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ABSTRAK

Tadbir urus Syariah dan pencapaian Magasid Syariah adalah penting untuk didedabkan
bagi memastikan akauntabiliti dan ketelusan. Peranan mekanisme tadbir yrus riah
dalam menegakkan pematuhan Syariah biasanya menjadi tumpuan pen an tadbir
urus Syariah, manakala pendedahan Magasid Syariah menunjukkan itmen bank
Islam kepada masyarakat dan semua pihak berkepentingan. Bidang ini adalah penting
kerana sangat sedikit kajian telah dijalankan untuk menyiasat hubungm’ra SC, audit
Syariah, risiko Syariah, Magasid Syariah, dan prestasi bank Islam dalam satu kajian,
serta menekankan peranan Lembaga Pengarah yang menjadi per&a perhubungan.
Oleh itu, objektif kajian ini adalah untuk menyiasat kesan
pendedahan Magasid Syariah terhadap prestasi bank |

frrurus Syariah dan

mengkaji peranan
todologi, kajian
ia gpemarkahan
arrMagasid
model f Bagi \pemb bah
kuiti (ROE), isbghg;kuiti
tuk’mengtikur kesan

ank Isla laysia dari
rtPLS'3:0). Penemuan
dbir,ures Syariah dan

am @erapa model yang
tikan‘antara SC pada DER

Syariah yang diuji sebagai pembolehubah bebas d
bersandar, Pulangan atas Aset (ROA), Pulangan

Hutang (DER) telah diuji, manakala fungsi BOD

pengantara. Data tersebut diperoleh daripada Iar%érﬁah
2011 hingga 2019 dan dianalisis menggunakan PLS-S
empirikal mendedahkan hubungan yangfsigni
pendedahan Magasid Syariah terhada siBank Is
diuji. Sebagai contoh, hubungan yang signifi
dan risiko Syariah pada ROE dan DER. Hubun if{f\m juga didapati antara
Magasid Shariah dan ROA. kes antaraan,” pertama, keputusan
menunjukkan bahawa BOD m a sePenuh hub, n antara SC dan DER.
Kedua, Lembaga Pengarah sepen a mehgantara hub n antara audit Syariah dan
prestasi berdasarkan ROA, Rp(ﬁwlan . I0a, l\ baga Pengarah sepenuhnya
mengantara hubungan an isiko! Syamiah, dan>'ROE dan DER, manakala
sebahagiannya menjadi pengantara antara risikolSyafiah dan ROA. Kajian ini memberi
implikasi bahawa pendedahan mengenaitadbir urus Syariah dan Magasid Syariah

memberi isyarat magr;:t an aki keépada pihak berkepentingan, dibuktikan
oleh hubungan ym ifikarf

pend an dan prestasi kewangan IFI. Hasil
ga

kajian ini adalah‘be awaé;%h’a dan pengamal sebagai garis panduan
untuk meningka prestasi
pencapaian id Syariah

ora reka melalui tadbir urus Syariah dan
prestasi ol@- N
AN 5

rp
ng bolel berfungsi sebagai alat untuk pengurusan



ABSTRACT

Shariah governance and Magasid Shariah achievement are crucial to be di % to
ensure accountability and transparency. The roles of the Shariah m nce
mechanisms in upholding Shariah compliance are usually the focus e Shariah
governance disclosure, while the Magqasid Shariah disclosure d&vtrates the
commitment of Islamic banks to the society and all stakeholders. This area is Vvital since
very few studies have been conducted to investigate the relationswﬂetween SC,
Shariah audit, Shariah risk, Maqasid Shariah, and the performange of ISlamic banks in
asingle study, as well as emphasising the role of the BOD that medi he relationship.
Therefore, the objective of this study was to investigate pact of Shariah
governance and Magasid Shariah disclosure on the perfo f Islamic banks and

examined the roles of the BOD in mediating the relationship. etE olog'!cally, this
rit
h

study used the content analysis techniques and develo e SCcorin based on
the Likert scale to measure Shariah governance and Sharia suretg-sted
as independent variables in the model. For the dep t variable, R tu(! ssets
(ROA), Return on Equity (ROE), and Debt Equit i0 (DER) were test d=Wihile the
BOD function was employed to measure the mediator effect The data wer€ obtained
from the Malaysian Islamic banks' annual repo%Z 11402 Q?S/sed using
PLS-SEM (SmartPLS 3.0). The empirical £indi aled. signific lationships
between Shariah governance and Magasi Hh d|s¥i0 erformance of
Islamic Banks in some of the models t % instanc . mfﬂé relationship was

