man, I am amanah, but you don’t report and show your amanah, how will people know? (A06) 


He argued that the intention is not to show that we are good, but the small group of the people who understands the accountability mechanism and the financial reporting will know whether the organization is amanah. These small groups of people are the very important stakeholders for any institution that manages the community fund. The institutions have to satisfy them in order to attract more financial support for the existence of the organization.  For him amanah is a measurable thing, as he claims “amanah to me can be measured, otherwise we do not know that the Prophet is al-amin, if we cannot measure amanah. It is the same in the case of the organization”.


6.7   The Role of Accounting: Sacred or Secular Activities


Accounting activities in Islam is regarded as sacred activities. One interviewee said:

Definitely yes, for me there is no argument for that. It is religious, it is compulsory, it is obligatory, and anybody dealing with that has to do it sincerely, with honesty (A03).


This is in line with the following quote: 


Accounting in the broad sense is central to Islam. Since, accountability to God and the community for all activities is paramount to the Muslim faith…One of the primary objectives of the accounting is as a system to aid accountability (Lewis, 2006, p.1).


The above quotes clearly imply that in Islam, accounting is not a secular or profane activity. It is an integral part of an institution’s management and it is part of a religious obligation. It is argued that Islam also encourages ethical behaviour such as sincerity and honesty in managing funds and finances. Other interviewees, pointed out that there are many verses in the Holy Qur’an relating to the accounting activities. This is depicted in the following comments by an academician in Islamic Studies from University Sains Malaysia who said: 


There are many verses in the Holy Qur’an about the property, about law of the heritage. If a mother passes away then leaves her children, then this child gets half, that child receives one third. I think these are also parts of accounting activities (A09).

These quotes imply that in Islam, accounting is clearly part of the sacred activities. The religious and the secular divide are unknown in Islam. One of the senior lecturers at the International Institute of Islamic Thought and Civilization Malaysia said:


 “Faqtubu” is mentioned so many times [in the Qur’an], about “kitaba” about record, to record, to write, not only one, but about other loans, about borrowing, so many other things…To write not only on this matter, on this context, so many, so many, countless actually. So many [verses] brother, so many verses about kitaba, about kataba (A12).


The sacred and secular dichotomy was noted on the accounting and accountability literatures by Laughlin in 1988 and subsequently refined and extended by Booth in 1993.  It has become an influential preposition within the accounting academic community and the dominant interpretive model for researching the situated practices of religious organizations (see Hardy and Ballis, 2005). All activities within religious organizations (churches) can be separated into two categories. The first of which are the activities to do with teaching, preaching, educating, and meeting the welfare needs of the religious community. These are considered to various degrees as having to do with the sacred. Conversely, finance, administration, resource management, and commercial functions that appear to be not directly related with the core mission activities of the religious organization are considered as secular (See Hardy and Ballis, 2005, Laughlin, 1988, Booth, 1993). 


The rejection of sacred and profane dichotomy in Islam was also stated by one of the Muftis in Malaysia, as he said:   


We cannot separate the worldly affairs with ukhrawi [eschatological].We have to be accountable for all our actions in the hereafter. Thus, it is a part of  religious affairs. Since, it is part of religious affairs, so, our understanding is that we cannot separate between worldly affairs and religious affair (M01).


In a similar vein, another scholar interviewed described that:


From the Islamic point-of-view, any instrument, activities; or tools which are good in nature are considered good. Anything which is bad in nature will be bad in Islam. Accounting is good, because to fill accountability relationship and therefore, if accounting follows in the spirit of or requirements of Islam, then it is an Islamic accounting (A06). 


He argued that the reason that some people do not consider accounting activities as religious activities is due to the lack of their knowledge of Islam, and they don’t understand  the role of accounting in that sense. As he further said:


How it can become unIslamic, because we do not practice it according to Islam. So if accounting follows in the spirit of or requirements of Islam, then it is an Islamic accounting. If you understand Islam and you understand the worldly activities, then you can reconcile the administration; why we have a separation, to some people, because they don’t understand. They said that this is unnecessary,  they don’t understand the role of accounting in that sense (A06).


Clearly, in Islam there is no separation between the sacred and the profane. Muslims cannot become good Muslims if they compartmentalize their behaviour into sacred and secular dimensions, and their activities all the time are bound by the syari’ah (also see Kamla, et al, 2006).

Nevertheless, some religious people still consider themselves as accountable only to God, and they only need to be accountable to God. In responding to this argument, one Muslim scholar said:


It is a very clever excuse; as if hiding himself of his weaknesses. It is as if hiding behind God. What is God here? God means humanity. We are  the Khalifah of God. What do you mean I am only responsible to God?  What does that mean? For your prayer is okay! But in dealing with money, material and so on, this concerns the Khalifah of God. Thus, we are managing the activities, the trusts that are given by Khalifah of God (A03).


This quote implies some views that donation/sadaqah is an act of worship. Their organizations are only accountable to God, not to man. Thus, there is a reason for not disclosing financial information. It is argued that accountability to God is achieved through performing accountability to human beings.

This is in line with what Baydoun and Willett (1994) note as quoted by Sulaiman and Willett (2002, 24):


From Islam’s perspective, an individual is ultimately accountable to God… Islam teaches the individual to regard life as a matter of mutual cooperation and personal responsibility so that accountability to God can be interpreted as accountability to the ummah (community of believers).


This means that from an Islamic point of view, we cannot separate between accountability to God and accountability to human beings.  This is also said by another interviewee as he elaborated:


In Islam, we cannot separate the relationship between God and to humankind. You fulfil your responsibility to God, but you ignore your responsibility to human kind. There is no such thing in Islam, because you may not separate between God and human beings. Certainly, it is different, but accountability to the community is the result or comes from our accountability to God…When you fulfil your responsibility to your fellow human beings, then it means you also fulfil accountability to God (A09).

The same view is also expressed by another academician, as he explained:


It is not correct to say that we are accountable only to God, as we are also accountable to man (A11)


The above arguments clearly indicate that accountability to God implies accountability to society as depicted in the Maali, et al. (2003, p.21) explanation.

The relationships of Muslim to each other and to the Umma (which refers to the Islamic society) in general are emphasized in the Qur’an and in the deeds of the Prophet Muhammad. This implies that submission to the will of God include recognizing the rights of other, and dealing with society justly. Thus, accountability to God includes accountability to society 

More importantly, it is believed that a person’s relationship with other individuals mirror their relationship with God. As one interviewee explained in his comment:


If you do good to people, there is a strong indication that you are being good in God. If you don’t do good to people, definitely you don’t have good relationship with God. For example, look at us; if we are good with others, definitely our relation with God is good. If we are not good, definitely our relationship with God is not good (A06). 

6.8    Concerns Regarding the Accounting and the Accountability Practices in Pesantrens


The majority of interviewees raise concerns regarding the accounting and accountability practices in the pesantrens. A senior lecturer from the Institute of Islamic Studies, Arraniry, Indonesia, explained that the accounting and accountability practices in pesantrens are less organized.

They are just relying themselves on the sincerity, the trust and the traditional mood of managing a funding or financing. They care less about new knowledges, such as accounting. In fact, what they have been doing is contradictory to the real teachings of the Holy Qur’an. Izatadayantum bidaini ila ajalim musamma, faqtubuhu… Faqtubuhu means put it in writing, put it noting, that the real, if you are dealing with money, with debt, with capital you put it in writing. This is stated in the Holy Qur’an (A03).


In a similar vein, another interviewee from Dayah Supervisory and Development Agency, one of the new government agencies established in 2008  by Nanggroe Aceh Darussalam (NAD) government that is primarily responsible for pesantrens development in the  province,  said that the management and accounting of pesantrens as very low:

We worry that we will not receive the reports for the funding provided. Instead of asking them to provide the report, we contract out to a financial consultant to enable us having accurate reports. We have appointed consultants for all districts. We give the fund, but we don’t expect to receive financial reports from the leaders of Dayah. The leaders of dayah have very simple reports, because they don’t understand the accountability mechanism (G02).   


Thus, there is the view that accounting and accountability practices of pesantrens are less developed. Therefore, it cannot be expected to be able to produce a satisfactory accountability report. These arguments are supported by another government officer from the Pesantrens Development Section, Department of Religious Affair in the NAD province. As he explained:


Nowadays, the accountability issue of the pesantrens in Aceh is very problematic. Only 10 percent of pesantrens submit their reports to us.  When we asked a Tengku, previously we give Rp.100.000 [one hundred thousand rupiahs] to your pesantren, what have you done with the money?  He just simply showed that the money has been spent for these “water supply equipments, building etc. When we asked for the written report, it is very difficult for them. Providing written report is very difficult for them (G01).

This is frankly admitted by an academician who has previously studied at a pesantren, as he asserted: 


From my experience in the pesantren where I studied, the written documents, annual report etc were not available. If it is a modern pesantrens, the pesantrens providing education in a modern way in the form of classes from of the primary schools to the senior high schools, or from the Ibtidaiyah to Aliyah, then the responsibility and the accountability are quite clear (A07).

This is also expressed by an interviewee from the State Institute of Islamic Studies, Arraniry, Indonesia as he explicated:

A modern pesantren has a good accountability mechanism…They have a good record-keeping; For either cash inflow or for cash outflow. The structure is clear. So, at least their students have an understanding about cash inflow and cash outflow. Every year, especially, for the foundation, at the end of the year they have to be accountable to the foundation committee (A01). 

The concerns of the lack of financial accountability of pesantrens were also raised in an Indonesian newspaper.  

A group of elements in the community see that the donations for pesantrens from the local government budget are proned to be misused. Therefore, the society is required to supervise such donations given to the organization (Serambi Indonesia, Sept 14, 2008).

Such quotes imply that many pesantrens have not met the expectation as required by the government and the public. Clearly, there is the perception that the present management and the financial administration of the pesantrens are not satisfactory.  


The majority of interviewees share a very similar concern regarding the current level of accounting and accountability practices in pesantrens. There is the view of a weakening sense of accountability and responsibility among pesantrens in managing their finances and being accountable to their stakeholders. Nevertheless, this tradition is understood as contrary to the real teachings of the Islamic values. As a senior lecturer in Islamic studies at the State Institute of Islamic Studies, Arraniry, Indonesia said “they know (he refers to Al Baqarah 282) they don’t want to practice it” (A03). All scholars interviewed stated or implied that financial management systems of pesantrens are far from satisfactory.


6.9    Factors Contributing to the Unsatisfactory Practices of Accounting and Accountability of Pesantrens


It is argued that many reasons have contributed to the unsatisfactory accounting and accountability practices of pesantrens, from the ignorance of Islamic teachings, to the government regulations and its officers’ attitudes in imposing accountability practices of pesantrens. As one interviewee from the State Institute of Islamic Studies, Arraniry, Indonesia illustrated in his comments:

Most, let’s say traditional Islamic scholars, they don’t care about the bureaucracy; they don’t care about book keeping. They consider those as a kind profane, worldly activity. So, the problem are attitude and their perception of the modern bureaucracy, modern administration. Many things happened here [In Indonesia] that I mentioned to you. Like kebiasaan [habit], as if that is a common thing to do (A03).


Such views imply that the reasons for the lack of accountability of Islamic religious organizations are due to the misunderstanding of Islam. Accounting activities are still seen by some of the traditional Islamic scholars as profane activities that are alien to the Islamic teachings. In addition, the financial mentality and the attitude toward the  administration by some traditional Islamic scholars who manage the Islamic religious organizations, has led to unsatisfactory financial administration which have led to the poor management and inadequate accounting and accountability practices. Besides, this interviewee questioned the lack of accountability and transparency even in government agencies, as he said:

 Even in government doesn’t have a good reporting system. So, why should I [Leader of pesantren] do? If it is become a kind of, you know… if no one impose on this, why should I do it? (A03). 

To ensure that the pesantrens are more accountable, he argued that the state has to put more concern on this matter. Therefore, the government should require Islamic religious organizations to improve their management practices and to implement good accounting and accountability practices. Hence, the public, particularly the donors, will be able to know that their donations are spent in accordance with the mission of the organization. 


The Indonesian law, actually, requires significant transparency and accountability from established foundations including religious organizations. As required by Indonesian law no 16/2001), any foundation operating in Indonesia must prepare their financial reports to show the resources used and the activities carried out. Those who have an annual income exceeding 500,000,000 rupiahs or equal to USD 50,000 either from the government or other sources have to publish their financial reports in local newspapers covering the past ten years. The reports must comply with the Indonesian accounting standards (see Nainggolan, 2006).

 Thus,  all religious organizations that have become a foundation  are required by law to prepare annual financial reports detailing their activities and financial situation. However, Nainggolan (2006) argues that many foundations including  religious organizations do not follow the rule because government enforcement is  weak. This means that law alone cannot guarantee good governance and good accountability of non profit institutions. One way to avoid this, especially in the context of Islamic religious organization, is suggested by an academician from the International Islamic University, Malaysia. As he elaborated: 

There must be an Islamic injection element there. They cannot simply say, Ustaz, Imam, this is the goverment regulation! If they don’t relate that to the Islamic concept, then it is  difficult for the pesantrens to follow this regulation. If someone from the government or regulator comes to explain only the role of accounting, they will not be able to accept it (A06)

Thus, this scholar argued that in  regulating Islamic institutions, the goverment must relate the concept of reporting and accountability to God. Other interviewees pointed out that the unsatisfactory accounting and accountability practices in pesantren are due to the misunderstanding of Islamic teachings regarding the role of accounting in Islam.  This is illustrated by the comments of a scholar in Islamic Studies from the State Institute of Islamic Studies, Arraniry, Indonesia.

This understanding of Islamic teaching is that, it is enough that God judges for their activities. The human judgment is relatively subjective. This belief is due to their partial understanding of Islam (A04).

Furthermore, he added:


Accountability is considered as unimportant. Why is it not important? The important thing is the result. What do you want? House?  Building? You don’t need to know the process of how I build them. The important thing is the building is built. For them, the process is not important. While, the accountability is a part of the process. But that for them is not important. Now what do you [the donors] want? If you want to donate funds to build a mosque, you just wait and see that the mosque is built (A04).


However, some other Muslim scholars interviewed explained that lack of financial reporting of pesantrens is not just about the misconceptions and unwillingness to provide financial information to the public, but due to the skills of pesantrens to manage their organizations. It is argued that most pesantrens have no professional staff that have the skills or knowledge to prepare the financial reports. Furthermore, some pesantrens do not have the financial resources to hire professional staff or maybe professional staff is seen as unimportant or a waste of resources. This, will certainly, lead to the pesantrens not being able to track and report their income and expenditures. In the context of a pesantren, an academician in Islamic Studies from The State Institute of Islamic Studies, Arraniry, Indonesia affirmed:   


The main reason for me is that they have no skilled officers. They have no skilled officers in administration. They do not record their financial transactions, what do they want to record? The pesantren people have no money to hire skilled person. All are handled by tengku [the leader] (A01).

He argued that the pesantrens wanted to practice what is recommended in the Holy Qur’an. However, their knowledges, especially in accounting are very limited. Therefore, they could not record their transactions and subsequently, would not be able to prepare the financial statements. “Don’t they implement the syari’ah?”(A01). This interviewee believed that there is still the reality that the pesantren people could not carry out the messages of such verse. 


 Seen from this light, the argument seems to tolerate  the lack of accounting and accountability practices in the context of pesantren due to their limited knowledge. However, the interviewee clearly emphasized that the accounting is very important in enhancing accountability in any organization and it is a religious imperative. 


The culture and the tradition of the pesantrens strongly depend on trust from the public as commented by another interviewee:

There is a tradition in traditional educational institutions. It is a taboo to disclose financial affairs to the public. Why do such things happen? One of the factors is the values held by some of the people in a traditional society is that they should trust one another. It means that I give you the money to build a mosque. I should trust you to build it. I gave you the money since I trusted you. If not, I will not give you the money (A04).


