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The anti-money laundering expectations gap in Iran: auditor and
judiciary perspectives

1. Introduction

An expectations gap arises when one party has a view regarding its duties and
responsibilities but a party to which it is accountable perceives these differently (Liggio,
1974; Jennings et al., 1993; Esplin and Sunder, 2018). To date there has been limited
research into a possible gap between auditors and the judiciary in the context of anti-
money laundering (AML) reporting obligations. This may be attributable to the difficulty of
obtaining data from judges, particularly through interviews or questionnaires, and general
sensitivities, political and social, surrounding their role. The gap can arise because of
divergent interpretations of the role of audit generally, and the obligations of auditors to
report suspicious activity specifically (Ashton, 1986). Auditors may have statutorily
defined AML reporting responsibilities. For example, anti-money laundering laws such as
the Patriot Act 2001 in the United States and the Proceeds of Crime Act 2002 in the United
Kingdom require them to be proactive in investigating and reporting suspicions of money
laundering (Murray, 2010). This contrasts with auditors’ traditional perception of their role,
seeing it as limited to verifying the accuracy of financial statements (Mitchell et al., 1998;
Sikka et al., 2009; Bigus, 2015; Kang et al., 2019). Although auditors have limited their
responsibilities via different standards which have evolved over time, society has come
to expect that they will detect and report financial crime (Sherer and Turley, 1997; Ng et
al., 2001). Auditors are expected to play an active role in combatting money laundering,
perceived by society as a first line of defence against this criminal activity (Mitchell et al.,
1998; Standing and Van Vuuren, 2003). This expectation has increased in recent years
as money laundering has become associated with the financing of international terrorism
(Cassella, 2003; De Koker, 2006). However, others view auditors as fulfilling a secondary
role, subordinate to the obligation of front-line staff and management to remain vigilant

for signs of money laundering within an organisation (Cox, 2014).



oNOYTULT D WN =

Emerald Master O

This paper addresses the following research questions. First, is there an expectations
gap between auditors and judges in Iran regarding the former’s duties and responsibilities
in detecting and preventing money laundering? Second, if there is such a gap, what are
the implications for the country in its efforts to establish compliance with international anti-
money laundering standards through the provision of accurate data? The authors have
obtained unique feedback from Iranian judges as to how they perceive the role of auditors
in detecting and reporting financial crime. This was not an easy undertaking: political
volatility in the country and the sanctions to which it is subject make day-to-day access to
public servants such as judges highly problematic. Extensive data was also obtained from
Iranian auditors via a questionnaire to identify the extent to which the profession’s views
coincide with and diverge from those of the judiciary. If Iran is to achieve removal from
the Financial Action Task Force (FATF) blacklist of non-compliant countries it must first
satisfy international requirements (Morse, 2019). The FATF has no audit function and ‘in
the field’ investigations may be restricted due to political sensitivities. For this reason,
independent data generated by auditors, and analysed in this paper, may provide an
additional source of information upon which to base policy, particularly regarding
blacklisting (Pacini et al., 2002). The next section reviews the literature regarding the
expectations gap, and its relevance to the auditor-judiciary dichotomy in Iran, addressed
in the remainder of the paper. Section 3 briefly contrasts the characteristics of the gap in
the contexts of the United States and Iran as a precursor to the empirical discussion which
follows in Section 4. Section 5 provides the paper’s conclusion and recommendations for

narrowing the expectations gap.

2. Literature review

The concept of an expectations gap was described by Liggio in 1974 as being the
difference between the level of performance expected by the audit profession of itself on
the one hand, and users of financial statements on the other (Kelly and Mohrweis, 1989).