R. A significant

evidenced between SC on DER and S r
relationship was also found betwe ﬁié For the mediation
s.the relationship between
p between Shariah audit

effect, firstly, the result indicates
SC and DER. Secondly, the BO

and performance based on R E, an i e BOD fully mediates the
relationship between Shariah rls d e partially mediates between
Shariah risk and ROA. ThIS mpll ates tha the osures on Shariah governance

significant relatlonshl g{; the financial performance of IFls.
The results of this regulé_g s and practitioners as guidelines to

improve their cor rfor ance roug %arlah governance and Magasid Shariah
achievement thaq serv effools f rformance management by IFIs.

and Magasid Shariah |red information t stakeholders, evidenced by the
en theﬁl
ar v
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DEFINITION OF KEY TERM

For a clearer understanding, this section explains some of the conc{%E

definition for each variable used in this study. A

Y-

The Islamic perspective of disclosure is based on z al equwements of

a. Disclosure

Islamic accounting: The concept of social accountabrhity and cow |sclosure
(Ahmed et al., 2017). Recently, organisations are singly; disclas n’g @swe

information about CSR issues in their annual he extensiv dlscb re assists

&@;an 2014).

financial analysts in producing valuable ne nfo ati

Disclosure in this study is ref &athe S ve@»ce and Magasid

Shariah. The SC is the indicator for@sah gov \nss%is Q@'e Firstly, the Shariah
N

governance disclosure mformal%wis stﬂdy tra from the SGF 2010 and
&
IS S

referred to the SGPD 20 %SCT tucq\/vas to analyse the Shariah

governance disclosure the anfual répoft. @ Shariah governance function in
’ 4 -‘ &

Islamic banks ensur&hariah-i \he.Q prac%fware practised in Islamic banks. Many

past studies e>&i th ionship ({-ajét(/veen the Shariah governance to the
i

¢

performance %ﬂmlc a;;%cf fo&%’a significant relationship between Shariah
NN

governa% the gE[Do_L%wce I@Vever a few studies were conducted by testing

Y.

)}Atlon of Shariah goverr(a".gde to the performance of Islamic banks. Nonetheless,

n and Shafii (2018) extensively review relevant literature on Shariah

rnance, consisting of the SC, Shariah audit, and Shariah risk and its impact on the
Qierformance of IFls. In addition, the study on the Shariah governance by Md Zain et al.
(2020) explored the reporting of Shariah governance in Islamic banks by developing

XViil



the Shariah governance disclosure items. Following a similar study, Masruki et al.
(2018) tested the disclosure of Shariah review and Shariah audit function onw
banks' performance. (’}
Secondly, the disclosure in this study is the Magasid Shariahﬂ;@sure. The
scope of Magasid Shariah disclosure includes the social disclosure related to the
contribution of the Islamic banks to the community in fulfilling™their needs. The
community in this study refers to the internal and exter un'lty. The internal

community includes the bank's employees and other st olders. Wher hand,
X
ity or publj Tf]ei@osure
ib% com@;ity other
: \, 9

i n?n close,é*!heir activities
in their annual report through this diwaAll this d ir@?nation shows the

Islamic banks' effort to contribute t%ommun\fkw S lge@)lders. In addition, the

the external community is referred to as the local co

in this study is concerned with the Islamic ban

stakeholders. The Islamic banks provide thet

N
information of Magasid Sharia?%o ext@acted nd ha ised from the concept of
CSR and sustainability rep%e it [ es that th@% program is part of Magasid
Shariah achievement (% I, 2015; Sai ‘sf ag)w).