It is believed that people in pesantrens do not view the importance of recording transactions as important as other people understand. Since, they don’t have an understanding of accounting in that sense. Even one interviewee who has previously studied in a pesantren said “I am sure the accounting is still considered as secular knowledge” (A05).Therefore, accounting is not important for the pesantren. Furthermore, this interviewee asserted:

The culture of emphasizing [Good accountability] has not been encouraged, especially in a classical pesantren. This [financial affair] is still perceived as a taboo topic, it is confidential, or it is the affair of the Kyai [the leader of pesantren]. It is considered impolite to question the leader of financial matters (A05).


The above quotes indicate that beside the lack of capacity to produce a coherent financial report, the culture and the tradition of a pesantren are not sufficient to encourage the organization to show its accountability and transparency formally. The majority of the leaders of pesantrens in Indonesia, especially the traditional ones are the central figures in the pesantren. He manages all activities in the pesantren, either financial, physical aspect or the like based on public trust, and no one can question about a pesantren financial affairs.  


 This kind of attitude is commented by some scholars. As the following comments:


The second thing also, there is unwillingness, or an ego that we don’t want to submit to anybody. I am the leader, I am the imam, I am the A’lim, why should I be responsible? If you give me with preconditions, take it away, simply to show the ego. That is wrong (A03).


This view is also expressed by another interviewee through his experience. He gave this example:


Several months ago I was asked by the former Governor of NAD province to give donations to some pesantrens. I asked them to provide receipts and signature that showed they have received the donation. They said if there is too much administration issue, it better not to give this donation. Some Kyais are like that. However, whether we like it or not, we have to prepare administrative-related accountability (A04). 


This is also acknowledged by a government officer at the Dayah Supervisory and Development Agency, but he said it only represents a small number of the pesantren leaders. As he explained:


There are some extreme cases, when we ask them to provide a financial report, they prefer not to accept the donation. However, these are the rare cases. Previously, the government did not require financial reports. But now, the situation has changed. This is public money, if it is not well managed, the jail is there.  CRC [Corruption Reduction Commission] will look into the issue. It doesn’t matter whether you are a religious leaders or not (G02).


In the cases where a pesantren is owned by the community, which is usually represented by a foundation, the role of Tengku  in certain matters has been restricted. He still has the authority to control the pesantren. However, he must consult with others in the foundation.


Furthermore, all the scholars interviewed agree that the low-level of education in a Muslim society has led to lower level of accountability in Islamic religious institutions. They view this as a very serious issue for all Islamic organizations, and demand immediate corrective action and comprehensive long term strategic planning. As a Senior Lecturer at The International Institute of Islamic Thought and Civilization, Malaysia said: 


They put emphasis too much on the traditional type of education, so they are not really open to accept many things of the contemporary concept of accountability (A12).


He further said:


They [Muslim society] live and they organize their own life like in past generations because of the lack of education (A12).

The above understanding implies that accountability is closely intertwined with issues of education. Besides, it was also mentioned by some Muslim scholars interviewed, that after centuries of enlightened Muslim rule, called the golden age by many, there occurred a lengthy decline due to colonial occupation. This is illustrated by the description by a scholar in Islamic Studies from The State Institute of Islamic Studies, Arraniry,  Indonesia:

My hypotheses were the Muslim world after decades of colonial occupation, i.e. post-Ottoman Empire in Turkey, the Muslim world has declined. Science and technology were not given priority, although they were once developed by Muslim thinkers during 8, 9, and 10 centuries, including the field of economics. Muslims, especially, those are managing the religious institutions, have limited knowledge regarding accountability (A04).


6.10    Summary

As the study is concerned with the perceptions of Muslim scholars on how the Islamic religious organizations show their financial accountability and the role of financial reporting in enhancing such accountability, the result of our study can be concluded as follows:


Good governance is about how the organization is managed and controlled and the manner to ensure accountability, transparency as well as trustworthiness. From the responses of the majority of Muslim scholars interviewed, it is implied that good governance is not a new phenomenon in Islam, and its concept is neither unknown  nor alien from the Islamic point-of-view. The principles of good governance are a part of Islamic teachings since it is aimed to enhance accountability, transparency and trustworthiness. However, the governance in the majority of Muslim communities is still far from what is expected. This is due to various factors, such as the low level of education in most Muslim countries and Islam has not yet been comprehensively practiced. Therefore, more accountability, transparency and professionalism among them must be improved.

The concept of accountability in Islam was viewed as wider than what is generally understood conventionally. It is not limited to numbers such as a financial accountability mechanism or by no means financial reporting, but it goes far beyond financial figures. Besides, accountability is considered as a quite important component of management in any institution dealing with the needs of the community and it is a religious obligation. There is much evidence to suggest that accounting and financial reporting have long been viewed as very important components in enhancing accountability of the Islamic religious organizations. 


However, the majority of people interviewed saw that accounting and accountability practices in Islamic religious organizations, particularly, the pesantrens are less than satisfactory. This is due to the misunderstanding of Islamic teachings regarding the issues of accounting and accountability by most of the traditional Muslim scholars, they do not know the role of accounting, as well as the lack of skilled officers in this organization. The majority of interviewees pointed out that Islamic religious organizations have an obligation to be accountable to society, such as to the donors and their beneficiaries and to God as well. The accountability to God is achieved through performing good accountability to human beings. Since, their relationship with other individuals is believed to mirror their relationship with God.

Another important aspect of accountability in Islam is the role of amanah or trust. The majority of interviewees agree that trust or amanah plays a quite significant role in enhancing an institution’s accountability. However, this amanah cannot replace the accountability mechanism to the public. In the context of the institution, even though a different perception exists among the Muslim scholars interviewed regarding this issue, the majority of interviewees pointed out that what is seen from the Islamic point-of-view, accountability to the society must be shown formally or on paper and it is part of the entirely religious obligation. All people interviewed emphasized that in Islam, accounting is clearly part of the sacred activities and the religious and secular divide is unknown in Islam.


CHAPTER 7  


CASE ORGANIZATION FINDINGS

7.0   Introduction


This chapter presents the findings concerning the phenomenon of accounting and accountability practices as well as issues related to the case organization. This will be based on the data collected from various sources, such as observation, interviews and related documents. 


This case study aims to explore and empirically investigate the significant issues that have been raised in the study of the literature and to document the significant findings. The chapter starts with an overview of the case organization, followed by a description of the management of the case organization. It then proceeds to explain the financial transparency of the case organization and its accountability relationship. This chapter also describes the role of accounting in the case organization as well as the arrangement of funds received and spent by the organization. Finally, this chapter explains the role of the board (foundation committee) in relation to enhancing the accountability of the case organization.


7.1   Overview of the Case Organization: A Closer Look


Pesantren Peace
 is one of the Islamic boarding schools in the NAD province, Indonesia. This 25 hectare pesantren complex operates under the wing of Yayasan Kita (Kita Foundation).
 Besides Pesantren Peace,
 this foundation also runs another educational service unit. The director of the foundation, along with its committee members, determines the appointment of the directors of the institutions under its management. The committee of the foundation does not interfere directly with the running of the organizations under its control. The organizational structure of the Kita Foundation is presented in Figure 7.1.
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Figure  7.1 :  Organization Structure of Kita Foundation 

The operation of Pesantren Peace is under the supervision of the director of the pesantren and foundation committee of the Kita Foundation According to the records,
 Pesantren Peace was established in 1961 by a number of community leaders who were concerned with the development of education in Aceh. This pesantren is claimed to be one of the biggest modern (khalafi) pesantrens in the NAD Province. Two educational institutions are run by Pesantren Peace. Within its compound, one can find madrasah aliyah (senior high school) and madrasah tsanawiyah (junior high school). Both of these educational institutions are open to male and female students from various family backgrounds.


The main activity of Pesantren Peace is providing a low cost educational service at the junior and senior levels of high school. Pesantren Peace serves as a private provider of educational services. The overall education activities throughout the pesantren are coordinated by the management of the pesantren. As an Islamic educational institution, Pesantren Peace is first and foremost a place of education and learning. The pesantren mission statement emphasizes intellectual aspects in providing education for Muslim students. The complete vision and mission statements of the organization are presented as follows:


Vision:


To manifest the cadre of Muslim scholars with the ability to recite and memorize the Qur’an to become pioneers in implementing syari’ah comprehensively and establish civilized Acehnese society.


Mission:


1. To reinforce students’ sound behaviour and manner, which are in line with the concept of a well-behaved society.


2. To make students possess the capability of understanding the well text books in pesantrens and in other Islamic higher education institutions.


3. To produce students with a good proficiency in English and Arabic, both written and spoken version, in addition to Bahasa Indonesia.


4. To create a high awareness and ability to pioneer the implementation of syari’ah. 


5. To encourage students high achievement and good performance in various areas of study and facilitate students entering both national and international prominent universities


6. To provide students with life skills to be independent individuals who also participate actively both in religious affairs and the development.


7. To prepare students to perform well in national final examinations conducted by the government.


As a modern pesantren, or as commonly called pesantren terpadu (integrated pesantren), this institution follows the standard curriculum prescribed by the government. In this case, the standard curriculum set by the Department of Religious Affairs of the Indonesian government. In addition, the students are also taught the kitab kuning (a classical Islamic text book) curriculum as a specific characteristic of pesantren. Class sizes for both schools are about 30 students per class, which is consistent with the standard government schools. Each day starts at 5 am when students perform shalat Subuh berjamaah (Communal Morning Prayer). The schools start at 7.30 am and end at  1 pm. The working hours for administration staff start are from 8 am to 12 noon and 2 pm to 4 pm. The medical clinic of the pesantren is open 24 hours a day. 


During school hours, all students have to wear school uniform. Female students are obliged to cover their hair or in other words have to wear “hijab”. After school hours students have to study kitab kuning. These learning activities usually take place in the afternoon and at night. As one student said:

In the morning from 7.30 am to 1 pm we study at a formal school. Meanwhile, in the afternoon and in the evening we learn Islamic studies [kitab kuning] like, nahwu and saraf. 


Teaching is conducted in the Indonesian Language. Even though, students are encouraged to use Arabic and English when they interact with each other, in practice, students still prefer to converse in Acehnese or Indonesian.  Seen from this point of view, this pesantren fulfils a dual function as an institution of formal and informal learning that espouses a broad learning concept. Even though Pesantren Peace is a non-government organization (NGO), the studying and teaching process is not contradictory to the government-run educational institutions. Therefore, the system adopted by Pesantren Peace is comparable to the standard of any public school. According to Pohl (2006, p. 400):

 The incorporation of the pesantren into the national system of education via the adoption of national curricula was pursued under Soeharto’s New Order regime. Government control was established by standardizing the madrasah curriculum and providing financial benefit for the pesantren that adopted them. The integration continued after the fall of the New Order in May 1998. With a law passed in 2003 concerning the national system of education, the Indonesian government acknowledged the pesantren as an official part of the national system of education.


Pesantren Peace certificates are regarded as being of equal standard to the public schools provided by the Indonesian government. Thus, all of Pesantren Peace graduates qualify to continue their education in the public institutions at the post secondary level. Many of its graduates later attend universities. Some of them continue their study at Islamic religious institutions in the Middle East or non-religious universities in Indonesia or overseas. As explained by one of the Pesantren Peace alumni:


Our certificates are similar with government school certificates…my experience has shown that there is no obstacle to enter public universities either in Indonesia or overseas such Al Azhar university where I obtained my bachelor’s degree.


In 2008, Pesantren Peace has 1,803 students, consisting of 825 male students and 978 female students. The total number of teachers employed is 178 comprising 150 temporary teachers, 25 permanent teachers, and 3 contracted teachers. Thirty government officers and eight voluntary teachers are assigned to teach at Pesantren Peace. All teaching staff, except the government officers who are assigned to teach in the pesantren are salaried on a monthly basis by the management of the pesantren.  


In recruiting staff, the management of the pesantren consider the educational background of the teaching staff as an important aspect of the recruitment process, especially, for teaching positions. As the human resources manager said:


The minimum qualification to be a teacher in this pesantren is bachelor’s degree. The recruitment test consists of educational methodology and the competency in subject related teaching. Whereas for administration staff the minimum qualification needed is high school certificate.  All candidates are subject to written and verbal tests  


The management is open to recruit both administrative and teaching staff regardless of which institutions they graduated from. Nevertheless, the majority of the teaching staff recruited are graduates of Pesantren Peace. The basic salaries for the staff can be as low as 500,000 rupiahs (Indonesian currency) or equal to USD50 and as high as 2,000,000 rupiahs or equal to USD200 per month.

Some staff are also provided housing in the pesantren complex. Currently, 30 staff together with their families are staying within the complex. They are only required to pay the electricity bill. All students are housed in male and female dormitories. Food for students is cooked in a different premise and served three times daily.  The cost of studying and staying in Pesantren Peace is 300,000 rupiahs or equal to US$30 per month. As one of the students said:


The entrance fee is 750,000 rupiahs, which has to be paid once we entered. Monthly fee which was previously 160,000 rupiahs now increases up to 300,000 rupiahs. This fee covers every thing including food, accommodation, water and electricity.


The fee collected from the students is administrated by the Finance Section of the pesantren. The above figures show that the pesantren provides services for students at low cost.  As expressed by the parent of one of Pesantren Peace students:


 Looking at the amount of money we have to pay, I think it is very cheap. The thing is some people said it is expensive, and I think they use their personal measures. When you cannot afford it, you will perceive that it is a big amount of money. In fact, overall it is relatively cheap. If you look into detail of services provided such as the menus and teaching and learning process, it is unbelievably inexpensive (SP1).


Even though this pesantren now charges higher fees than before, they are still significantly cheaper compared to non-pesantren educational institutions. As said by one of the student’s parents who sends his son to the private boarding school in Banda Aceh:


We have to pay 15,000,000 rupiahs or equal to USD1,500 to enter this high school. It should be paid prior to the commencement of the study for three years. Monthly fees consist of 1.000.000 rupiahs or equal to USD100 for food and 1.400.000 or equal to USD140 for accommodation. So the total monthly fees is 2.400.000 or equal to USD240 (SP2).

 Even compared to the government-run boarding high school institutions, the fees charged by Pesantren Peace are still much cheaper. This is reflected in the comment of a student’s parent concerning one of the government boarding schools in Banda Aceh, as she said:


The first time my daughter entered the school, I had to pay 1.685.000 rupiahs or equivalent to USD168 which include the first monthly fees. Then, the next payment was 4.000.000  rupiahs or equivalent to USD400 for extra curricular activities for three years. After that, the monthly fee was 560,000 rupiahs or equivalent to USD56 which covers food and everything(SP3).

Even though, the fees charged  by public schools are contradictory to Indonesian law No 20/2003 in which the first 9 years of education is compulsory and free. This is not surprising, because the findings of a study conducted by Asian Development Bank also shows that 12 percent of school revenues of public schools at secondary level in Indonesia come from the community (parents) in the form of various school fees (see Country Report, 2006).

In response to the question about how the pesantren manages on this limited budget to fulfil the needs of students, the director of the pesantren said:


 [Laughing] I don’t know how to do it, but we try to manage them effectively and efficiently. I think it is a matter of honesty.


The director expressed that honesty and sincerity is the basic principle in this institution. This value is the motivation for the majority of staff in doing their activities, regardless of payment. 


7.2    Management of Pesantren Peace


Historically, religious organizations are managed by people who have a religious education background and very little knowledge of financial management and accounting (see Sulaiman, 2007). Perhaps, the same also occurs in most Islamic religious institutions, such as Islamic boarding schools across Indonesia. However, such a situation does not happen in Pesantren Peace. Currently, Pesantren Peace is managed by a director or usually called “Mudir” who exercises overall control of the pesantren and its affairs. The director does not have a religious background. His educational background is not in religious studies but he is a dedicated and successful person who has experience in managing a business organization. This is a uniqueness of this pesantren where perhaps cannot be found  in other pesantrens. 

The director is assisted by one deputy director, also referred to as “Wakil Direktur” (who holds a degree in Islamic studies from the University of Al Azhar, Cairo), a secretary, and treasurer (Head of Finance Section). Furthermore, the director is also assisted by several section heads. In addition to those who are working in the finance unit, almost all of the unit managers are graduates of Pesantren Peace. Managers of both schools, for example, are alumni of Pesantren Peace who already hold university degrees in education, and one of them is now doing a master programme in education. None of these people has a background in business and accounting. 