The gap has been investigated in several countries, including Singapore (De Martinis et
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al., 2000; Best et al., 2001), Australia (Monroe and Woodliff, 1994), Saudi Arabia (Haniffa
and Hudaib, 2007) and Bangladesh (Siddiqui et al., 2009). In countries such as Iran
which are subject to sanctions because of association with money laundering and terrorist
financing, data generated by auditors regarding domestic corporate structures, trusts, and
charities, takes on a much greater geopolitical significance (Pacini et al., 2002). The
expectations gap as described in the literature has been approached mainly from a
developed economy perspective: there has been very limited research undertaken in
developing economies (Haniffa and Hudaib, 2007; Siddiqui et al., 2009). Iran and North
Korea are the only two countries on a blacklist maintained by the FATF, the international
body established in 1989 by the G10 group of industrial countries tasked with the role of
setting standards and making recommendations for the prevention of money laundering
and terrorist financing. Iran has a pivotal geographical position in the ‘Golden Crescent’
of illicit narcotics production and transit, the other two countries being Afghanistan and
Pakistan. It also has an association with money laundering of a magnitude which,
according to a statement by the FATF in February 2020, poses a threat to the international
financial system. The role of auditors in detecting and reporting financial crime is vital in
generating data upon which national authorities can act in criminal prosecutions. lItis also
relevant to international bodies such as the FATF in providing evidence-based justification
for the blacklisting policy (Johnson and Lim, 2003; Sharman, 2009; Hulsse, 2008).
However, if a gap exists between how auditors perceive their role and the expectations
of other parties which require reliable data, such as the judiciary or the FATF, then this
could undermine efforts to stem the flow of laundered funds within the country and also

out of it to overseas destinations (Lowe, 1994; Anderson et al., 1998).

Lowe (1994) described an expectations gap in the legal system as comprising differences
of perception between auditors and judges regarding the role of audit and a wider duty to
report suspicious activity. Lowe noted that although the gap had been considered against
a backdrop of divergent perceptions amongst different groups, including financial
analysts, bank loan officers, small business owners, and auditors, it had been neglected
in terms of the perceptions of litigants. There was a significant divergence between
auditors and judges regarding the responsibilities and obligations of the profession to

clients. The expectations gap is therefore a consequence of different perceptions
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between auditors on the one hand, and judges, investors, financial statements users, and
wider society on the other (Humphrey et al., 1993; Labuschagne and Els, 2006). Judges
expect auditors to anticipate their clients’ financial problems (Anderson et al., 1993).
Regulators expect auditors to prevent false statements by controllers of companies
(Wiesen, 1978). In discharging statutory AML reporting obligations, such a gap may have
adverse consequences if the judiciary expects the audit profession to be proactive but in
contrast it sees its role as passive, limited to reporting crime if and when it arises but not
actively looking for it or putting in place systems for its prevention. This dichotomy

regarding the role of audit is considered next.

3. The auditor- judiciary anti-money laundering expectations gap

Anderson et al. (1993) surveyed attitudes of United States’ (US) auditors and judges
towards responsibility for detecting financial crime, and for statements made regarding
going concerns. For fraud detection, the factors investigated were collusion and
materiality, while those factors related to going concern predictability were evidence
reliability and timing of unpredicted events (De Martinis and Burrows, 1996). They found
that attribution of responsibility to auditors was significantly affected by the detectability
and predictability of the variables examined. The effect of these factors upon judges’
findings of auditor responsibility was moderated by their general attitudes towards the
auditing profession. In the absence of mitigating factors, judges with unfavourable
attitudes made greater responsibility assessments than those with favourable attitudes.
But in the absence of mitigating factors such as collusion or when the period between the
audit opinion date and bankruptcy was long, judges with unfavourable attitudes made
significantly lower responsibility assessments. Although evidence reliability and
materiality significantly affected auditors’ responsibility, these did not play a role in judges’

decisions regarding attribution of blame.

These findings are informative but the US is not subject to the same degree of political