’ &
Therefore, wonisir N R cgaeteristics and Magasid Shariah, this
study develope% ms erise(‘léﬁ/Maqasid Shariah disclosure. With this
Crpvios

i
closure in aﬁnl@;%ports allows the managers and investors to

study, the se:
\
assess % matigh }educeéhformation asymmetry between managers and

Y—-
inv Cormier & Magnan 4).
201

6Edependent Variable (Shariah Governance and Magasid Shariah)
Shariah governance is derived from two words, namely "Shariah” and

"governance”. According to Hilmy and Hassan (2019), "Shariah" is translated as

XiX



Islamic law or Islamic rulings or way of life. The word Shariah has been applied and
practised in the life of Muslims. Shariah commonly refers to the divine laws ob

for humankind who believe in the existence of a Creator and the Day of J that
guide human actions. According to SGPD 2019, Shariah governance |$‘A@I for IFI's

stability; a sound Shariah governance promotes public trust in the integkity, governance,

i ,cr di ecting someone

efines 'g

and operations of Islamic financial institutions (BNM, 2019).

The word 'governance’ implies an act of steering, g

or an organisation (Hilmy & Hassan, 2019). Hasan (201 ce as "the

é

style or way an organisation, institution, or cor ion is fqui ,[ste@ and

controlled”. Therefore, Shariah governance is defi s Islami ora é%?/ernance

f corp@te governance
mg@% finance ensure

that an Islamic organisation implements. I% m
specifically to Islamic banking and“fi Islamic

compliance with the Shariah prinC| such as ?u ,(\S(ruments operations,

practices, and management. Gir% d (20254p. 8 flne Shariah governance

"as the overall system that@s t ity activities of Islamic banks
and financial institutio precep r'a transactions™.
’ 4
Cormier and nan ( \lﬁﬂp a5| good governance leads to a better
disclosure qualw hari Qéovernance and disclosure. Corporate
S:

i
disclosure p ree en ia &p@(r't?ng the long-term impact of social capital on
% NN

and cﬁeasures The term Shariah governance in this

=~

market
stu efers to IFIs, speaﬂca@ﬂamlc banking. The Shariah governance in Islamic
b plays an exclusive role in ensuring that the operation of the Islamic Bank
‘%es with the prescribed rules and Shariah principles, especially on the validity of

roducts (Chik, 2012). In addition, Shariah governance also promotes moderation,

justice, and fair relationships among stakeholders, such as profit-sharing investment

XX



account holders and financing customers. These practices consequently enhance the
confidence and trust of stakeholders (Chik, 2012). The main criteria of the w
governance are on establishing the Shariah board, which takes the responsibilities of
assuring that transactions are performed in full accordance with riah law
(Alnasser, 2012), a feature that is distinguished from conventional banks.
Y
c. Shariah Committee/Shariah Supervisory Board T '

The word Shariah Committee (SC) also known haria M‘ry Board

text based B}\H&.‘-s\r?‘n:ilar

rls@ i ncia@gtitutions

ol

an iw‘iep entb f specialised

(SSB). The term SC has been applied in the Malaysia

to the SC, Accounting and Auditing Organisati

(AAOQIFI) (2010), GSIFI No. 1 refers to the%

jurists in Figh Muamalat (Islamic cow:ajurlspru . T@C may include a
member other than those who speciﬂ%n Figh xmgat, p'\E&pert in IFIs, and Figh

Muamalat. The SC is entrusted%ec i %

of IFI to ensure that they compl @rules and principles. The SC

th t i
Serves as a monitorin% trolling me ar{isnbﬁat prevents Islamic banks from

N
ing, a@.’%upervising the activities

:

s &
engaging in non-Shatiah comp\iﬁ\fe tmergﬂaniffa & Hudaib, 2007).
Because tﬁ{ rch ishéi ondu&tj%’ln Malaysian Islamic banks, the term SC
¢
frey '

in this stud to the S nﬁerejb ckground, responsibility, and obligation to
\
pkan

ShariahzCo t and fﬂowevi?r, because the term SSB was used in the previous

stuq&also used in this st d@d ensure it is consistent with the literature. Thus, the

‘% and SSB used in this study refer to the same meaning in order to align with
revi