To understand the management structure of the case organization more clearly please refer to figure 7.2 below: 
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Source       :  The Profile and the history of Pesantren Peace

Figure  7.2 :  Organization Structure of Pesantren Peace.


The above figure shows that person with the  highest authority in  Pesantren Peace is the director. All the people in the organizational structure are responsible to the director for their activities. However, unlike those in the traditional pesantrens in which the leader of the pesantren “Tengku” has total power and authority to control any aspect of the pesantren, the role of the director in Pesantren Peace, to some extent, is restricted. He has to consult with the committee of foundation. This is reflected in the comments of the director:

The other parties involved are definitely the committee of foundation. If I do not carry out my task well, of course the foundation committee has the right to pose questions. They will caution me. 


The director of Pesantren Peace was appointed by the director of  Kita Foundation. Historically, the Bupati, (the regent)  automatically becomes the director of the Kita Foundation and he is eligible to appoint the director of Pesantren Peace. As the director of the pesantren commented:

Historically, the Head of the District automatically becomes the director of the Foundation. Since Langsa achieve a city status, it is the mayor who automatically becomes the director of the foundation. It is the mayor who appointed me as the director of pesantren.

In managing the pesantren, the director acknowledges that he has full autonomy and authority to develop all aspects of the pesantren. He is responsible for the development and advancement of the pesantren to serve the community.  He revealed:


I was previously appointed as the advisor of pesantren. Then I requested that I was not appointed as advisor but as “mudir” [director] of pesantren who has full autonomy to manage all aspects of pesantren.


However, the management of the pesantren did not formulate any formal standard guidelines in managing the pesantren. As the human resource manager said:


In general, there is no such leadership management handbook in this pesantren. It is available only at school level. It is on the mind of the leader. We now try to develop one which includes recruitment and leave procedures. It is, however, not yet ready for use as a standard procedure since it is not fully completed and still needs to be further evaluated. 


There is also a group called Majelis Istihsyar (Advisory Board) in this organization. This Advisory Board comprises of ten senior persons that have long been involved in the activities of Pesantren Peace and their duties are to provide direction and guidance for the management in various aspects, except for financial matters. They are not compensated for their services as they work on a voluntary basis.


7.3   Financial Transparency in Pesantren Peace


The issues of financial transparency and whether or not a non-profit organization, such as a pesantren, should make their financial information available to the public is a complicated subject. Even though the majority of scholars, not limited to Muslim scholars, agree that such information should be made public, not every foundation is ready to voluntarily publish such information.  Furthermore, not every one agrees that such information should be made public. The manager of human resources indicated that so far the management of Pesantren Peace has not made its financial information available to the public. He elaborated:


It is difficult to apply ideal things in such community. On the one hand, we want a complete public transparency through media etc. On the other hand, due to the lack of understanding on the part of community, they tend to use mass media to criticize any minor issues and to damage the image of the institution. I saw such tendency, especially here.  


Even though the public is entitled to the basic information about the organization dealing with the public money, however, in practice, it is very difficult for Pesantren Peace to do it. Thus, the reluctance of Pesantren Peace to make its financial figures available to the public is intended to protect the  institution from the misuse of information, as they fear that some people in the society will use the information published for irresponsible purposes such as to harm or create  problems for the organization. 


 The director of Pesantren Peace also affirmed that providing financial information concerning the organization to the public is good to avoid negative issues. As he said: 


I agree that providing financial information to the public can counter baseless and inaccurate accusations.

However, he warned that in practice, the organization must be very careful. Otherwise, the organization will face a lot of trouble. Seen in this light, the reluctance of Pesantren Peace to make its financial information available to the public might be judged as somewhat irrelevant to the best interests of the organization. In addition, it can create many problems for the organization. These kinds of views are also found in other studies in the area of non-profit organizations accountability, as noted by Kuan et al., (2003, p. 14).


There are many reasons why even the legitimate NPOs are reluctant to make public their financial figures that we might judge as somewhat irrelevant or unfounded. For instance, an NPO successful in fundraising might not want to advertise too much its success for fear that the public will think it has enough money and will stop giving. Another example might be of an NPO relying on government funding that is reluctant to advertise the amount of subsidies it received for its projects because it is fearful of competition from other NPOs.  


This is not surprising as the findings of  another study conducted by Palyvoda (2001) also shows that many NGOs have faced various problems after publishing activities related to funds provided by donors. He stated: 


Five years ago, a foreign donor gave a cash grant to a local NGO in a small town. One condition of the grant was that the NGO has to publish articles in the local newspaper on activities it carried out with donor provided funds. This created many problems for the NGO, tax inspectors, and the local authorities got very interested in its source of funding (Palyvoda 2001, p.1).

In the case of Pesantren Peace, the Director emphasized that the management of the pesantren always report its financial position and activities to the foundation committee, since the committee is the “representative of society at large”, to the government and to private organizational donors. However, there is no financial report given to individual donors who usually contribute small amounts as commented by the director of Pesantren Peace:

We only provide reports for any donation received from organizations such as BRR or local government...There are always financial reports submitted to the foundation committee.


He further commented:


No financial reports has ever been made public …unless it is concerning with a great amount of money. As long as I know no single member of the community had ever requested for financial information.


Thus, the willingness of Pesantren Peace to provide financial accountability is not free from the demands and enforcement from other parties, as the government, private organizational donors or foundation committee, for example, usually have the power to impose on the recipient of the fund, in this case the management of Pesantren Peace, to make sure that the donations are used properly so as to achieve the organization’s mission. It is usually ensured through the use of reporting and monitoring activities. However, the society or individual donors who contribute small amounts cannot withdraw their donations or impose on the recipients of their donations to show their financial accountability. This may be a logical position for the management of Pesantren Peace, since if the management rejects the demand for accountability made by funding bodies the organization may lose funding anyway. This is also consistent with what Maskyukivska (1999, p. 33) said:


NGO-patron relationships are very clear… The mechanism for enforcing accountability tends to be strong. Grants are cancelled, membership dues dwindle, accreditation is revoked, and collaborative agreement is reconsidered…Unlike donors community cannot withdraw their funding, unlike governments, they cannot impose conditionalities. The responsibility of NGO to the need and aspiration of the host is both theoretical unclear and morally less justifiable.


Furthermore, the management of Pesantren Peace is also accountable to its targeted beneficiaries through the annual general meeting with students’ parents as explained by the Pesantren Peace human resources manager: 

There is no specific forum to provide financial explanation of Pesantren Peace activities to public. It never happens. It is only for student parents. And it is not only explaining the financial situation of the pesantren and it happens only during annual meeting. 


This is also acknowledged by the parent of one of the student’s who was interviewed, as he stated:


As far as I am concerned there is no formal “written” report for parents. However, it is explained verbally to students’ parents by the management when there are parents’ meetings (SP1).

Furthermore, the parent also expressed his dissatisfaction regarding the lack of financial information about Pesantren Peace.

Nowadays, this system is very unsatisfactory. The management should at least provide in written version and to be stuck to information board and so on. It would be more than enough even if it is merely displayed on wall. If it is only done by verbal informal explanation with some complaints by saying we have limited fund but we have done significant development, I think it sounds like rhetoric (SP1).


The way financial accountability is demonstrated by the management of Pesantren Peace to parents is still far from what is expected. In addition, the accountability in this institution is narrowly defined in terms of reporting its financial affairs only to the government, to certain private organizational donors and to the students’ parents as its beneficiaries. Clearly, the management of the pesantren does not view the general public as a key audience or stakeholder for the purpose of reporting its financial information. This also happens to many other NPOs as documented in previous research of foundations undertaken by Kuan et al. (2003, p.266) as they mentioned:


The organization felt that dealing one on one with funding agency by complying with its reporting regulation was enough and didn’t see the need for the public disclosure. For this organization, and perhaps for many other NPOs, accountability to general public mostly means letting the public know about the work and the results achieved by the organization, but it does not necessarily imply that the organization has to make its financial information available.


Even though Pesantren Peace did not convey its financial position to the society at large, the director acknowledged that accountability is still shown to the public in terms of an explanation of the outcome of their activities. This outcome is considered more important than financial information as he commented:


The most important thing is to provide information to the public such as the number of students on our scholarship to study, either in Egypt or Java. Our graduates are generally of high quality. Basically, this is the information we provide to the public. We do not provide our financial information. 


Thus,  the management of Pesantren Peace uses a programme outcome approach to show its accountability to society since it enables the society to understand how well the pesantren is accomplishing its goals. This might be a logical position for some of the non-profit organizations, such as Pesantren Peace, which mainly receive financial support from certain donors and provides services for a certain group of people in the community. However, these reasons are not entirely consistent with the majority of Muslim scholar’s views of accountability or even the views of scholars in general. As reflected by the comments of one Muslim scholar interviewed:


So by right Muslims have direct accountability to donors, and from the Islamic point of view, even though you are not a donor, you are also entitled to direct accountability. The recipients of zakat money are example of this. Why are you one of the stakeholders? The reason is that you have the right to receive that money, to the poor, and in fact to the Muslim at large, all the Muslim public (A06).


In addition, the literature also suggests that the public have become more selective in giving their support to non-profit organizations. They give and support organizations not only on the basis of the causes they work for but also on the basis of their performance and the concrete results the organizations achieve. As such, the more an organization provides complete information to the public about its management, and its finances, the more the public will have confidence in it and be willing to support it (Kuan at al., 2003). Hence, if Pesantren Peace is to maintain and improve the long term public trust, it needs some fairly improvement to raise the comprehensiveness of its systems to be more acceptable level.  This, in turn, will raise the organization’s profile, which may lead to an increase in resources. Therefore, all members of Pesantren Peace management should be aware of the importance of the organizational profile of the pesantren and know that the public profile of the organization is paramount and must be protected.  

Furthermore, for the organization’s “staff”, the management of Pesantren Peace implements what they call “open financial management” as  the director of the pesantren explained:  

What I am doing right now is an open financial management. Suppose, we receive some donations, I always inform all members [organization staff]. Therefore, my financial administration is somewhat open which is different from previous administration.


The human resources manager acknowledged that the pesantren has a strong willingness to show and be transparent. However, Pesantren Peace has not yet done it completely. The main reason being that the organization has no professional officer. He said:


We have a big constraint in terms of human resource. It takes an expert to establish good transparency at our institution. Our constraint is lack of skilful staff.


Thus, in Pesantren Peace there is a lack of capacity and capability to improve its organizational accountability and  transparency. Such a lack of capability is also reflected in the recording of their fixed assets. It is important to note that in the past Pesantren Peace received considerable funding from the local (district) government and public donations, either from individuals or organizational donors. As mentioned previously, the director of the foundation committee was always held by the Chief of District  (The Regent). Therefore, Pesantren Peace received a lot of funds from the District government. This can be said to be a blessing for Pesantren Peace. Consequently, Pesantren Peace holds a lot of fixed assets, such as land, school buildings, dormitories, mosque. The director of the pesantren explained:  

In the past, based on the previous foundation regulation, every regent was appointed to be the head of the foundation. Therefore, there are a lot of local resources. There was financial deduction from various government budgets, which is injected into the pesantren. Thus, although this is a private institution there were many government officials working for this pesantren. As a result, we now have such a big pesantren, which is because of the support that we received from the local [district] government.


Pesantren’s possessions of such assets come from various sources and no one in the pesantren is entitled to claim any individual rights of ownership over these assets. However, a few documents of fixed assets such as land certificates are still registered in the name of individuals as reflected in the following comments:

Some of the lands still remain under the name of the former directors of pesantren. It is because Pesantren [Peace] didn’t have required documents back then. So that the land affairs agency refused to transfer them under Pesantren [Peace’s] name. 


(Director).


These are the problems in the past, either relating to the management of pesantren or government administration. There are land certificates which are still registered under individual names. The transfer of the ownership title is being processed. 


(Human Resources Manager).


Amazingly, this organization does not provide adequate information to serve as a basis for informed decisions regarding the existence of its fixed assets. It does not have a list of documents on all properties that they own. 


 Currently the main financial sources of pesantren mainly come from students’ fees, and special financial aid from government agencies such as Department Religious Affairs to cover the operating cost of the schools. Using an Indonesian term this is called “dana BOS” (school operating fund). Donations from the local government and private donors cannot be expected regularly. There is almost no financial source received from Kita Foundation  as its patron.  As the director of the Pesantren said:

The current main financial source is from school fees. The foundation should provide pesantren the financial support, but for many reasons, they ask us to try seeking financial support ourselves. We went to BRR and local government to seek for financial support for pesantren and reported it to the foundation. 


7.4    Accountability Relationship in the Pesantren Peace


Pesantren Peace views itself as accountable to three different levels of stakeholders. First, it is accountable to funders or donors, either private organization donors, or government donors. Second, it is accountable to one another and themselves, as the unit manager, staff, and foundation committee. Third, it is accountable to those who are served by the organization, in this case the community in which their children are educated by the pesantren (students’ parents). This is reflected by the comments below:

Accountability is to our stakeholders, which consist of direct and indirect stakeholders. The direct stakeholders are the government and parents. The indirect ones are other donors including partner educational institutions as well as the community at large


 (Human Resource Manager).


I receive monthly accountability report from Tsanawiyah [Junior High School], Aliyah [Senior High School], general kitchen, and from the infrastructure unit. However, I do not receive report from infrastructure unit on monthly basis. I further report all of this to the foundation 


(Director).


Similarly, Christensen and Ebrahim (2004, p.3) emphasise that “non-profit organization can be accountable on multiple levels: upward, lateral and downward”. Upward accountability is explained as accountability to funders or donors. Downward accountability refers to accountability to the clients or to individuals or groups to whom NGO’s provide goods and services. Whereas, lateral accountability is an extension of the upward and downward accountability, and this refers to an organization’s accountability to its staff, mission, goal and partners (Christensen and Ebrahim, 2004, Jordan, 2005). In addition, Najam (1996), as quoted by Christensen (2002, p. 16), says:


Lateral accountability has two component Internal and external. Internally, lateral accountability refers to organization’s accountability to themselves…External lateral accountability refers to non-profit accountability to agencies in the community with whom they work.

This means that lateral accountability is the obligation of the managers of each unit in the organization to give account to their superior or to a higher authority, whether the superior is a manager or the board, as well as the accountability of the organization to its partners.


In the case of upward accountability, the management of Pesantren Peace only fulfils financial accountability to government donors and to private organizational donors; there is no financial accountability presented to the individual donors. This accountability is shown through sending reports and through verbal explanations during monitoring visits from its donors “government agencies or organizational donors”.  Pesantren Peace often receives monitoring visits from government agencies or organizational donors that provide financial aid. This is also highlighted by the directors of two donor institutions. 

After giving financial support, Department of Religious Affairs makes a field visit to monitor financial spending, and also to ask the beneficiaries to give account of expenditures made together with physical evidences (GO3).

Yes, when we donate money to them, we also some time visit their organizations to ensure that they are transparent, accountable, and also have good management both financial and general administration…our monitoring team visit the field and office to ensure the quality and the progress of the project (D1). 


In terms of lateral accountability, in the context of Pesantren Peace, each head of unit within the pesantren has to give a financial account to the director of the pesantren, either periodically or by request. All of them have to make sure that financial resources are used properly. This is usually ensured through both formal (written) and informal. As the manager of human resources said:


 Reports from unit’s managers are always required either through meeting, formal [written] or informal explanation.


Accountability to its beneficiaries as downward accountability is done by giving a verbal explanation and discussion during the annual meeting with the students’ parents. Clearly, the accountability relationship in Pesantren Peace is “multi-layered” in which, to difference audiences, accountability is performed through different tools. Table 7.1 provides a summary of the various accountability tools used by Pesantren Peace. 

Table 7.1: A Summary of the Various Accountability Tools used by Pesantren Peace


		Level of Accountability



		Accountability To Whom

		Accountability Tools



		Upward/External


Accountability

		(Private Organizational Donors


(Government Agency

		(Formal (written) Report


(Expenditure evidence (Invoices) and photo of physical progress for certain donors


(Verbal explanations during monitoring visit team






		Lateral/Internal

		(Foundation Committee  (Board)


(Unit Managers,


   Staff

		(Formal [written reports]


(Expenditure evidence [invoices]


(Staff Meeting


(Informal communication among staff


(Phone conversation 


(Attending board meeting


(Regular contact with School managers



		Downward Accountability

		Beneficiaries Students’ Parents

		Verbal explanations and discussions during general annual meeting.