corruption and use of corporate structures to facilitate money laundering as is Iran:
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auditors are not encountering money laundering and wider financial criminality on the
same scale as is their Iranian counterparts (Lord, 2018; Jeppesen, 2019). Also, the level
of training in forensic accounting and money laundering detection is significantly higher
for US auditors: judges can therefore have a more justifiable expectation of auditors given
the greater knowledge which they are assumed to possess (Jennings et al., 1993;
Anderson et al., 1998). Finally, the US has a suspicious activity auditing standard, US
Auditing Standards Board Statement on Auditing Standard (SAS) No. 54, whereas Iran
does not (McEnroe, 1990). The Iranian Anti-Money Laundering Implementing
Regulations for Auditors (2012) require auditors to design and conduct reliable
procedures to detect and report suspicious transactions. However, they also provide that
auditors have no responsibility to plan and perform audit to detect illegal acts, particularly
money laundering. Auditors are not required to be proactive in pursuing evidence of
money laundering, but instead should put in place formal systems by which it may be
detected. This approach coincides with an analogous finding by Johnson and Rudesill
(2001) that the severity of a fraud problem in small businesses is a function of the
effectiveness of the control system that management implements and the level of
management monitoring. However, if money laundering becomes associated with more
serious concerns such as terrorist financing, then auditors may be required to assume a
more proactive role: the Iranian Anti-Money Laundering Implementing Regulations for
Auditors do not encourage such proactivity (De Smet and Mention, 2011). Although
auditors do not consider detection of illegal acts as their responsibility, regulators can
impose significant penalties in respect of professional negligence (Napier, 1998;
Schwartz, 1998). As a result, an expectations gap arises between auditors and judges
about the former's AML responsibilities. The remainder of this paper explores the
expectations gap between lIranian auditors and judges regarding the scope of AML
responsibilities, and its implications for the country’s future compliance with FATF

expectations.
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4. Empirical investigation, and discussion of findings

The research methodology used in this paper is a survey (Haniffa and Hudaib, 2007).
This is a widely used method in social science research, and the questionnaire is the
traditional instrument of enquiry (Rowley, 2014). This research used a questionnaire
administered to two statistical populations: judges, and audit partners in accountancy
firms. The statistical population for the former comprised Iranian judges who have
overseen trials involving financial crimes in courts in Tehran, the capital of Iran. We used
snowball sampling to generate the group. In using this technique, we identified one judge
who had expertise in delivering judgments in this field. We invited him (all the judges were
male) to participate in the research, and then asked if he was willing to introduce it to
other judges. In turn we also asked those judges to pass on details of the research project
to other judges. Through this method our questionnaire was brought to the attention of 17
judges who were experienced in dealing with cases involving financial crimes. Of these
judges, 13 (76.5% the of research sample) were willing to complete the questionnaire.
The statistical population for auditors comprised audit partners in Tehran. In 2019, 253
audit firms with 1,008 partners were operating in Iran (available at
http://en.iacpa.ir/Membership). The total number of audit firms in Tehran is 210 (83% of
audit firms in Iran) with 865 partners (85.8% of audit partners in Iran). We used purposive
sampling and convenient sampling as a method for selection of audit partners. We
selected 46 audit firms (21.9% of the statistical population) with 219 partners (23.3% of
audit partners in the statistical population) as the research sample. Finally, 82 completed
questionnaires (37.4% of questionnaires issued) were received from 29 audit firms (63%

of the sample audit firms).

Traditionally the role of auditors has been one of investigation of figures, independent
preparation and verification of financial data in the form of balance sheets for the use of
stakeholders such as shareholders and lenders, and compliance with taxation obligations.
The role has not been qualitative or investigative: in the absence of patent criminality,

auditors have not been required to apply subjective criteria, or to ‘follow their nose’ in
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looking for misconduct on the part of a client. Forensic accounting has been the exception
to this general form of objective behaviour (Murray, 2010). However, and given the
propensity of criminal organisations to use complex corporate structures to launder
money, this detached, objective approach has now become the subject of scrutiny and
political and judicial challenge (Simser, 2008). It no longer suffices for an auditor to argue
that, since a client’s figures were in order and complied with accounting conventions,
there was no need for further enquiry; now there is an additional requirement for skeptical
engagement with such figures, particularly in terms of origin and destination of payments
when transmitted, via the balance sheet, to third parties. Figure 1 shows a significant
divergence between auditors and judges as to the nature and extent of auditors’ duties.
Regarding an investigative role and the detection of money laundering, nearly all the
judges to respond believed this to be an auditor’s duty. In contrast, some of the auditors
did not perceive this to be among their duties. The difference between the two positions

results in an expectations gap.