6 ous studies and be applicable in the Malaysian context.
According to Grais and Pellegrini (2007), to ensure that the profits are generated

within ethical parameters, SC has the right to advise on the distribution of income or
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expenses among the bank's shareholders and IAHs (depositors). They are also

responsible for calculating and paying Zakat and disposal of non-Shariah cth

earnings. On top of that, the SC is responsible for monitoring the corporate (%mrent

behaviour's ethical and moral aspects, as Islamic moral codes will pr individuals
from behaving against ethics. Furthermore, the SC is accountable or training and

guiding top management to apply Islamic rules in daily transaitmavoid religious

4.

d. Shariah Audit E'\ | ﬁ
Despite numerous definitions of Sharia it%addresse choj@? and any

t too @Sr;nt in terms

of meaning. However, the definition \%h audit on@kpolicy document
became a priority to define this Wor%presﬁaﬁn b ?&I on the study setting.
Shariah audit is one of the cor%ctiong of au’ahg;@nance according to the
SGF 2010 and SGPD 20 Mrdi g%zg‘smriah audit refers to the

periodical assessment ed from ti E‘ 'tO\B)'ne to provide an independent

or ethical conflicts.

policy document, the definition of Shariah4audit provi

assessment and ob rﬁ%assurla
erni

compliance co the

¢
ensuring a s d effective

&
\des gnedé&add value and improve the degree of

: ' sine ﬁfperations, with the main objective of
teﬁalégr}rol system for Shariah compliance” (BNM,
2010). Me ile, SG 9 sta&\hat “The Shariah audit refers to a function that
prow’d&n independent asses@‘in the quality and effectiveness of the IFI’s internal
c X risk management systems, governance processes as well as the overall

ompliance of the IFI’s operations, business, affairs, and activities with Shariah” (BNM,

019). The meaning between these two documents seems similar; however, SGPD 2019

defines the Shariah audit as being more precise.
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Yahya and Mahzan (2012) provide a simple sentence to express the definition of
Shariah audit “as an audit attestation for Shariah compliance”. On the other w
comprehensive definition of the terms by Haniffa (2010) as “a systemat@ss of
objectively obtaining and evaluating evidence regarding assertions ab igious and
socioeconomic actions and events in order to ascertain the degree cWespondence

between those assertions and those of the applicable financi IMing framework,
eZm

including the criteria specified based on Shariah principle mended by the SC
and communicating the results to all interested parties”. *leahsas M}B) argue
it by adi o‘io‘&éal‘gmic
rd% sna t‘gl- (2013),

[ n\ake' asier@‘;jerstand the
scope of the Shariah audit, which i%&; than a enti audit because it

comprises an extra attribute of ensuwat ar%xgc pdj\mth Shariah.
N,
This study follows the d%of the SG 0 a@GPD 2019 to define the

Shariah audit. Moreover, t th S cIos; ems in this study have been
and

that this definition captures the broad scope of Shari

aspects into it other than the religious obligatio

the stated definition and objective of the SI‘W

operationalised based F 201

¢ ! (.)
ShariEE also'deriv frgm@oterms, "Shariah™ and "risk". As explained in
bove

Y
the sect% (SQ@), h refeé}o the Islamic law or Islamic ruling, the law that
X

is derived from Quran and Sunnal}y Oxford dictionary defines "risk™ as "a possibility of
iah!

h \damage against something insured"”. Mohd Noor et al. (2018) explain that the
& "risk" refers to the loss or damage of money or property when used as a noun
hereas when used as a verb, it means putting yourself or someone or something in

danger, failure, or loss.
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The term "risk" is extensively used in various subject matters, especially in
western settings. Risk terminology has passed civilisations, such as Chinese,?!(,
early Roman, and other ancient civilisations. The concept of risk was to @%ﬁined
until a specific term related to risk emerged in the 15th to 19th centurieS™{iMohd Noor
et al., 2018). However, today the word risk extensively applies to the iglamic financial
system. Ginena (2014) defines Shariah risk, a type of operati W, as a risk of a
financial loss that may occur due to a non-compliance L%S.ha iah rules in the

business activities and transaction, as certified by the S elev ntw.
B

| \y
is referred o ag t@arlah

In IFIs, Shariah risk in Islamic financial institu

risk management function. SGF 2010 refers to

to systematically identify, measure, monit

to mitigate any possible non-compliawa.