Interestingly, despite the hierarchical nature of Pesantren Peace institution, there can be different accountability requirements for the fund used by certain sub-units of the pesantren. For example, special financial aid received from the government such as “dana BOS” (school operating fund), the government, in this case the Department of Religious Affairs directly transfers this kind of fund to the account of the school units, not to the pesantren account. This transfer of funds follows the government policy in which the units (schools) must be administrated separately. Thus, the school managers have their own treasurers, and the schools are only directly accountable for this fund to the government agency by complying with the government reporting regulations. Whereas, to the director of the pesantren, they only need to inform the total amount of such special funds received and disbursed.


 Figure 7.3 illustrates diagrammatically the financial accountability relationship adopted by the Pesantren Peace.
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 Figure 7.3:  The Financial Accountability Relationship in Pesantren Peace.

Figure 7.3 shows that there are various stakeholders to whom Pesantren Peace is supposed to be accountable for. These stakeholders can be broken down into two main groups – those outside the organization or external stakeholders and those inside the organization or internal stakeholders. Among the external stakeholders, three main groups are identified. They are donors who provide charitable support, students’ parents (clients) who use pesantren services, and the community that benefits indirectly from the services. Whereas inside the organization, two different groups that have a stake in pesantren are identified. They are the foundation committee and the staff. 


It seems that Pesantren Peace views itself as a steward of the funds entrusted to its institution with the requirement to give an account of its stewardship to its stakeholders. The management of pesantren has to provide a link between amanah (trust) and a total accountability and responsibility to human beings “stakeholders”. This belief is consistent with the concept of accountability as the manifestation of Islamic teaching in which Muslims cannot separate between accountability to God and accountability to human beings. Thus, as an Islamic religious organization, the pesantren has to satisfy accountability obligations to a range of stakeholders including government funders, private organizational donors, clients and members, as an integral part of satisfying the accountability obligation to God. 

7.5  The Role of Accounting  in Pesantren Peace


The issue of accounting in non-profit organizations, particularly, religious organizations has been the subject of previous study (see Laughlin, 1990; Rahim and Goddard, 1998). The purpose of accounting is to obtain an instrument for internal and external stakeholders that can be used to manage and monitor the development in accordance with the organization’s mission. For example, when a non-profit organization receives a donation, it is essential to quickly record the amount and report how it is spent. It is argued that, ideally, an accounting and financial reporting system leads to better decision making for internal management and external stakeholders, such as government and donors. Furthermore, as mentioned in the literature, accounting information has long been used as the main accountability tool in many organizational activities, regardless of their objectives and missions.


 In the case of Pesantren Peace, the management sees accounting as an instrument that plays a very significant role in the organization. This is reflected in the explanation of the human resources manager:


Accounting is indeed very necessary for an organization, like in this pesantren. I do not see accounting only from the viewpoint of working professionalism or the standards used. Even in Islamic, as a matter of fact, accounting, record, report etc are very important. No matter how well a person carry out a task there would be bad assumption from other parties if it was not accompanied by good recording. 


He further noted:


I believe accounting is absolutely important and it is a part of religious activities because Islam encourages recording. It can be establish if supported by a good accounting, as well as good transparency. I think it is very crucial.


This view is also reinforced by the director of the pesantren. As he said:


In the past this pesantren was a mess, unorganized, because of poor accounting practices. They were only concerned about the religion. I think accounting is also part of the religion.


For the management of Pesantren Peace, accounting activities are viewed as activities that have no contradiction with the  pesantren mission and it is perceived as an integral component of managing the pesantren institution or in other words sacred in nature. Thus, in practice accounting is not treated as irrelevant to the organization mission as was documented in previous research of some religious organizations.


 In short, a sacred secular divide where accounting is viewed as secular activities is not applicable to Pesantren Peace. This departs from the major finding of previous research such as the Church of England conducted by Laughlin (1988, 1990) in the sacred/profane dichotomy. However, it is similar with the concept of accounting activities identified in the previous research of Islamic religious organizations conducted by Rahim and Goddard (see Rahim and Goddard, 1998).

Contrary to the belief of the management of Pesantren Peace concerning the  role of accounting, in practice the accounting  in this organization does not function maximally. Accounting activities are undertaken by people who are not professional accountants but primarily dedicated people who have administrative skills. The pesantren does not employ a professional accountant. The director said:


The finance unit manager is not good at accounting, but I coach her based on my experience in industry I was involved…I have to say that there are some recording are not suitable. Therefore, I try my best to improve it. Hopefully, it is getting better.


Even though accounting is considered to play an important role in supporting the achievement of the goal of Pesantren, the management of Pesantren Peace does not pay enough attention to accounting activities since they do not have skillful accountant. This can also be seen from the system used, in which all transactions are still processed manually even though Pesantren Peace has huge assets to be managed. As a result, the accounting section is unable to implement good accounting practices. 

In response to the question about the types of financial reports provided, the finance section head showed the prepared reports to the researcher. The pesantren produces both monthly and annual reports, but from the format and the contents of the reports, they indicate that a low level of accounting system and practice is adopted by this unit. The reports are only simple cash income and expenditure reports. The reports only provide information about transactions and the cash balance during a reporting period. The reports rarely, if ever, are used to evaluate past performance. There is no other financial report prepared by the finance section. There is also no accounting procedures manual regarding accounting practices.


 For Pesantren Peace the financial reports provided are used for both demonstrating its financial accountability and helping the decision making process. However, in practice it focuses more on accountability to its financial sources in order to make itself accountable for its actions. This is reflected in the following comments:


Financial report is basically used to show financial accountability to the donors and also to help decision making of what to do with the existing financial situation 


(Human Resources Manager). 


Financial reports are used to make decisions and also for the accountability to the Foundation committee and the donors. For instance, the construction of the building should be delayed because of financial problems [insufficient finance].


 (Director).

The overall impression of accounting practices in Pesantren Peace is that it only focuses on the control of receipts and disbursement of funds through providing monthly and annual cash receipts and cash disbursement reports, which are mainly used for accountability purposes. There is no consolidated financial report providing the overall financial condition of Pesantren Peace. Seen in this light, the format used is likely to be similar to what it is called fund accounting. According to Gross (1986, p.1), fund accounting financial statements are in a similar format to the following:


Fund on hand beginning of the year
$x,xxx


Additional fund received


     xxx


Lest fund disbursed


    (xxx) 


Fund on hand of the year


 $x,xxx

The term fund accounting, historically, is used by non-profit organizations and government.

 Fund accounting in Non profit organization means segregation of the organization assets into categories in accordance with the restrictions that donors or board place on their use.  Historically, completely unrestricted assets are put in one fund, endowment funds in another, fixed assets or building funds in a third and so on. Usually, an organization using fund accounting presents separate financial reports for each fund which no consolidation or picture of the non profit’s overall financial health (Sacco and Nagy, undated, P. 387).


Furthermore, the budget information is not used for the financial control and financial accountability of the pesantren. Although, accounting, the budget system appears to be the most important instrument for the interest of accountability. As explained by Goddard (2004, p. 555): 


It was generally accepted that the “account” which the parties in accountability relationship made to each other should be concerned with service delivery and cost effectiveness. Accounting, specifically, the budget system, emerged as the most important mechanism for communicating and coordinating the “account” and insuring accountability…budget was part of organizational and professional accountability.


Discussions with the director of Pesantren Peace revealed that it occasionally produces budgets  for capital expenditure only, but not for operating expenditure, he said:


No written budget is prepared, except for physical construction. It has been a standard, for general kitchen for example, it can be predictable. 


The budget for physical construction is sometimes used to measure the effectiveness and the efficiency of the materials used through comparison of the budget figures with the actual figures. 


For building construction, I directly supervise, for example, I ask question why they bought 100 sacks cement while in the budget there are only 50 sacks written

 (Director).

However, generally, budgets are not seen as part of the accounting activities or as an accountability mechanism. Budget was not perceived as the most important organizational process with respect to the purpose of accountability. This may be because of a lack of knowledge concerning the importance of a budget as an instrument of accountability. In addition, none of those involved in the management team has an accounting or management educational background. This is also in line with the literature, which suggested that, “non-profit organizations are frequently managed by people who possess little of training in accounting or business management” (West and Zech, 2008, p. 4).  


It is also important to note that in Pesantren Peace, funds spent are not classified as programme and administrative expenses. Consequently, seen from an accounting point of view the management cannot measure the organization’s performance since one way to judge an NPO’s performance is “to measure the amount of resources the organization spends on providing program services (to carry out its purpose) vs. what it spends on management and general expenses and fundraising. For most organizations, a higher percentage of resources spent on program services than on management and fundraising is considered a positive performance indicator” (Henderson et all, 2002, P. 3). 

7.6 Internal Control and Financial Arrangement of the Case Organization


Accountability requires that the organization complies with all applicable laws and ethical standards, prepares and files its annual financial reports, and makes the report available to any members of the public who request it. There have been a number of previous studies that have documented the importance of good administration and internal control in religious organizations, such as churches and mosques. The internal control theory suggests that a good internal control structure will result in less embezzlement (see West and Zech 2008;  Sulaiman, 2007; Berry, 2005). 


This study explores two aspects of financial arrangement of Pesantren Peace –the administration and internal control procedures of the receipts of revenue and the disbursement of funds – as it is perceived that cash is very susceptible to fraud and misuse. The literature suggests that:


The internal control procedures on the receipt of income should include the physical custody, segregation of duties, authorization, recording of the transactions, and periodic reconciliation of fund…in order to have adequate internal controls on the disbursement of fund, all payments except those from petty cash, should be made by cheque. The use of cheque as a mode of payment provides a written record of each disbursement. In addition, it requires every transaction to be verified, approved and recorded before any cheque is used. However, cash payment are generally allowed for minor expenditure and payments, and these should be made from the petty cash fund only (Sulaiman, 2007, p. 108) 


7.6.1   Receipts. 


Pesantren Peace, particularly the Finance Section, handle receipts or funds collected from students, donors or society in accordance with the policies of pesantren management. The pesantren implements three control activities in this regard – the recording aspect, the physical custody of the funds and the segregation of duties.


 At the collection stage, the pesantren maintains a cashbook for cash received. The accounting section records all its financial transactions in the cashbook. The finance section head explained  that “all cash inflow and cash outflow are recorded in a special cash book”. There are two cashiers to handle the collection of cash, the chief cashier and an assistant cashier. A report of collections is given by the chief cashier to the head of finance section for recording in the cashbook. The task and responsibility for counting and recording the collections in a cashbook are segregated to different officers. This is depicted in the following quotes:


We have two cashiers here, the chief and the assistant. The assistant is responsible to the chief. She hands the money to the chief. Then the chief submits it to me together with the receipt and proceedings after calculating it


   (Head of Finance Section).


She further said:


The cashiers have to do calculation every afternoon. Then they submit it to me. I also counted the amount based on the receipts submitted to see if it corresponds with the cashier calculation


This is very important to avoid losses resulting from financial misuse, as embezzlement often occurs when trusted employees have access to both assets and financial records. Therefore, a fundamental tenet of internal accounting control is to keep the financial records keeping separate from those individuals that have access to assets, especially cash (see West and Zech, 2008).  


Seen in this light, Pesantren Peace implements financial control procedures for the collection of funds. Amazingly, all the officers in the accounting section have limited knowledge about internal control, they do not even know the advantages of the segregation of duties of counting and recording of collection activities. When asked why the pesantren needs to segregate this task, the finance section head explained that she did not know that this task should be segregated for the purpose of internal control. As she said:


 To tell you the truth, I don’t really understand why we need the segregation of duties.


They just perform the policies made by the director of the pesantren. Whereas, the director of Pesantren Peace possesses the knowledge concerning the importance of internal control activities pertaining to the segregation of tasks from his experience in managing business organizations prior to joining Pesantren Peace. He said:


I was the manager of [business organization] which has activities throughout Aceh. Therefore, I was asked to lead this pesantren. The knowledge that I gain from the company helps me a lot in leading this institution

All cash received is kept in a safe “locked box on pesantren premises”. Not all receipts are banked in immediately after it they are received since part of it is used for daily expenditure as the finance section head explained:


This pesantren always has daily expenditures and, therefore, we have to use the money received for disbursement. Only the rest of the money received will be deposited to the bank.


A monthly report of cash received is routinely prepared by the accounting section. Four copies of the monthly collection reports are periodically provided for the director of the pesantren as mentioned by the finance section head:

We submit four copies of monthly report of cash received to the director. Then the director decides to whom the report will be submitted whether to foundation committee or any other parties. It is the concern of director.


The pesantren also ensures that at least four persons are advised of all donations and other aid from society. She further explained:


At least four persons know about the donation – director, the deputy-director, secretary and head of finance unit.


Pesantren Peace secures its valuables in a locked boxed on its premises. The director said; All valuable documents kept here (pesantren office) in a locked safe.


7.6.2   Disbursements. 


Major disbursements are sometimes made by cash. Serial numbered cheques are only used if the cash receipts kept in a locked box on the pesantren premises could not cover the expenditure and also to pay monthly salary of the employees. If disbursements are made by serial numbered cheques, two people are required to sign the cheque. One is the director of the pesantren and the other is the head of finance section. 


An invoice is treated as a mandatory supporting document for payment in this organization. Except for routine disbursement such as expenditures for kitchen, all   invoices for other goods and services expenditures are required to be checked for accuracy, and approved by the director of the pesantren before payment is initiated  either by cash or cheque. The finance section head will not issue cash before getting approval from the director of the pesantren. She revealed:


 It has been agreed and accepted routine that the disbursements such as expenditures for rice, water, and other kitchen needs doesn’t have to be asked for approval. The other disbursement must be examined and approved by director of pesantren.


This is considered as important to ensure accuracy of the recorded transactions. Verification of the recorded transaction is equally important since “the recording aspect includes verifying the transactions” (Sulaiman, 2007, p. 111).

Official receipts are used as a basis for recording the disbursements by the treasurer  in the cashbook.  


For example, when a unit manager comes to me with documents approved by the director, I would normally prepare official receipts for cash disbursement. Then, I immediately record it in the cash disbursement book 


(Head of Finance Unit).


The pesantren does not maintain a petty cash fund for minor expenses. For such disbursement, the pesantren also issues from the same source used for major disbursements. The small disbursements are also initiated with vouchers that have to be approved by a responsible officer. The absence of maintaining petty cash as part of internal control is due to the lack of knowledge on the important of internal control activities pertaining to implementation of petty cash.

7.7   The Role of the Board  [Foundation Committee] in Enhancing the Accountability of Pesantren Peace


Financial accountability can be improved through several measures. One of them is that the organization should have a board of directors that consists of independent individuals, including some not directly connected with or interested in the organization. The proper role of the board is to monitor management in order that they manage the organizational resources in furthering the objective of the organization and not diverting them for their own private enjoyment (see Edwards, 1990; Hyndman and Mac Donnell 2009).

In non-profit organizations, the board can play a critical role not only in making the selection of the director of the organization, but also a central role in enhancing the accountability of the organization to ensure that the organization’s resources are used wisely and the mission is fulfilled. According to Kuan et al., (2003, p269):  

An ideal situation, a board can play an active role in the development of NPO, by helping with fundraising effort, acting as a bridge between the NPO and the community; being involve in strategic planning and providing guidance for the organization’s future development; maintaining fiscal responsibility; and ensuring that information about the organization’s finance and operation are available to stakeholders and public. 


In practice, the board members of non-profit organizations, including religious institutions, usually consist of volunteers, most of whose efforts are dedicated towards advancing the missions of the organization. A previous study of foundations conducted by Kuan et al. (2003) found that the most important responsibility of foundation board members is to verify an organization’s annual work plan (79,7 %), which is followed by verifying and approving annual budgets (74,4 %) and financial accounts, and defining organization tasks and operational procedures (58,5 %). Board governance is an important issue when discussing the accountability of non-profit organizations. Some view it as extremely important for the board of directors to play a central role in accountability. 