Figure 1

Perceptions of auditors’ duties

Surely yes Yes Maybe No Surely no

Freq. % Freq. % Freq. % Freq. % Freq. % Mean Mdn SD
Ensure compliance with laws
and regulations
Auditors 33 40.2 39 476 0 0.0 10 122 0 00 1.84 2.00 0.94
Judges 9 69.2 4 308 0 0.0 0 0.0 0 0.0 1.31 1.00 0.48
Report tax law deviations to the
tax agencies
Auditors 14 171 28 34.1 15 183 22 26.8 3 37 2.66 2.00 1.16
Judges 7 538 2 154 4 308 0 0.0 0 0.0 1.77 1.00 0.93
Detect intentional deviations in
financial information
Auditors 40 48.8 28 34.1 4 49 9 11.0 1 1.2 1.82 2.00 1.03
Judges 11 84.6 1 7.7 0 0.0 1 77 0 0.0 1.31 1.00 0.85

7
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Report intentional deviations in
financial information to the
relevant authorities

Auditors 16

Judges 5

Detect illegal acts by client
which directly affect its

accounts
Auditors 33
Judges 10

Detect illegal acts by client
which do not directly affect its
accounts

Auditors 7

Judges 2

Reporting illegal acts by a
client which directly affect its
accounts to the relevant

authorities
Auditors 13
Judges 5

Detect money laundering
activities committed by client

Auditors 25

Judges 7

Report money laundering
activities discovered during the
audit project to the relevant
authorities

Auditors 19

Judges 5

Report suspicions on money
laundering to the relevant

authorities
Auditors 10
Judges 4
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0.0

28.1

15.4

20.7
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18.3

7.7

15.8

7.7

18.3

7.7

4.9

0.0

0.0

0.0

1.2

7.6

3.7

0.0

6.1

0.0

4.9
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6.1

7.7

2.58

2.08

1.89

1.23

2.74

2.69

2.59

2.08

2.35

1.61

248

1.77

2.73

2.15

2.00

2.00

2.00

1.00

3.00

3.00

2.00

2.00

2.00

1.00

2.00

2.00

3.00

2.00

0.94

0.44

1.00

1.26

0.87

1.16

0.83

1.09

1.21

Mdn is the abbreviation of median and SD is the abbreviation of standard deviation.
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1
2
z Figure 2 shows auditors’ and judges’ responses to seven questions relating to money
5 laundering. Significant divergence emerged between the responses of auditors and
6
7 judges, clearly evidencing an expectations gap. For example, regarding the question, ‘Is
8 . . . ey . iy s .
9 it possible to detect money laundering activities during an audit?’, judges and auditors
10 agreed that it was. However, the mean of responses for the judiciary was 1.77 but for
11
12 auditors, 2.29, indicating that the former was more convinced that it was possible than
13 . . , .
14 was the latter. Judges therefore expect a higher detection rate than auditors perceive as
12 being their role. In other words, judges expect auditors to be more proactive in detecting
17 crime: the difficulty for the state when passing future legislation is the extent to which this
18
19 enhanced judicial expectation should be manifested in codes of conduct as well as
20 . : ~ g . : .
21 obligatory professional training in forensic accounting.
22
23
24
25 Figure 2
26
27
28 Auditor reporting duties, and money laundering
29
30
31 Surely yes Yes Maybe No Surely no
32 Freq. % Freq. % Freq. % Freq. % Freq. % Mean Mdn SD
33 Is it possible to detect money
34 laundering activities during an
35 audit?
36 Auditors 15 18.3 44 537 8 97 14 171 1 1.2 2.29 2.00 1.00
;73 Judges 5 385 7 538 0 0.0 1 7.7 0 0.0 1.77 2.00 0.83
39 , ,

Is the detection and reporting
40 of money laundering an
41 auditor’s professional duty?
42 Auditors 12 146 25 30.5 15 183 23 28.1 7 85 2.85 3.00 1.23
43
44 Judges 2 154 5 385 4 307 2 154 0 0.0 2.46 2.00 0.97
45
46 Do auditors know how to react
47 following detection of money
48 laundering during an audit?
49 Auditors 13 159 37 451 18 21.9 11 134 3 37 2.44 2.00 1.03
50 Judges 1 7.7 1 7.7 8 615 2 154 1 7.7 3.08 3.00 0.95
51
52 Are auditors sufficiently
53 informed about legal and
54 regulatory requirements in the
55 context of money laundering?
56
57
58 9
59
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Auditors 9 11.0 38 46.3 14 171 16 19.5 5 61 2.63 2.00 1.1

Judges 1 76 4 308 4 308 4 308 0 0.0 2.85 3.00 0.99

Do auditors comply with
customer due diligence
requirements in every audit?