Shariah non-compliance risks will e%th

effectively without exposing th%mac
‘Z'\ 73 S
f. Maqasid Shariah l Q’
’ 4 $ &
rm d

"Magasid S’f@is @\ éﬁyed from two words, "Magasid" and
“Shariah”. Maqgasid 1S%rans 'bjectfié/while Shariah is Islamic law or Islamic
ruling (refer %defi tio‘n

Sl

N
the socidl interest, in€l }he ind&dual, community, and environment, for human

sustﬂ'&ity. \C.}'Y.

\liS study discusses the Maqgasid Shariah at the necessary level, known as
% riyyah al khams, widely discussed in academic, Islamic organisation, and industry
d Zain & Shafii, 2020). Daruriyyah is also classified as the level of survival that

refers to human life. The purpose of Magasid is to advocate human life based on

o

Slmtari h).“Magasid Shariah, in this study, emphasises
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directing what is right (Amar ma'ruf) and forbidding what is wrong (nahi mungkar). It
can be realised by establishing the maslahah in the economic activities and prw
the rights of the public (Hurayra, 2015). (’}

The Institute of Islamic Banking and Insurance (1IBI) states t Magasid
Shariah in Islamic financial perspective precisely places a value on¢promoting and

encouraging righteous behaviour, such as moral conduct a MSS towards the

public. It is not restricted to prohibitive rulings and discou %?ral conduct and

harmful action. The Magasid Shariah, which refers to t otection , intellect,

protection of life, and property in an organizatio@ential to pr td j@e and

welfare to the workers in the company (Ar: al., 201 ph@ﬁg those
NSNS

protections to ensure every individual munity “ife is.é\?;ore secure,

knowledgeable, skilful, and peaceful Inghe broade pe,@consequences of
Magasid Shariah's achievement aIS(@Snd tot \mgu y@providing protection
o S

and fulfilling the interest and soei ds. q é}k
Y'\ ] el S
g. Mediator Variable% of Di‘r‘ ’;f.)r}“dwoard
The Board @ors (E' \Is{ ferregws the Board of Director in this study.
This study used&ac ym repre he Board of Directors. The word “Board
¢ e S
also used in EE study to prese tlé \xer}d “Board of Director” following the previous

NN
study. 'I%

study th (Board and BOD) to refer to the Board of Directors.
The was measured in i@ally and then combined in this study. Individual

%s were created by coding each BOD’s values for each BOD’s items using

:'n mation from the annual report. In this study, five indicators are used to assess BOD:
O

D Size, BOD Independence, BOD Meeting, and the BOD’s Muslim director
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(Shatnawi, 2020). These indicators were added together and calculated as a single

A4
A0

In this study, the BOD size refers to the total number of directorsfon the board of

variable. The BOD score represents the mediating factor.
h. BOD Size

each sample firm, including the CEO and Chairman for each accounting year (Guest,
2009; Shakir, 2008; Shatnawi, 2020). This BOD size uzs o'tside directors,

executive directors, and non-executive directors (Isik & Ince}2016; Shakir, 2008).
B

_ "9
OD size on the be@ance
ef% IS sigjﬁcant and
. o

, seve@*studies reveal

art & Rosenstein

Numerous studies were conducted on the effectivenes

of a firm. Likewise, many studies argue that th

affects firm performance (Uwuigbe & Fak

that a smaller Board size performs bel\ Eaaarge b
g@ﬁ, it is suggested that

(1998) and Vafeas (2000) as cited %akir,
N

the Board size of a firm shoul% tooﬂsmal nd f%Q effectiveness of Board
members participation in p@g tI y hakir%@S).
Concerning BOD, si is study defines H@BOD size as a total number of
4 ¢ &
members on the B2Which\ir;$nfo matgof BOD size obtained from the section
of the BODs report th epo lamic Banks (Shatnawi, 2020).
[\ ¢ | (..)
% 4
Q- *
i. BOD% dent? () {\
Y.