In the context of Pesantren Peace, board members or those who are eligible to monitor and ensure proper organizational accountability are referred to as the committee of Kita Foundation. This foundation committee, currently consist of 8 (eight) persons, comprising one director, one deputy director, one secretary, one deputy secretary, one treasurer, and three advisors. 

In the past, the director of the foundation committee was also the director of Pesantren Peace. Consequently, the board plays a very limited role and their function in enhancing the financial accountability of the pesantren is rather weak. Their function is mainly for giving final approval of the decisions made by the director of Pesantren Peace as the Director explained:

When we receive funds like for the school operational fund, the foundation committee just signed the paper so that the money can be spent legally. Never have I been invited, never. It is us who invite them (Foundation Committee Members).


However, with the new regulation of Kita Foundation, now those who hold a position as an executive member of Pesantren Peace are not allowed to be part of the foundation committee as the human resources manager said:


Now things have changed. The member of the board is not allowed to hold a management position in pesantren. 


This policy is in line with the literature concerning non-profit organization accountability, which suggests that a strong oversight board must be independent from management practice (Jordan, 2005). From the management control system point of view, this segregation is very important, as if any board member is directly benefiting from the work of the organization it can create a conflict of interest.


Seen from their involvement in the development of Pesantren Peace, the committee members of Kita Foundation  are considered as passive. They are not involved with fund rising efforts for the pesantren. They do not take the initiative to invite the director of the pesantren and his members for financial  meetings, nor do they ever review or verify the financial reports prepared by the management of the pesantren.  This is reflected in the following comments:


The persons who have the knowledge about the pesantren business are previous committee members. The current committee members are somewhat passive, since reshuffle just took place. Because of the reshuffle they have to start from the beginning. They are not very well informed about the assets and financial condition of pesantren

 




         (Foundation Committee Member).

The supervision is actually necessary. The committee should monitor and provide advice and guidance to us. But, it never happens. They only come when we invite them. If we don’t invite them they do not come. I think it is a real set back and it should not be that way 


(Director).


Interestingly, the director of Pesantren Peace tends to accept the passivity of the foundation committee and he never makes any efforts to encourage them to be more involved. The passivity of the foundation committee perhaps resulted from factors such as the low degree of professionalism of the board committee, newly appointed and the busyness of the committee members themselves. In addition, none of the board members holds a degree or has training in accounting or management. They do not fully understand their roles in overseeing the management and, consequently, cannot perform their duties as required.

Notwithstanding, the board committee ideally should have knowledge in financial supervision as highlighted by Keating (2001, p.12):

 For the board, knowledge about the financial performance of the organization is particularly important because it indicative of the performance of the staff. Board hold staff accountable for performance and the board is, in turn, held responsible by the public for the overall performance of the organization.

Unquestionably, motivation is not enough to ensure proper organizational accountability by board members because management must be exercised to ensure the organization is operated and managed in a manner consistent with its mission, and in the best interests of the organization. Therefore, the board committee, ideally, should have knowledge of financial supervision, because “the most scandalous non profit failures have been because of financial irregularities with resulted from board members not asking finance related questions” (Hurwitz, 2006, p1). This means that a weak or uninvolved board opens the door to poor performance of the organization and fraud. 


In spite of this passivity, the foundation committee has expressed their willingness to be more involved and participate actively to advance the organization’s mission. As explained by a committee member of Kita Foundation:

Now the foundation committee has made a plan to examine and audit the two institutions under the foundation. In the first meeting held in the beginning of March 09, they asked the directors of the two institutions to describe the assets condition of the respective institutions.


This initiative is also acknowledged by the human resources manager as he explained:


They started to invite us [pesantren management] at the beginning of March. That was the initial step of the foundation committee…They would like to know the real condition of the pesantren in general, including its management and its finances.


According to one of the foundation committee members interviewed, the audit team itself will be composed of committee members of Kita Foundation, all of them serve voluntarily, and are independent from any financial interest in the pesantren organization.


7.8   Summary


 In fulfilling its role as an Islamic educational institution, Pesantren Peace offers both the standard curriculum set by the Indonesian government and traditional religious topics (classical Islamic text book). As such, this institution is usually called a modern pesantren or integrated pesantren by the community. Even though this is a non-government organization, the system adopted  match the standard of any Indonesian public school. Therefore, unlike many other pesantren graduates who cannot qualify to enter the post of secondary school,  Pesantren Peace graduates qualify to continue their education in the public institutions at the post secondary school either in Indonesia or overseas. The organization mission emphasises intellectual aspects in providing education for Muslim students and to make them pioneers in implementing Islamic law comprehensively and establish a civilized society, particularly, in the NAD province-Indonesia. 


Pesantren Peace  is owned by a foundation in which its operation depends mainly on public trust. They receive a lot of funds from the local government and from public donation, either from individual or organizational donors. Pesantren Peace views itself as accountable to three levels of stakeholders. First, the accountability to donors, either private organizational donors or government donors. Second, the accountability to one another and themselves, as unit manager, staff, and foundation committee. Third, the accountability to those who are served by the organization, in this case the community in which their children are educated by the pesantren.  


The management of Pesantren Peace views the financial report as an instrument that plays a very significant role in enhancing accountability, and accounting activities are viewed as activities that have no contradiction with the pesantren mission. This departs from the major findings of previous research in religious organizations such as the Church of England conducted by Laughlin (1998, 1990) in which accounting activities were not treated as relevant to the organization’s mission


Notwithstanding, in practice the management of Pesantren Peace does not pay enough attention to accounting activities. Accounting activities are performed by people who are not professional accountants. None of those involved in the management team has accounting or a management educational background. As a result, the organization is unable to implement good accounting practices even though this institution has a large amount of assets to be managed.


Accounting practices in Pesantren Peace are less developed and only focuses on the control of receipts and the disbursement of funds through providing monthly and annual cash receipt and cash disbursement reports, which are mainly used for accountability purposes. There is no consolidated financial report provided to view the organization’s overall financial condition.

In the context of the board, the foundation committee plays a very limited role and their function in enhancing the financial accountability of the pesantren is rather weak. They do not take any initiatives to invite the director of the pesantren and his members for financial meetings, neither do they review and verify the financial report prepared by the management of pesantren. Interestingly, the director of the pesantren tends to accept this passivity and he never makes any effort to get them to be more involved. 


CHAPTER 8



DEVELOPING THEORIES


8.0   Introduction


This chapter presents the emergent theoretical insights from the findings using an inductive methodological approach as advised by the grounded theory methodology. As highlighted in Chapter Five, there are three stages of analysis using the grounded theory, – open coding, axial coding, and selective coding. The analysis usually begins with open coding procedure, followed by an axial coding procedure and the development of theoretical memos before arriving at the last step of selective coding. 


 This study has developed 16 major codes (open coding) from intensive and iterative interviews, as presented in Chapter Six and Chapter Seven. This open coding is the result of the researcher’s analysis of the data sources, i.e. interviews, transcripts, field notes and documentary evidences. These 16 open codes will be developed further through the process of axial coding. Strauss and Corbin (1998), as quoted by Brown et al. (2002), described axial coding as “the process of relating codes, categories and sub categories to each other…linking a category at the level of properties and dimensions”. This axial code, as argued by Rahim (1998) comes out as aggregates of the most closely interrelated open codes for which the supporting evidence appears strong. At this stage the researcher recombines open codes into more general themes or axial codes, and produces theoretical memos. Theoretical memos are defined as “written theoretical questions, coding summaries used to monitor and stimulate coding and as a basis for theory integration” (Rahim, 1998, p. 110). Writing of memos is considered as an important activity during the process of coding. Corbin and Strauss (1990), as quoted by Pandit (1996, p. 8), said:


Writing theoretical memos is an integral part of doing grounded theory. Since the analyst cannot readily keep track of all the categories, properties, hypotheses, and generative questions that evolve from the analytical process, there must be a system for doing so. The use of memos constitutes such a system. Memos are not simply “ideas.” They are involved in the formulation and revision of theory during the research process. 


The last stage involved in using the grounded theory methodology is to carry out the process of selective coding. Selective coding is the process of choosing one category to be the central or core category and systematically relating it to other categories (Brown et al., 2002). The objective of selective coding is to explicate a story by identifying a core category and linking the other categories around the core category. This selective coding involves the identification of the “core categories” (central phenomenon, which have emerged from the axial coding process that needs to be theorized about) and linking the different categories to the core categories using the paradigm model (consisting of conditions, context, strategies, and consequences). 


The paradigm model is a process of connecting categories or conceptual data developed from the open and axial coding, by relating, restructuring and rebuilding the data into various patterns with the intention of revealing links and relationships. Strauss and Corbin (1990), as quoted by Rahim (1998), emphasise that the central and the most important task in the grounded theory approach is to identify and define the central phenomenon, which is the central idea that is considered as the most significant part of the case study. Having identified the central phenomenon, the researcher defines the contextual conditioners or the conditioning context. Contextual conditions are defined as the “specific set of conditions (patterns of conditions) that intersect dimensionally at this time and place to create a set of circumstances or problems to which persons respond through actions/interactions” (Brown et al., 2002   p.5).


The chapter starts with the discussion of the core or central phenomenon generated by the study, followed by a discussion of the conditioning context that consists of religious secular divide, accountability mechanism: to whom and how? and the implementation of accounting and accountability in the case organization.


8.1   The Central Phenomenon 


The focal core, the central phenomenon, generated by this study is that the accountability practices in Pesantren Peace still lack accountability to the public and are still far from what might be expected by the society and even by Islamic teaching. Pesantren Peace does not demonstrate its financial affairs to all of its stakeholders, and the management does not see the general public as stakeholders for the purpose of demonstrating its financial information. In addition, the way this organization shows its financial accountability to certain stakeholders is far from what is expected.


Nowadays, this system is very unsatisfactory. The management should at least provide in written version and to be stuck to information board and so on. It would be more than enough even if it is merely displayed on wall. If it is only done by verbal informal explanation with some complaints by saying we have limited fund but we have done significant development, I think it sounds like a rhetoric (SP1).

 As discussed in Chapter 6, the majority of interviewees agreed in principle that Islamic religious organizations should be accountable to Allah and society as a whole including the donors, government, beneficiaries or public at large. The importance of accountability in Islam can be traced to the Holy Qur’an, the sunnah and the tradition of sahabah as well as Islamic jurisprudence. As mentioned previously, there are five elements of financial accountability in Islam, which include comply with God’s rule (syari’ah), amanah or trustworthiness, proper mechanism, proper financial reports (formal reporting), and traceability/auditability. 

Accountability in Islam is viewed as broader than what is generally understood in the traditional view of accountability since in Islam accountability is designed not only to certain donors but to all of stakeholders as well as to God as the creator of human beings.  All Muslims believe that they will be subject to hesab in the hereafter for their actions in this world. Hence, all activities are required to comply with syari’ah in order to be accountable to God.  


Seen in this light, the accountability concept in Islam is strongly influenced by Islamic belief in the existence of God (iman) as the creator of human beings, and all human beings have to act according to God given rules and regulations. Therefore, accountability in Islam is not only to fulfil the legal requirement of accountability but also to fulfil the relationship with God in which good deeds and bad deeds will be rewarded and punished in the hereafter. Thus, if the leaders of Pesantren Peace believe that way, they should be more accountable since accountability to society is also interpreted as accountability to God. 


8.2   Conditioning Context


As mentioned above, in the grounded theory approach sub-categories are related to the core category and these sub-categories need to be linked with the core category. In this study, three contextual conditioners have been identified as a result of the grounded theory analysis. These are religious secular divide, accountability mechanism: To whom? and How? and the implementation of accounting and accountability in Islamic religious organizations. 


8.2.1 Religious and Secular Divide


Hardy and Ballis (2005) argue that the crucial issue to the study of accounting and accountability in religious organizations is the challenge of how to best understand and classify various activities that can be observed within the religious organizations. As mentioned in previous chapters the religious and secular divide was introduced in the accounting and accountability literature by Laughlin (1998). Laughlin (1998) found that the underlying structures of financial accountability in the Church of England are dominated by the sacred-secular divide perception, and it has become an influence within the accounting academic community for researching accounting and accountability practices of religious institutions. 


 The findings of this study, however, show that, theoretically, the sacred and profane dichotomy is not applicable to the cultural mechanisms of Islamic religious institutions, as the religious and the secular divide are unknown in Islam. Islam does not recognize a distinction between secular and the spiritual areas of life (See Sulaiman, 2001, Rahim and Goddard, 1998). In general, all the Muslim scholars interviewed expressed that in Islam there is no dichotomy between sacred and profane activities. Similarly, the management of Pesantren Peace does not see accounting and accountability activities as contradictory to the mission and objectives of the organization. The underlying influence of Islamic teaching as mentioned above affects the way the members of Pesantren Peace view the accounting and accountability activities in the organization. In general, the members of the organization of Pesantren Peace that were interviewed expressed the view that there is no dichotomy between religious and non-religious activities in Pesantren Peace.


Although the findings indicate that Pesantren Peace has unsatisfactory accounting and accountability practices, the management realize that these activities play a very important role for the organization. The evidence suggests that the unsatisfactory accounting and accountability practices within the organization is due to the lack of management commitment and lack of qualified staff in financial administration as well as a lack of understanding of the role of accounting in enhancing accountability of the organization. There was no evidence to suggest that this problem is caused by the resistance of such activities as religious activities. As one organization member who was interviewed said:


I believe accounting is absolutely important and it is part of religious activities…We have strong willingness to show financial transparency. But our constraint is the human resource.  An expert is needed to establish good transparency at our institution. Our constraint is lack of skilful staff 


(Human Resources Manager).


The findings of the study clearly suggest that neither the Muslim scholars interviewed nor those at Pesantren Peace see accounting and accountability activities as subordinate to the sacred and secular divide. Thus, this departs from the major finding of previous research, such as the Church of England conducted by Laughlin (1988, 1990), in the sacred/profane dichotomy. However, it is similar to previous research concerning Islamic religious organizations in Malaysia conducted by Rahim and Goddard (see Rahim and Goddard, 1998). 

8.2.2   Accountability Mechanisms: To whom and How?

A number of views have emerged from the foregoing chapters related to accountability mechanisms: to whom and how accountability is demonstrated in Islam, particularly in non-profit organizations and, specifically, Islamic religious-based  organizations. As highlighted by Christensen (2002, p. 22) a mechanism is   “a process or technique for achieving a result. Thus, an accountability mechanism is a distinct activity or process designed to ensure that the organization is serving its missions”.


Essentially, Islamic religious organizations should be accountable to society as a whole including the donors, government, beneficiaries or public at large as well as to God since it is an injunction of Islamic teaching. The majority of Muslim scholars interviewed emphasize that accountability in Islam is understood as broader than what is generally understood in conventional accountability, because conventional accountability approaches are not considered to extend beyond human society, and do not envisage any accountability to God. This is also reinforced by Dandago  (2007, p.3) as he says “In Islam, the term accountability goes beyond man to man stewardship in this world; it is extended to the hereafter when every body will appear in front of Allah to account fully for what he/she did in this world”

Hence, theoretically, Muslims managing organizations, whether religious-based organizations or not, are accountable to society and to God. Notwithstanding, there is no clear distinction regarding the way to demonstrate accountability to God and to human beings or society because accountability to God is also interpreted as accountability to society (See also Sulaiman, 2002, p. 24).

This means that members of organizations fulfil their accountability to God by being accountable to society. Even though some argue that this is not absolute accountability, but it can be used as an indication to measure their accountability relationship to God. Thus, if the organizations are accountable to the public, the relationships with their stakeholders are good, which is an indication that they have performed their accountability to God. Accordingly, Muslims do not separate between accountability to God and accountability to human beings.


 In examining the accountability mechanism of Pesantren Peace, the question to whom Pesantren Peace is accountable is first considered. Bogart (1995) argues that when discussing accountability there is a “constituency, or a group to whom a person or organization is accountable”.  The director and staff of Pesantren Peace see themselves as accountable to three levels of stakeholders; they are typically related to the upward, lateral and downward. In addition to these three parties, this organization also recognizes another party, known as “the most supreme principal” (God) in the accountability relationship.