Auditors 17 20.7 39 476 9 11.0 12 146 5 641 2.38 2.00 1.15

Judges 1 77 177 5 385 6 46.1 0 0.0 3.23 3.00 0.93

Are the expectations of the
audit profession regarding the
detection of money laundering
reasonable?

Auditors 7 85 21 256 15 183 25 305 14 171 3.22 3.00 1.25

Judges 3 23.1 8 61.5 1 77 177 0 0.0 2.00 2.00 0.82

Do auditors keep up to date
regarding changes in laws and
regulations?

Auditors 9 11.0 35 427 13 159 18 219 7 85 2.74 2.00 1.17

Judges 1 77 4 308 2 154 6 46.1 0 0.0 3.00 3.00 1.08

Mdn is the abbreviation of median and SD is the abbreviation of standard deviation.

Panel A of Figure 3 shows that most auditors and judges believe that auditors should find
specific evidence of money laundering by a client as a prerequisite to filing a Suspicious
Activity Report. For this reason, auditors may not have considered reporting suspicious
activities falling short of this evidential standard to the relevant state authorities as being
a main duty when compared to others set out in Figure 2. However, panel B of Figure 3
also indicates a significant AML expectations gap between auditors and judges regarding
the degree of suspicion which should be present before a transaction should be reported
as possibly being associated with money laundering. The responses indicate that auditors
were of the view that there should be reporting of suspicion of money laundering, but only
when the evidence was convincing and robust. In contrast, judges were of the view that
a transaction should be reported as being suspicious when evidence was less persuasive,
less overwhelming. This would point towards judges requiring auditors to rely more upon
instinct- to report suspicion when perhaps something ‘did not feel right' - rather than
waiting for more convincing evidence which may not materialise, particularly when the

launderers are sophisticated in the techniques deployed.

10
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Figure 3

Divergent interpretations of the level of proof required before a transaction should be reported as
suspicious

Auditors Judges
Freq. % Freq. %

Panel A: Frequency and percentage of responses
What level of proof is required before an auditor should report a suspicion of money laundering to
the related authorities?
Money laundering by the client is probable 2 24 1 7.7
Auditor should have reasonable suspicion, but specific evidence of money laundering is not required 4 49 3 231
Auditor should have general evidence, but specific and actual proof of money laundering is not 10 12.2 4 307
required
Auditor should demonstrate committing money laundering by client 66 80.5 5 385
Panel B: Statistics for the responses

Auditors Judges
Mean 3.71 3.00
Median 4.00 3.00
Standard deviation 0.68 1.00

One of the central objectives of this paper was a comparison between auditors’ and
judges’ perceptions of the role of audit in the detection of money laundering. As a starting
point and to evaluate any deviation between the two, we assumed that the mean and
median of auditors’ responses are equal to the mean and median of those of judges.
There are different types of statistical tests available to test the equality of mean and
median for two independent groups: we chose Satterthwaite-Welch t-test and Anova F-
test for mean and Mann-Whitney test and Kruskal-Wallis test for median. The results are

presented in Figure 4.