erous studies have the BODs' independence as a variable to examine
st

7/
&

t%\cf iation between the BODs and firm performance. According to MCCG (2021),
& st half of the Board is independent (Security Commission (SC), 2021). Therefore,
OD independence is appropriate for this study because Board independence is

expected to make the monitoring task easier and prevent the misuse of firm resources,
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enhancing performance and reducing the probability of complicity among top
executives (Shatnawi, 2020). The Board independence variable equals the prow

of independent Board members and is “computed as the total number of \dent

The BOD annual meeting is a regular activity for a oCsoI"e the issues and

directors on the Board”.
J. BOD Meeting
discuss future planning, reporting, and decision-making. BODime thls study
refers to the total number of BOD meetings through eyear. T uhlz@)f the
BOD meeting are obtained from the corporate c seetl the g d annual
meeting in the annual report. Some preV|o tudi tlgat effect of the
number of meetings held by the BOM perfo Sf@%m 2020). Thus,
the BOD meeting in this study refe he t ommevo meetings throughout

N

(.)

T

o N
Y (_)Y' 'A}‘\‘

'S

The mean Musllrr son éolembraces the religion of Islam and
adheres to thet ch| ard r f&é to the BODs of a company. This study
refers to the of US?I or;t @o rd as the number of Muslims in BODs. The
I|st of ound’i pany@mual report. The Muslim director on the BOD

ased on the propo t f Muslim directors to the total number of directors,

s been used in many studles (Shatnawi, (2020).

ependent Variable: Financial Performance
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Financial performance has been used to measure a firm's overall financial health
over a given period. It is a subjective measure of how well a firm uses its assets,w
firm can utilize the assets from its primary business model and gener@nues
(Investopedia,2021). Various financial performance measures ha used in
academics and relate these measures to the company's policy that might influence the
firm's financial performance, such as accounting-based perfor Mcounting-based
performance is centred on historical results, such as ear %a'ing profits, and
operating revenues, with the most used measures are rmno WOA) and
20; Suardana et &.‘,—;30'18).
|ity@%’A, ROE)

&
=

Return on Equity (ROE) (Muritala, 2012; Shatna
Nevertheless, the financial performance of this

and gearing (DER) (Masruki et al., 2018;

m. Return on Asset (ROA) (')

ROA is one indicator %m [ d the most common

accounting ratios used in fi %nal :&jﬁ % be described as net income

divided by total asset@tje (Jﬂ]iletﬁ' 2011; Bhagat & Bolton, 2019;
nco

4 ¢ &
Maury, 2006; Yer &1996).' \hst is’acquired by taking the profit before
tax and before K’%ﬁg ch s 6r§é/time, the average total asset is achieved

by averagin beginnin aes_(}e , and the total ending assets for a particular

period (Qn/ i, 2020)0_)’

n§. \(n on Equity (ROE)
0 ROE is an indicator used to measure the performance and management of a firm.
h

e ROE is used to measure the return on the shareholder's equity and the firm's

efficiency in generating profits (Peters & Bagshaw, 2014; S. Shatnawi, 2020). The ROE

XXViii



shows the firm's financial statement after the net income as a percentage of shareholder's
equity (Peters & Bagshaw, 2014). The average stakeholders' equity is der

averaging the beginning and ending stakeholders' equity for the péri nder

observation (Shatnawi, 2020). A

0. Debt-to-Equity Ratio (DER)
Leverage is one of the significant factors that me sce p'zrformance of a

firm. Some studies used the leverage ratio to measure corperate p rfw and relate
‘A%
tilization orfoy@ unds

ua% ' OftQJ'IablhtleS
Iou as Cited mﬁam 2020;

Roodposhti & Chashmi). The leverag %ﬁudy isre to @e Debt-to-Equity

ratio. The low level of gearing ratl WS c@i&/‘ re '\thew pressure to build
deb {f/@-et al., 2018).

Different investiga h e d[ ted t everage may positively or
mes t |

to good governance (Shatnawi, 2020). The leverage i

to enhance firm performance. In this study, le

divided by total assets (Lazzem & lila

the trust of the credit ability of to pay

negatively impact firm nce ( , ; ShatnaW|, 2020). For example,
a positive effect wccur lb of m rlng by creditors and investors. In
contrast, Myersg(19 at g%’operatlng rates may undermine strong

performanc h wit Iow i £ @‘t.?n the subject. This negative effect is due to

o
the fact inflationfc ect mpany's ability to grow the new debt. Thus, this

b 9
Wlllk&) the loss of any opk ity to gain any investment opportunity.
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