  Upwardly, Pesantren Peace only fulfils financial accountability to government donors and to private organizational donors but there is no financial report given to individual donors who usually contribute a small amount. Laterally, accountability in the context of Pesantren Peace, each unit head within the pesantren has to give account of their activities to the director of the pesantren either periodically or by request. All of them have to make sure that the financial resources are used properly. Whereas, downwardly, Pesantren Peace gives account to its beneficiaries, in this case, student parents during the annual meetings. 

Thus, the willingness of Pesantren Peace to show its financial accountability to its stakeholders is not free from the demand and enforcement from other parties because government, private organizational donors or foundation committee, for example, usually have the power to cancel the recipients funds. The management of Pesantren Peace, to make sure that the donations are used properly to achieve the organization’s mission. Whereas, society or individual donors who contribute small amounts, for which Pesantren Peace does not show its financial reports, cannot compel the recipients of their donations to show their financial accountability. 

 Seen from this model of Pesantren Peace management behaviour, DiMaggio and Powell (1983) as quoted by Dillard, et al. (2004,) refers to as the practice of coercive isomorphism of institutional theory. Coercive isomorphism refers to a situation in which the acts of the management of an organization are “results from both formal and informal pressures exerted on an organization by another party” (Dillard et al., 2004, P.509). Thus, organizations that do not behave will, consequently, be treated as illegitimate and will face penalty, sanctions or contract. This means that the organization is viewed to be externally controlled by their institutional environment. Therefore, in this matter institutional theory makes sense when applied to the accountability practices of Pesantren Peace organization (see also Irvin, 2001, p 7) 

This may be a logical position for the management of Pesantren Peace, since if the management rejects the demand for accountability made by funding bodies, the organization may lose support and subsequently funding from those institutions. This is also emphasized in NGO literature as Maskyukivska (1999, p. 33) said:

NGO-patron relationships are very clear… The mechanism for enforcing accountability tends to be strong. Grants are cancelled, membership dues dwindle, accreditation is revoked, and collaborative agreement is reconsidered…Unlike donors community cannot withdraw their funding, unlike governments, they cannot impose conditionalities. The responsible of NGO to the need and aspiration of the host is both theoretical unclear and morally less justifiable. 


From the above analysis, it can be said that accountability in this institution is narrowly defined in terms of reporting its financial affairs only to certain stakeholders.  Meanwhile, some other stakeholders such as the general public or those who donate a small amount are not viewed as a key audience or stakeholders for the purpose of reporting its financial information. Thus, there is no financial disclosure made to this group of stakeholders. This also happens to many other NPOs as documented in previous research of foundations, as Kuan et al. (2003, P.266) explain:


The organization felt that dealing one on one with funding agency by complying with its reporting regulation was enough and didn’t see the need for the public disclosure. For this organization, and perhaps for many other NPOs, accountability to general public mostly means letting the public know about the work and the results achieved by the organization, but it does not necessarily imply that the organization has to make its financial information available.


This position does not seems to be consistent with the current thinking of scholars, not limited to the Muslim scholars interviewed or the trend of major non-profit monitoring agencies. However, the director of Pesantren Peace highlighted that Pesantren Peace is accountable in a different way to small donors or society at large by, for example, providing information about the organization’s achievements in order to enable the society to understand how well the pesantren is accomplishing its goals. As he said:


The most important thing is to provide information to the public such as the number of students on our scholarship to study either in Egypt or Java. Basically this is the information we provide to the public. We do not provide our financial information.


 (Director) 


The above quote implies that the management of Pesantren Peace uses a different (outcome) approach to show its accountability to certain stakeholders. This might be logical for Pesantren Peace where individual donors never require financial accountability for the money donated to the pesantren. In addition, there may be a situation where the management of Pesantren Peace faces a conflict with the environmental condition. One example of this conflict is found in the dilemma where the management of Pesantren Peace feared that if the organization makes its financial reports available to the public some people in society would misuse the information to harm the organization. However, these reasons are somewhat contradictory to the majority of Muslim scholars’ views of accountability as reflected in the following quotes.

So by right Muslims have direct accountability to donors, and from the Islamic point of view, even though you are not a donor, you are also entitled to direct accountability. The recipients of zakat money are example of this. Why are you one of the stakeholders? The reason is that you have the right to receive that money, to the poor, and in fact to the Muslim at large, all the Muslim public (A06).


In addition, the literature also suggests that the public have become more selective in giving their support to NPOs. They give and support organizations not only on the basis of the causes they work for but also on the basis of their performance and the concrete results the organizations have achieved. As such, the more an organization provides complete information to the public about its management, and its finance, the more the public will have confidence in it and be willing to support it (Kuan at al., 2003).  Hence, all non-profit organizations, including those that define themselves as Islamic-based religious organizations, should view that the provision of financial information to the public is an opportunity to increase public understanding of their work. Accountability improves the trust and confidence of those with whom the charity deals, e.g. funders, beneficiaries and staff. Confidence is increased because the charity is demonstrating that money is spent wisely. This in turn will raise the organization’s profile, which may lead to increased resources. Actually, all management members of Pesantren Peace should be aware of the importance of the organization profile of the pesantren and know that the public image of the organization is paramount, and that care should be taken to protect it. 


Furthermore, as an Islamic organization that exists to provide a public benefit, Pesantren Peace does not return funds received to its financial suppliers, since donors do not provide money or other resources to Pesantren Peace in return for same economic benefit to themselves.  Rather the donors require that the resources given to Pesantren Peace be used to benefit other individuals or groups of individuals, and the hope of reward from God in the hereafter. This differs from agency theory assumption of rational, and self-interested human beings in which people invest their wealth in the organization to maximize their utility. Accordingly, the agency theory which is considered as the dominant theoretical paradigm used within the governance literature, as mentioned in Chapter Four, is inappropriate for use in this accountability relationship. In such a model of behaviour as Pesantren Peace financial suppliers, Andreoni (1990), as quoted by Hyndman and McDonnell (2009), refers to this as “the theory of warm glow giving” in which individuals feel a “warm glow” from their act of donation that is sufficient to counteract the lack of private incentive to contribute to the public good.  This individual is argued to receive all their satisfaction from their act of donation and none from the actual provision of the charitable services.


One possible consequence of this warm glow theory is that demonstrating financial accountability to the donor may not be important at all. Therefore, it is considered that to spend resources for demonstrating financial accountability to this group of stakeholders will be useless because the donors have no interest in it. Besides, they are not likely to donate in future just because the organization has discharged its financial accountability to them. However, it is perhaps difficult to imagine such donors in reality except those who donate a small amount. 

Furthermore, regarding how the accountability is performed, this study   indicates that there is some argument that in Islam accountability can be demonstrated both formally and informally.  However, the majority of Muslim scholars interviewed resist such arguments, and view informal accountability as not in line with Islamic teaching and the requirements of Islam. Thus, they view that any organization dealing with community funds must perform their financial accountability formally or through written reports. There is a general belief that a formal accountability mechanism is an integral part of a religious-based organization and is strongly encouraged. 


Seen in this light, it can be understood that there is a link between Islamic teaching and accounting since one of the main purposes of accounting is to enhance accountability through providing fair information between the accountor and the accountee. Formal accountability can only be provided through proper accounting records. As far as accounting is concerned, proper recording and reporting are viewed as having a very important role in providing information to the users and are used to improve the accountability and efficiency of institutions as well as to show transparency. As argued by the Muslim scholars interviewed there are many verses in the Holy Qur’an relating to accounting activities, and Muslim interest in accounting issues can be traced back to the time of Prophet Muhammad PBUH and his immediate successors. In addition, at a basic level God requires all Muslims to record their transactions. 


In the context of Pesantren Peace, each of the three levels of accountability mentioned above requires a different kind of accountability mechanism. These mechanisms range from being a formal accountability, such as financial reports to an informal component, such as verbal explanation to its beneficiaries and open dialogue among its staff to ensure that financial resources are used properly.  


It was observed that financial reporting is perceived as an integral part of Pesantren Peace. In addition, reporting on departmental activities is also considered as an important activity and done regularly. The reporting is mainly aimed at fulfilling the requirements of the director of Pesantren Peace and other organizational donors. However, insufficient emphasis is placed on meeting the expectations of other parties such as the public at large. This can be seen from the reluctance of Pesantren Peace management to make its financial information available to the public. 

8.2.3  The Implementation  of Accounting and Accountability in Islamic Religious Organizations

The study suggests that Islam has paid considerable attention to the importance of financial reporting in enhancing the accountability of those who were entrusted with resources belonging to others, such as accounting, in relation to the calculation of zakat (alms) as noted by one Muslim scholar:

Currently, if we read the modern textbooks, we can still find the total income of zakat figures collected in Egypt recorded by the Governor Amru bin Ash during the era of Caliph Umar bin Khattab. This means that [even at that time] the recording of accounting activities was done very systematically (M02). 

It was well documented in the literature that accounting and accountants were also given a key role in the history of Islam. 


The person that is described as an accountant or Muhtasib in Islam is the one responsible for making sure that business is not harming the community... The Muhtasib’s role in respect to accountability in an Islamic society, therefore, was not limited to technical and financial tradition, it was a social role, whereby the Muhtasib’s accountability extended to making sure that sharia’s social rule in respect of umma’s welfare and interests were enforced and complied with (Kamla, et al., 2006, p.257).


In Islamic teachings, this [Financial] matter should be able to be seen, must be able to be proven…It is important to note that Islam also has a mechanism to confirm that the accountability is really carried out. It was known as the system of hisbah. If the system of hisbah is available, and there are officers of hisbah called as muhtasib, then how can the muhtasib examine something that was well implemented or not, if there is no written document etc (A09).


The above quotations suggest that in Islam organizational accountability to society should be reflected in accounting or financial reporting. This also implies that a person or a group of people to whom resources are entrusted is required to render periodic accounts of how the resources are being managed, and audit becomes an integral part of it. 


Furthermore, the study indicates that in Islamic history, for example, during the period of the Caliph Umar bin Khattab, accounting and accountability were used and they became a commitment among the Muslim leaders. This is reflected in the following comments. As noted by Hamid (2009, p.2):


When an official was appointed, an inventory of all his possessions would have to be taken. If any increase in his possessions or in his overall financial position was noticed, then an inquiry into the matter would have to be made and the added possessions were usually confiscated.


He further says:


The introduction and organization of zakat in 624 A.D. encouraged accounting for the purpose of zakat calculation and payment. This development was enhanced with the formal introduction of accounting book, concept, and procedures during the time of the second Caliph, Omar bin Al-Khattab, who ruled between 13 and 23 Hijri’iyah (H) (634-644AD).


However, from the interviews with Muslim scholars conducted for the purpose of this study it would seem that there is a gap and perhaps even tension in the way accountability is implemented, particularly in Islamic religious organizations in this contemporary time, and what is seen as being an appropriate practice in accordance with the accountability practices that are desirable in the sense of being consistent with the tenets of Islam. 

Nowadays, the accountability issue of the pesantren in Aceh is very problematic. Only 10 percent  of pesantrens submit their reports to us. When we asked a Tengku, previously we give Rp.100.000 [one hundred thousand rupiahs] to your pesantren, what have you done with the money?  He just simply showed that the money has been spent for these “water supply equipments, building etc”. When we asked for the written report, it is very difficult for them. Providing written report is very difficult for them (G01).


The culture of emphasizing [Good accountability] has not been encouraged, especially in a classical pesantren. This [financial affair] is still perceived as a taboo topic, it is confidential, or it is the affair of the Kyai [the leader of pesantren]. It is considered impolite to question the leader of financial matters (A05).


It would certainly be impossible to copy Umar’s model because the challenges faced in today’s world are quite different, but the spirit of Umar’s decisions can certainly be implemented within the modern context of organizational accountability. The question is how to apply this spiritual foundation. The phenomenon could be that most religious leaders today, particularly those involved in managing religious organizations such as pesantren, have a misunderstanding concerning the Islamic teachings regarding the role of accounting and accountability in Islam. They lack understanding about the term “accountability”: what accountability is, what the function of accountability is, and what the role of accounting in enhancing accountability is, because accounting disclosures are generally technical in nature and few individuals really understand a set of financial statements. Besides, as highlighted in Chapter Six, most Islamic religious organizations including the pesantren operating in Indonesia face a chronic shortage of professional staff as argued by one of the scholars in The State Institute of Islamic Studies, Arraniry, Indonesia. “The main reason for me is that they have no skilled officers in administration” (A01).


Therefore, to cope with this problem, they must be assisted by professionals, and those professionals must be good Muslims who can convey the message to the leaders of Islamic organizations regarding the importance of accounting and accountability both from the interest of organizations and from the Islamic teaching point of view.  Furthermore, the leaders of Islamic religious organizations and their staff must also be educated and improve their knowledge in managing organizations, and professionals must be able to provide a link between accounting, accountability and Islam, otherwise they will not be able to accept the idea of implementing a good accounting and accountability practice in their organization because they cannot see the connection.


Furthermore, there must be regulations and requirements to push the people to implement the accountability aspects of the organization and meet the accountability and reporting requirements. The regulations are meant to assure the public that the organizations are not taking advantage to enrich their leaders and employees at the public expense (Halacmi, 2007, P. 4). This is very important requirement because it will affect the behaviour of people within a charity sector such as Pesantren Peace. The results of examining managerial breaches of trust in US nonprofits undertaken by Freemonth-Smith and Kosaras (2003), as quoted by Hyndman and Mcdonnell (2009, p.11), suggested that “government regulation has an effect in controlling managerial abuse, providing further evidence of the importance of government regulation as an external governance mechanism for the charity sector”.

One of the Muslim scholars interviewed suggested that in regulating Islamic institutions, the government must relate the concept of reporting and accountability to God, otherwise it cannot guarantee the implementation of good accounting or accountability. This can be seen from the fact that in Indonesia there is a regulation “law 16/2001” that requires any foundation operating in Indonesia that has an annual income exceeding 500,000,000 (five hundred million) Indonesian currency (US$50,000) either from government or other sources, to publish their financial information in the local newspaper covering the past ten years (see Nainggolan, 2006). However, many foundations, including Islamic religious organization do not comply with this rule. 


Concerning Pesantren Peace, as the case organization, despite the recognition by the management regarding the important role of accounting reports for managing and monitoring the organization, there is still a lack of commitment to proper accounting and accountability practices. This could be due to a lack of knowledge on the important role of accounting as an instrument of accountability. It was observed that accounting and, also accountants have limited functions in this organization. This can be seen from the system used, in which all transactions are still processed manually, even though the organization has huge assets to be managed. The accounting staff are also rarely involved in the various meetings, and they do not feel that they are part of the decision making process. A similar insight was also gleaned in previous research conducted by Rahim and Goddard (1998, P.192) in two Islamic religious organizations in Malaysia in which: 

The authority of the accountant in this sense, to manage the financial accountability and control system, has been insignificant. The role of the accountant has been subjugated to the role of bookkeeper. In the case of ASRC the accountant was not actively involved in the decision making process.


Furthermore, accounting practices in Pesantren Peace only focus on the control of receipts and disbursement of funds through providing monthly and annual cash receipts and cash disbursement reports, which are mainly used for accountability purposes. Reporting is mainly in the form of past transactions, which is concerned with what the organization has performed rather than what it is going to do.  There is no consolidated financial report provided to present the overall annual financial condition of Pesantren Peace. Whereas, this is actually very crucial since one of the primary purposes of an annual financial report is to inform the readers “stakeholders” of the organization’s accomplishments and how the management has handled the resources entrusted to it.


In addition, neither is the budget information used for financial control and financial accountability in Pesantren Peace although, in accounting, the budget system also appeared as the most important instrument in the interests of accountability. Pesantren Peace produces a budget occasionally but only for capital expenditures such as physical development. 