11
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Figure 4

Consolidation of findings

HoZ Hauditors = Hjudges

HOZ MDAuditorS = MD]udges

Satterthwaite- Anova F-

Mann-

Kruskal-

Welch t-test test Whitney test  Wallis test
Panel A: Expectations gap regarding auditors’ duties
Ensure compliance with laws and regulations 317" 4.03" 2.08" 4.36"
Report tax law infringements to the tax agencies 3.10™ 6.95™ 2.57" 6.62"
Detect intentional infringements of standards in financial information 1.94 2.85" 2.18" 479"
Report intentional infringements of financial information standards to the 1.52 2.20 1.48 2.21
relevant authorities
Detect illegal acts by a client which directly affect the accuracy or 4.12™ 6.11™ 2.57" 6.63"
integrity of accounts
Detect illegal acts by client which do not directly affect its accounts 0.15 0.03 0.22 0.05
Report illegal acts by client which directly affect its accounts to the 1.53 2.39 1.56 2.46
relevant authorities
Detect money laundering activities committed by a client 2.65" 413" 2.04™ 4.20"
Report money laundering activities discovered during an audit to the 2.68" 4.46™ 213" 455"
relevant authorities
Report suspicions on money laundering to the relevant authorities 1.62 3.06° 1.94 3.80°
Panel B: Expectations gap regarding money laundering
Detecting money laundering activities during an audit is possible. 2.05 3.20° 1.92° 3.72
Detecting and reporting money laundering activities are within an 1.30 1.20 1.04 1.09
auditor’s professional duties.
Auditors know how to react following detection of money laundering -2.217 4377 2.32" 5.39"
during an audit.
Auditors are well informed about the requirements of auditors under -0.71 0.42 0.86 0.75
laws and regulations.
Auditors comply with customer due diligence requirements in every 297 6.45" 2.73™ 7.46™
audit.
Expectations of the audit profession regarding detection of money 4.60™ 11.58™ 3.25™ 10.58™
laundering are reasonable.
Auditors keep up to date regarding changes in laws and regulations. -0.78 0.54 0.84 0.72
Panel C: Expectations gap regarding the level of proof an auditor 2.46" 10.66™ 3.28™ 10.81™

should have before reporting a suspicion of money laundering to
the relevant authorities

The value of each test is presented in this figure:

* significant at 10%
** significant at 5%
*** significant at 1% or less

12
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5. Conclusion and recommendations

Society has come to expect auditors to play an active role in the fight against fraud,
corruption, and money laundering (Morales et al., 2014). Auditors are now required to
know the bona fides identity of clients (the ‘Know your Client’ rules), keep records for a
certain period of time, and report suspicious transactions to the competent authorities in
FATF Recommendations 22 and 23. According to the Iranian Anti-Money Laundering
Implementing Regulations for Auditors (2012), auditors are required to design reliable
procedures to detect instances of money laundering and other suspicious transactions.
This paper investigated the expectations gap between Iranian auditors and judges in
terms of its causes and implications. The findings show that the expectations gap
regarding the AML responsibilities of auditors derives from significant disagreement as to
the nature and extent of the profession’s duties and reporting responsibilities (Humphrey
et al.,1992; Lowe,1994). Iran is presently on a FATF blacklist and is also ranked 138 out
of 180 on a Corruption Index maintained by Transparency International, as of January
2020. If Iran is to leave the blacklist in the future it will be essential that auditors, as well
as the judiciary, align their practices and perceptions with those of the FATF. The
expectations gap between auditors and judges suggests that achieving such alignment
will not be an easy task. The gap may be reduced in the following ways. First, there should
be a specific AML standard for auditors. Detection of financial crime should be accepted
by auditors as one of their functions, even though this may go beyond what they have
traditionally perceived their role to be (Larsson, 2005). Second, there should be greater
training in forensic accounting for auditors and for judges tasked with hearing cases
involving financial crime (Amernic and Craig, 2004). Third, auditors and judges should be
trained to be more aware of the requirements of international organisations, principally
the FATF, regarding the use of corporate structures, charities, and trusts to move money
between payers and beneficiaries when identities cannot be accurately verified. Iranian
judges must also instill in the auditing profession, through rulings and observations in
cases involving money laundering and other financial crimes, the need to be proactive in
identifying and making more difficult activities intended to launder money. This is

particularly the case when auditing opaque corporate structures, as well as being aware

13
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of the potential for money laundering when there has been a change of names of parties
to bank transfers: two reasons why Iran remains on the FATF blacklist. In narrowing the
expectations gap both domestically between auditors and judges, and internationally with
regard to compliance with international standards, Iran will reap benefits in terms of
increased international trade and access to foreign capital as and when political and

military tensions in the region reduce in the future.
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