For physical construction, the budget is sometimes used to measure the effectiveness and the efficiency of the materials used through a comparison of the budget figures with the actual figures. However, generally, in this organization, budgets are not seen as part of accounting activities or as an accountability mechanism. Neither are they perceived as the most important organizational process with respect to accountability. This may be due to a lack of understanding on the importance of a budget as a mechanism to demonstrate institutional accountability. This can be seen from those who are involved in Pesantren Peace management team as none of them have an accounting or management education background. This is similar with the literature that suggested that “non-profit organizations are frequently managed by people who possess little training in accounting or business management” (West and Zech, 2008, p. 4). 

It is also important to note that in this institution, funds spent are not classified as programme or administrative expenses. Therefore, seen from an accounting point of view, the management cannot measure the organizations performance since one way to judge an NPO’s performance is “to measure the amount of resources the organization spends on providing program services (to carry out its purpose) vs. what it spends on management and general expenses and fundraising. For most organizations, a higher percentage of resources spent on program services than on management and fundraising is considered a positive performance indicator” (Henderson et al., 2002, p.3). This indicates that Pesantren Peace lacks some of the elementary control considered necessary in accounting literature. 


Furthermore, the lack of accountability practices of Pesantren Peace can also be seen from the role of its board since the importance of an organization’s board in enhancing accountability of non-profit organizations is well recognised in accounting literature (see Keating, 2001; Hyndman and Mac Donnell, 2009). The board is argued to play a critical role in enhancing the accountability of a non-profit organization to ensure that the organization will use its financial resources wisely in order to fulfil the organization’s missions. This study found that Pesantren Peace has a formal board which consist of eight persons who are eligible to monitor and control the organization to ensure  proper organizational accountability. This indicates that in terms of numbers, generally speaking, Pesantren Peace has  sufficient board members to provide a variety of skills,  perspectives and abilities to give effective oversight to Pesantren Peace as the organization they represent. This of course, assumming that the board members are selected properly.


As alluded in previous chapters, all board members are not paid for their services. They serve voluntarily and are free from any financial interest in the pesantren. This is certainly consistent with literature that suggests that the board members of charitable organization such as Pesantren Peace, except for those who are also part of the organization’s staff, should volunteer their time and not be paid for their services (see also Kuan, 2003).

However, it is important to note that the involvement of the board in Pesantren Peace’s activities is very inadequate and can be considered as passive. One indication of this is the number of meetings between board and management of Pesantren Peace. The number of board meetings was very limited and there was no legal requirement for a specific number of board meetings per year. Discussion with the director of Pesantren Peace indicates that the board must meet often enough to have sufficient understanding of the organization’s affairs to provide proper oversight and control.

The committee should monitor and provide advice and guidance to us. But it never happens. The only come when we invite them. If we do not invite them they do not come. I think it is a set back and it should not be that way


 (Director of Pesantren Peace)


Interestingly, contradictory to what he said, the management has never made a policy designed to make the board more involved in performing their functions. While, ideally, the organization has to have a policy designed to ensure regular attendance by board members since if the board is to function properly, regular attendance should be encouraged through appropriate board policy and function.  

Regarding the accountability relationship of Pesantren Peace, the study indicates that it is clearly defined. The organization views itself as accountable to three different levels of stakeholders: upward, lateral and downward, through various accountability tools ranging from  a formal accountability such as financial reports to informal components like verbal explanation to its beneficiaries and informal communication among its staff. This of course corresponds with the views of the Muslim scholars interviewed:

If it is a modern pesantren, the pesantrens providing education in a modern way in the form of classes from the primary schools to the senior high schools, or from the Ibtidaiyah to Aliyah, then the responsibility and the accountability are quite clear (A07).


 Referring to Laughlin’s Accountability Relationship Model (see Laughlin, 1990), to some extent the accountability relationship in Pesantren Peace tends to be contractual, in which the relationship is formal, resulting in a written form of recording, but to some degree it tends to be communal in which the accountability relationship is less formal and the expectations are also less specified. 


8.3    Summary


As the organization under study is a modern pesantren, it seems that even though there is still lack of the ideal practices of public expectation and the expectation of syari’ah, as viewed by the majority of Islamic scholars interviewed, the way Pesantren Peace demonstrates its financial accountability, to some extent, has mirrored the implementation of principles of accountability in Islam. Reporting, particularly, financial reporting is considered as an important activity and produced regularly, even though the reporting is mainly aimed at fulfilling the requirements of the director of the Pesantren, the foundation committee, and other organizational donors.


The lack of disclosure of its financial information on meeting the expectations of other parties, such as individual donors and the public at large should not be judged as a resistance to the Islamic teachings. There may be a situation in which the management of Pesantren Peace faces conflict with the environmental condition thereby preventing the pesantren people from carrying out the Islamic teachings comprehensively. 


It is difficult to apply ideal things in such community. On the one hand, we want a complete public transparency through media etc. On the other hand, due to the lack of understanding on the part of community, they tend to use mass media to criticize any minor issues and to damage the image of the institution.  I saw such tendency, especially here.

In addition, Pesantren Peace has no professional staff with the required skills or knowledge in accounting and management to implement good accounting practices that would enable the pesantren to perform good accountability and transparency.


CHAPTER 9


CONCLUSION, RESEARCH CONTRIBUTIONS, LIMITATIONS AND RECOMMENDATIONS


9.0  Introduction


This chapter recapitulates the study that has been explained and discussed in the previous chapters. The chapter also elaborates some theoretical and practical contributions and limitations of the study as well as recommendations for further researches. 


9.1  Recapitulation  


Today, organizational accountability has become a crucial issue, faced not only by the profit organizations, but also non-profit organizations, including religious-based organizations. Following a variety of scandals within these groups, donors are now demanding a higher level of accountability and integrity from the leaders of institutions that receive their donations. Religious-based organizations, like other NPOs, have played an important role in providing various social services in many countries. 


In the countries where the majority of the population are Muslims, like Indonesia, religious-based institutions, particularly, Islamic religious institutions play a significant role in developing the society. One of the most popular Islamic institutions in Indonesia is called pesantren, an Islamic boarding school that provides education services for students at minimal cost. This organization is an indigenous education institution in Indonesia that has been conducting education for the Indonesian society for over 100 years. Currently, pesantrens are divided into two major types called traditional (salafi) pesantren and modern (khalafi) pesantren. However, this study only focuses on investigating the practices of accounting and accountability in modern (khalafi) pesantren.


Similar to other non-profit organizations, pesantrens are not established in order to make profit. Certain phenomena, such as donations are likely to occur in this sector, something that rarely occurs in business organizations. This very frequently involves a significant contribution by various donors to the financial support of the organization, serving to guarantee the sustainability of their activities. These donations are usually in cash, but they can also take other forms including goods. Clearly, these organizations have some particular characteristics that distinguish them from business organizations, which means that developing accountability mechanisms will be a challenge in these organisations.


It is not surprising that several scholars have argued that religious organizations, not limited to pesantren, do not have a control mechanism in place to protect their resources and keep their members informed of the organization’s financial state and fund raising efforts (see also Sinoo, 2004, Booth, 1993). Although, there has been no report of a financial scandal in pesantrens, there is increasing concern as to whether these organizations experience the same deficiencies as other religious institutions.  


As this study is concerned with the perceptions of Muslim scholars concerning how the Islamic religious organizations demonstrate their financial accountability and the role of financial reporting in enhancing such accountability as well as the practice of accounting and accountability in pesantren, the insights of this study will be discussed in the following sections.

9.1.1  Theoretical Contributions


The findings presented in the previous chapters have several important implications for the theories of accounting and accountability in Islamic religious organizations. The fact is, the Muslim scholars interviewed and the members of the case organization had the appropriate attitude to, and awareness of the importance of good governance and satisfactory accounting practices, and financial reporting in enhancing accountability of Islamic religious organizations regarding organizational assets. 


Islam strongly advocates all forms of good governance and believes that good governance is part of the core teachings of Islam, as it aims to enhance accountability, transparency and trustworthiness, which is paramount in Islam. It is acknowledged that the concept of good governance can be traced back to the early history of Islam and that the view of the importance of corporate governance and of any Islamic institution has been outlined and implemented among sahabah of the prophet and previous Muslim scholars. This means that the findings appear to affirm that good governance and good accountability is neither unknown nor alien to the Islamic point of view. This is completely different from how Islam has more often than not been seen or portrayed in negative terms by the non-Muslim “west” (see Kamla et al., 2006).  


As mentioned previously Pesantren Peace, as a charitable organization, receives various sources from its donors not to return some economic benefit to the donors. Accordingly, it cannot be served by governance and accountability principles based on exchange theory “Agency theory”, which believes it was developed for relationship established as a result of market exchanged. Under corporate governance based on exchange, something is given in anticipation of receiving something.

Seen in this light, in the context of Pesantren Peace, it is better served by the theory of “gift”. Rudkin and Cooper (2007) argued that governance and accountability principles based on the gifting theory are transformative and enabling for those engaging with the public and non-profit sectors, because it brings a different concept of reciprocity beyond equivalence, allowing a greater accountability beyond that for the commodity to that of the possession for asymmetrical exchange relationships. In addition, the narrative of Rudkin and Cooper (2007) describes that applying private sector corporate governance principles unquestioningly to the public sector and non-profit organizations and relationship leads to the simulacra of accountability rather than an authentic engagement. 


Furthermore, the finding of this study also affirms that the concept of accountability in Islam is viewed as wider than what is generally understood conventionally. It is not restricted to financial accountability by means of financial reports, but goes far beyond, in which all activities are required to be accountable. This is because all Muslims believe in God and that they will be subjected to hesab in the hereafter for their actions in this world.  As such, every Muslim, either as an individual or as the head of the organization, needs to ensure that their deeds and words in this world are in accordance with the God given rules or syari’ah. It is important to note that even though faith or belief in God and judgment or hesab in the hereafter places a Muslim on the straight path, it is his or her actions that demonstrate his or her commitment and faithfulness. Hence, Sulaiman (2002) says that professing belief in God is not enough; the main objective is to realize that God’s will for one, will finally be divinely judged by one’s book of deeds. The study also affirms that the concept of accountability in Islam is personal accountability in which each person is accountable for each of his actions and inactions on the Day of Judgment (see Al-Safi, 1992, Sulaiman, and Willet, 2002).


Another important insight from this research is that the accountability relationship in Islam is also different from the conventional accountability relationship. As indicated in previous chapters the accountability relationship in Islamic religious organizations not only involves the relationship between the management of the organization and the society such as providers of the financial resources, government, and society at large, but also involves the relationship between the management and God as the ultimate owner of everything. Additionally, Muslims believe that everything is created by God and has a purpose, and it is this purpose that gives meaning and significance to man’s existence. As such, man is accountable to God and his success in the hereafter depends on his performance in this life on earth. Muslims believe in the unity of God, His Angels, the Holy Qur'an, His Prophets, the Day of Judgement and Predestination (Sulaiman and Willet 2002). There is no difference in view between the Muslim scholars interviewed and the management of Pesantren Peace regarding this issue. This phenomenon suggests that the accountability relationship in Islam is not only to fulfil the legal requirement of accountability but also to fulfil the relationship with God. Although the study indicates that there is no clear distinction regarding the way to show accountability to God and to human beings, since accountability to God is also interpreted as accountability to society.


It was observed that Pesantren Peace views itself as the steward of the funds entrusted to its institution with the requirement to give an account of its stewardship to its stakeholders. This pesantren is accountable to various stakeholders such as financiers, particularly, government and private organizational donors, one another and themselves, as the unit manager, staff, and foundation committee. In such a model of accountability the relationship, part of the stakeholders’ theory as discussed in Chapter Four can be used because the stakeholder theory is based on the idea that organizations/enterprises exist to serve many stakeholders who have an interest in it or who in some way may be harmed or benefited by it.  


Furthermore, the management of Pesantren Peace provides a link between amanah (trust) and accountability and responsibility to its stakeholders as human beings. Honesty and sincerity have become the basic principles for the majority of staff in this institution, regardless of payment. This belief, of course, corresponds with the concept of accountability as a manifestation of the Islamic teachings in which those who manage the public interest must be amanah. As far as accountability is concerned, trust or amanah plays a significant role in enhancing accountability, especially in non-profit organizations such as pesantren, since the resources have to be maintained mainly on the basis of trust in the organization rather than being an exchange for something tangible such as goods or services in return. In spite of this, the findings of this study affirm that as far as Islam is concerned amanah cannot replace the accountability mechanism to the public.


Regarding how Islamic religious-based organizations should show their accountability, there are some arguments that in Islam accountability can be demonstrated both formally and informally. However, the findings clearly indicate that there is a general belief that a formal accountability mechanism is an integral part of Islamic religious based organizations and it is strongly encouraged. Therefore, any organization dealing with community funds must perform their financial accountability formally or through written reports. As far as accounting is concerned, a formal accountability mechanism can only be provided through proper accounting records because through proper records and reporting, either management or other stakeholders can oversee and monitor the activities performed by the organization. The evidence suggests that the orientation of accounting towards fulfilling the accountability in Islam is not a new phenomenon. Pomeranz (2004, p. 10) claims that: 


Muslim interest in accounting issues can be traced back to the time of the Prophet Muhammad and his immediate successors caliphs Abu Bakar and Umar the great. These two caliphs and al Waleed, a later caliph, created governmental audit functions.

Linked to Pesantren Peace as a case organization of this research, the accountability mechanisms of this institution range from being a formal accountability such as financial reports to an informal component like verbal explanation to its beneficiaries and open dialogue among its staff to ensure that financial resources are used properly. This means that to some extent the accountability practices in Pesantren Peace tends to be contractual, but to some degree, it tends to be communal in which the accountability relationship is less formal and the expectations are also less specified. The above analysis appears to reaffirm the view of Laughlin (1990) that accountability in Pesantren Peace is divided into contractual and communal labels. In spite of this, it is clearly indicated that formal reporting is perceived as important and done regularly. Both the director of Pesantren Peace and the staff share similar beliefs regarding the importance of formal financial reporting in enhancing a good level of accountability for Pesantren Peace. 

Another theoretical contribution of this study is the understanding of the classification of accounting activities. As mentioned elsewhere in previous chapters the crucial issues to the study of accounting and accountability in a religious organization is the challenge of how to best understand and classify various activities that can be observed within the religious organization (Hardy and Ballis, 2005). Laughlin’s (1998, 1990) research of accounting practices in the Church of England uses the sacred and secular metaphor to emphasise the role of the particular belief system of the religious organization in explaining the uses to which accounting is put. The sacred and secular separate the legitimate part of the church’s activities from the profane support activities. Accounting is considered as irrelevant to the life of the organization and only tolerated as a support activity. Thus, it is considered as profane. 


The findings of this study are interesting when compared to the previous studies of other religious-based institutions, particularly Western church institutions, such as the Church of England. The findings of this research clearly show that the issue of sacred and profane is not recognized in Islam. Neither the Muslim scholars interviewed nor the management of Pesantren Peace see accounting and accountability activities as contradictory to the Islamic teachings and to the mission and objective of the organization. 

The management of Pesantren Peace realize that the accounting information is very important, not only as tool to record transactions, but also as a means of serving the organization by providing financial information to enhance its accountability and assist management decision making. There is no evidence to suggest that Pesantren Peace resists accounting and accountability activities, which gives some support for the concept that the separation between sacred and secular activities is unknown in Islamic religious based organizations. The unsatisfactory accounting and accountability practices of Pesantren Peace are not caused by a resistance to such activities as sacred activities, but more because of a lack of professional administrative staff and understanding of the role of accounting in enhancing the accountability of the organization. This is contradictory to  the narrative of Booth (1993) as quoted by Sulaiman (2007, p. 107) who claimed that “the lack of commitment to accounting and other management practices in churches is partly due to the division between the secular and the sacred”.

Another insight that emerged from this study is that Pesantren Peace reflects another approach to Muslim education in Indonesia, particularly in the NAD province, at present. It is creating a new type of pesantren in the region that is far from being an antiquated traditional and stagnant Islamic boarding school. The organization has a formal vision and mission statement. In fulfilling its mission as an Islamic educational institution, Pesantren Peace employs a non-religious background person to manage the institution and this is become part of the uniqueness of Pesantren Peace as pesantrens are usually managed by “Tengku” who have total power and authority to control any aspect of his pesantren. This phenomenon rarely occurs in other pesantrens in the NAD province, Indonesia. It can be described that Pesantren Peace operates according to a logic, as a modern or at least having aspirations for modernity. This insight may have implications concerning the ways of thinking regarding the accounting and accountability practices occurring in the case organization.  


Besides that, Pesantren Peace is not characterized by the power elite of the royal family, as is the case with many other pesantrens in Indonesia. The absence of the power elite of the royal family seems to provide the management with more authority and an active involvement in the managerial decision making.  This clearly indicates that the managerial style of this organization is characterized by one of Weber’s three types of authority theory called “legal-rational authority” in which authority is empowered by a formalistic belief in the content of the law (legal) or natural law (rationality). Obedience is not given to a specific individual leader-whether traditional or charismatic, but to a set of uniform principles (Wlliams, 2003).

Another interesting insight from this study is relating to management board (foundation committee) relationship in the context of governance and accountability. As indicated in the previous chapter, the board play a very limited role and their function of enhancing the financial accountability of Pesantren Peace is rather weak. Whereas, the management never makes a policy designed to make the board more involved in performing their functions. Referring to the narrative of Hyndman and McDonnell (2009) this is caused by “tension” between (the board’s), controlling and partnering management. 


The reluctance of management to make the board more involved in performing their function can be interpreted as a conflicting view on the proper role of the board by management. From the agency theory perspective, for example, the proper role of the board is to monitor and control management in order to make them utilize organizational resources wisely to further the objective of the organization. Alternatively, the stewardship theory assumes that the manager will protect and maximize the stakeholders’ wealth through organizational performance.  Likewise, the manager far from being an opportunistic shirker, essentially wants to do a good job, to be a good steward of the organization assets (Davis and Donaldson, 1991). Accordingly, even though the manager states that the board should monitor and provide advice for them, control and monitoring  by the board is  seen by the manager of Pesantren Peace as being counter productive for the management and they do not like it. Hence, it may be important for Pesantren Peace to achieve the correct balance between these two extremes (controlling and partnering management). If too much controlling takes place, the intrinsic motivation of the director may be crowded out, while no controlling may result in the potential for increasing opportunism since the director and staff of Pesantren Peace would fell free to pursue their own agendas.

 Furthermore, as an organization that relies on the financial support of the local government, local community and whose finances are also linked to the contribution of fees from its students, Pesantren Peace has been continuously improving its image in order to gain their support. The management of Pesantren Peace was and is aware of the need to gain high-level support from its financial suppliers even though it has not achieved the expectation of its stakeholders


As it was found during the researcher’s visits, there were no difficulties whatsoever in meeting with members of staff and conducting interviews with them relating to the issues of accounting and accountability in the organization. This situation is very different from the attitude of management members of one of the pesantrens that was approached for the purpose of this study in which the management “Finance Unit” was very unwelcoming to the researcher in providing access to their organization in order to conduct research on the topic of accounting and accountability.  


 9.1.2     Practical Contributions


One of the objectives of this research was to identify ways of helping improve the overall management and accountability of Islamic religious organizations, particularly pesantren. Given the nature of this study, Islamic religious organizations or other related parties such as government agencies, donors can use these findings to review their existing systems to examine if there are areas where improvements or changes might be beneficial. It is expected that this research will encourage Islamic religious institutions, particularly pesantren to take these issues more seriously. 


9.2   Limitations of the Research


This research is based on the evidence from a number of Muslim scholars and a single case organization. Hence, comparison between two or more different organizational contexts was not performed. What was undertaken was a comparison between the individual context, particularly among Muslim scholars, and a comparison within the same organizational context. Regarding the case organization, the study only focuses on khalafi “modern” pesantren. This is due to the time constraints on PhD research, and the limit on the length of a PhD thesis. To conduct a longer period of empirical work, for example, over a two or three year period would not be feasible because of the aforementioned time constraints on PhD research. This means that the study excluded salafi “traditional pesantren”. Hence, the result of this study should be treated with caution when applied to traditional pesantrens.  


9.3     Suggestions for Future Researches


Some directions for future research could be carried out in Islamic religious organizations, particularly pesantrens, as the majority of studies in religious organizations today, especially those published in academic journals, are still dominated by Christian organizations that mainly relate to Western churches. In addition, research studies relating to issues of accounting and accountability in religious institutions, more specifically, Islamic religious organizations such as pesantrens, are still remarkably few.


As mentioned previously, there are two kinds of pesantrens found throughout Indonesia. They are called traditional (salafi) pesantren and modern (khalafi) pesantren. Both types of pesantrens share some basic elements such as dormitory, mosque, students (santri) and kitab kuning (See Luken, 2000; Subandi, 1998, Pohl, 2006)). It would be interesting to investigate further in different types of pesantrens, in this case traditional pesantrens. Further studies in different types of pesantren organizations may enrich the findings of this research as comparative studies. 


It is also interesting to study accounting and accountability practices in different types of Islamic religious organizations either in Indonesia or in other countries. There are a number of other kinds of Islamic religious institutions that could be studied to explore the accounting and accountability practices performed by such organizations. 
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Appendix A: The list of people interviewed

		 No

		New


Code

		Nationality

		Field 


of Expertise

		Numb. of Interviews

		Time of


 Interviews

		Qualifica


tions

		Institution



		1


2


3


4




		A01


A02


A03


A04

		Ind


Ind


Ind


Ind

		Islamic Studies


Islamic Studies


Islamic Studies


Islamic Studies




		1


1


2


1




		2/04 08,11 am


7/0408, 9.30 am


5/04/08, 9am


6/09/ 08, 9am


7/05/08, 8am

		PhD


PhD


PhD


PhD

		The State Institute of Islamic Studies, Arraniry Indonesia



		5


6


7

		A05


A06


A07

		Ind


My


Ind

		Accountancy


Accountancy


Islamic Studies

		1


1


1

		6/06/08, 8.15am


26/06/08, 11am


6/06/08, 10am

		PhD


PhD


PhD

		International Islamic University Malaysia



		8


9


10

		A08


A09


A10

		My


My


My

		Islamic Studies


Islamic Stdies


Islamic Studies

		1


1


1

		13/06/08, 10am


19/06/08, 9.30am


10/06/08, 2.30 pm

		PhD


PhD


PhD

		University


of Science


 Malaysia



		11


12

		A11


A12

		My


My

		Islamic Studies


Islamic Studies




		1


1

		9/06/08, 11am


27/06/08, 10am

		PhD


PhD

		International Institute of


Islamic Thought and


Civilization, Malaysia



		13

		M01

		My

		Mufti

		1

		7/07/08, 9.30am

		

		Mufti



		14

		M02

		Ind

		Mufti (Director of The Indonesian


Council of Ulama)

		2

		26/03/08,10am


15/12/08, 9,30am

		PhD

		The Indonesian Council of Ulama, NAD Province



		15

		D1

		Bangladesh

		Director



		1

		7/04/09, 10am

		

		Muslim Aid



		16

		D2

		Ind

		Finance Manager

		1

		6/04/09,  12 am 




		First degree

		Muslim Aid



		17

		G01

		Ind

		Government Officer




		1

		6/03/08, 3 pm

		First degree

		Department of Religious Affair,Aceh-Indonesia, Provincial level



		18

		G02

		Ind

		Goverment Officer (Director)

		1

		23/10/08, 8.30am

		Master

		Pesantren Supervisory &


 Development Agency-Aceh


 Indonesia



		19

		GO3

		Ind

		Goverment  Officer (Director)

		1

		25/04/ 2008,  4 pm




		Master

		Department of Religious Affair, Aceh-Indonesia, District level. 



		20

		GO4

		Ind

		Goverment Officer


(Head of Pesantren Develipment Unit)

		1

		24/04/08, 3 pm

		

		Department of Religious Affair, Aceh-Indonesia, District Level



		21

		DR

		Ind

		Director 

		5

		20/09/2006, 10 am

22/ 04/2008, 10 am


14/05/08, 10 am 


31/03 /2009, 12 am


05/12/2009, 10 am



		

		Pesantren Peace



		22

		HRM

		Ind

		Human Resources Manager

		4

		14/5/08, 11 am


28/10/08, 10,am


31/03/09, 12 am

O5/12/09, 9 am



		

		Pesantren Peace



		23

		TR

		Ind

		Head of Finance Section/Treasurer

		5

		20/09/2006, 12am


23/4/08 10 am

28/10/08 11 am

31/03/09, 3 pm

04/12/09, 3 pm

		

		Pesantren Peace



		24

		KH

		Ind

		Kitchen Head

		1

		24/04/08,  8 am

		

		Pesantren Peace



		25

		ST

		Ind

		Student

		1

		14/5/08, 4  pm

		

		Pesantren Peace



		26

		ST

		Ind

		Student

		1

		14/05/08,

		

		Pesantren Peace



		27

		HS1

		Ind

		Head of School Unit (Senior High School)

		2

		14/05/ 08  9 am

04/12/`09, 9 am

		

		Pesantren Peace



		28

		HS2

		Ind

		Head of School Unit (Junior High School)

		2

		21/04/08, 9 am

04/12/09, 10 am

		

		Pesantren Peace



		29

		FC

		Ind

		Foundation Committee Member

		2

		31/042009, 12 am

04/12/09, 5 pm 

		

		Pesantren Peace



		30

		AL

		Ind

		Alumni

		1

		29/04/ 09, 9 pm

		

		Pesantren Peace



		31

		TC

		Ind

		Teacher

		1

		25/4/08 3pm

		

		Pesantren Peace



		32

		ID

		Ind

		Member of Majlis Istihsyar 

		1

		21/4/ 08  5 Pm

		

		Pesantren Peace



		33

		AM

		Ind

		Member of

Advisory Board

(Majelis Istihsyar)

		1

		21/04/08, 11 am

		

		Pesantren Peace



		34

		SP1

		Ind

		Student Parent

		1

		04/12/09, 8 pm

		

		Pesantren Peace



		35

		SP2

		Ind

		Student Parent

		1

		30/07/09, 8am

		

		Private Boarding School


“Fatih Haigh School”



		36

		SP3

		Ind

		Student Parent

		1

		30/07/09, 11am

		

		Government Boarding School


“Modal Bangsa High School”





Appendix B: Linkage Between Research Questions, Data Sources and Method

		Research Questions

		Data Sources and  Methods 

		Justifications



		1. What are the conventional views of accountability?




		· Sources:


·  Relevant document/ Reading


     materials


· Methods:


· Review of literature


· Documentary Searches:


· Publicly relevant available articles

		· To find and obtain general understanding about the meaning, concept, and relationship, and  limitation of conventional  accountability both the  theory and practices



		2. What are the Muslim scholars views of accountability in Islam? 


(i)How do they view the role of financial reporting in enhancing accountability in religious organization


(ii)  How do they evaluate religious organization performance




		· Sources:


· Muslim scholars  in Indonesia and Malaysia


· Ketua Majelis Ulama/Mufti Province of Nanggroe Aceh Darussalam, Indonesia  


· Director of Pesantren,  the organization case


· Mufti


· Mufti 


· Other Muslim Experts Opinion

· Director of Dinas Syariat Islam, Aceh (Government Agency responsible in formulating Islamic Qanun)


· Dean/Senior lecturer, School of Islamic Syari’ah, Institute Agama Islam Negeri, Banda Aceh


· Director/Senior lecturer, Islamic Development Studies, USM, Malaysia.


· Abdul Rahman Abdul Rahim UIA, Malaysia 


· Relevant reading materials


· Methods:


· Semi structure and unstructured interviews


· In depth interview


· Documentary search:


· Publicly relevant available articles


· Tafsir Al Qur’an


· Books




		· To understand what Islamic scholars  and leader of pesantren view about the accountability relationship in Islam.


· To obtain  understanding  about the characteristics of accountability in Islam


· To find and obtain un understanding about the  accountability relationship from Islamic perspective


· To understand the differences and similarities to the conventional view.






		3. Does Pesantren show accountability to its stakeholders


(i) If yes, how and in what waydoes it show its accountability?


(ii)If no, why not?

		(   Sources:


·  Director of pesantren, the organization case


· Officers of Local Government Agency, particularly, those responsible for development of pesantren in the province of Nanggroe Aceh Darussalam.


· Head of Kitchen Department of pesantren, the organization case


· Teachers


· Students


· Students parents


· Alumni


· Other Individual organizational donors


· Relevant financial and other activities documents


(    Methods:


· Observation to the case site


· Unstructured and semi structured interviews


· Informal conversations


· Attending meeting


· Documentary search


·  Financial reports provided by organization case for donors/government


· Minutes of meeting board and director  with donors.


· Minutes of meeting between management and parents of students.


·  Governments reports on issues of financial grant for pesantren 




		( To find an  understanding about the accountability mechanism provided by pesantren to it’s stakeholders.


(To get the opinion from inside and outside parties regarding the way pesantren shows its accountability and responsibility to its stakeholders.


To understand how is the accounting information used for accountability purposes.






		4.What are the control systems and mechanism practiced by pesantren ?


(i)How are the funds received from various sources administrated?


(ii)How are the fund of organization being spent? 




		(    Sources:


· Accountants/Treasurer and Asistant of the organization case.


· Director of pesantren, the organization case


· Director of Human Resources of Pesantren, The Organization Case.


· Director/members of Majelis Istisyar (Board) pesantren, the organization case.


· Head of Consumption Services, The Organization Case


· Relevant Financial Documents 


· Officers of Local Government Agency, particularly, those responsible for development of pesantren in the province of Nanggroe Aceh Darussalam.


· Teachers


· Students


· Students parents


· Founders 


· Alumni


·   Methods:


· Semi structure and unstructured interviews


·   Observation to case site


·   Conversations


·   In depth interviews


· Attending meetings


·  Documentary search


· Accounting manual


· Annual Financial Reports


· List of financial contributors


· Budget manual


· BudgetingReport/Strategic planning




		· To find and understand about the financial planning and accounting systems practiced in general within case organization.


· To get  opinion from relevant official of pesantren, donors local government authority regarding the need for pesantren accountable to it’s stake holders
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� There are many terms used to describe non-profit organizations (NPOs) such as independent, third sector, voluntary, charitable, philanthropic, social, public benefit, faith-based, tax exempt, non governmental organization or civil society organization (Cameron, 2004). The term used in this thesis is non-profit organization.



� Sources: The Department of Religious Affairs, Banda Aceh-Indonesia.







� Alkatep is translated as bookkeeper, accountant and account clerk (Zaid, 2000, p.155). The term can be used interchangeably. 



� Islamic law, also called   shari’ah ,  is a comprehensive code of life regulating the entire spiritual and material life of Muslims. It is based on the Qur’an, Sunnah, Ijma’ and Qiyas (Zaid, 2000, p.330).



� Hijab is the Arabic term, frequently used in Malaysia, it refers  to the head dress worn by Muslim women that covers the hair and neck. (see also MSN Encarta Dictionaries)



� Called Kuning, yellow, after the tint paper of books brought from Middle East in the early twentieth  (Martin, 1990, p.1).  



�  Sahabah refers to some one who saw the Prophet Muhammad  PBUH  and believed in him as well as  died as a Muslim (Haddad, 2009, p2)



� Sirah is the Arabic term used to the various traditional Muslim biographies, and it was first used in the literature for the biography of the Prophet Muhammad PBUH  (see Beeston et al, 1990, p.168).



� Badan Rehabilitasi dan Rekonstruksi (Rehabilitation and Reconstruction Board) Organization established on 16 April 2005, to implement Aceh and Nias post-tsunami reconstruction. 



� Hesab  in its generic sense, relates to one’s obligation bring oneself  to “account”  before God on all matters pertaining to human endeavor,  for which every Muslim is accountable (Lewis, 2006, p.2). 



�. The name of the organization has been changed to ensure confidentiality.



�  Kita Foundation refers to the name of the foundation that oversees the Pesantren Peace, the name of which has been disguised.



� Pesantren Peace refers to the name of the pesantren institution used, as the real name is disguised to ensure confidentiality.



� The profile and the history of Pesantren Peace



� Some of the quotations from the interviewees used in this chapter also appear in Chapter Six and Chapter Seven. 
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