CHAPTER 4

ANALYSIS AND DISCUSSION 3 )
4.1 Introduction \’z

This chapter presents the analysis and findings of this Vy.'The first analysis

begins with the data screening, including missing dat
the normality test. Secondly, this section of the chapter provides a des ve @sis
of each variable. In the third section, the researc»%yrmed e fata a'naﬂtl)s. The
data analysis in the next section discussed tWI' ?fs’tP\ aIysis@'Y;sing the
SmartPLS Structural Equation Modelin@ ecti i

utliers examination, and

—+

Wit@measurement

model and discriminant validity assessMour ly, d@lsses the tests used

to assess the validity of the struc g’@de&%’ dv;%rch requires examining
q
the coefficient of determinati@d p oe |cierl@is study also assessed the
N

mediation relationships ro?ﬁn th k'::ZC mo' using Hayes (Ramayah et al.,
‘( E {

2018). The following secCtioniprovideg’t dthSs testing on the research objectives.

ek @)
Finally, this chap@ﬁdes @ sum@ of the chapter.
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4.2 Data Screening and Normality Test

Before proceeding with statistical analysis and exploring the data's charact
each data needs to undergo several procedures, such as data screeni data
screening procedure was performed to verify data accuracy, deteuf*mg data,
extreme responses, and ensure the data met statistical assumptions suggested by
Tabachnick and Fidell (2013). The data in this study were_subjéeted to normality
assessments (Hair et al., 2010). Further, the data were Yr:o'ed stored, and

analyzed using SPSS. Then, the data filtering process erforime eral steps.

This section discusses data cleanup procedures, inclu identifyin sjn@a and

\‘f Q\T
&’ s

Missing data refers to the in t|0 nin vwa 'K available that were
found after the data were coIIe 0 the not a tcab ein ormatlon or error in data
collection or data entry (Pa 07, ﬁgﬁa might cause severe bias in
the conclusion of the e@%dy‘,‘f S, e‘e be addressed wisely. This study
performed the dat eenlng.
distribution an Q

in the data

how to deal with outliers.

4.2.1 Missing Data

t the &u&smg value. It used the frequency

IS for arlables to detect any missing response

r—l-
(D
'—'-
=
[%2]
—
D_

a{ s@rformmg the data collection was based on

che@rectly from the ann@éport accordingly. Therefore, the missing data were

n cern in this study.

Q Appendix D (D1) presents the result of the missing data performed in this study.
h

e assessment shows no missing value detected in the data set—a complete 90 set of

annual reports for the applicable Islamic banks in Malaysia. The entire data in this study
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were valid. No missing data appeared in this data set since the researcher's data were

A4
A0

Outliers are the extreme values that have been described as the v. Qe substantially

being obtained and managed by the researcher.
4.2.2 Outlier Examination

lower or higher than the other values, which are far from the an e in the data set
(Pallant, 2005). The sample sizes may influence the outli nst'mce the outlier
effect is minimal if the sample size is greater than 250. oe ( |n Abbasi
2011) has proposed that sample size (n), n > 30 an 500 is ap r‘ate_\ most
research. However, the correlation is less stab es% s\:m sample
size (Tabachnick & Fidell, 2007, pp. 682 3) %\T

The outlier needs to be exammwaure the re @ate because they

T ,@\dy detected the outlier

impact the results of the study (Seka Bougie,
?Z@ot, the outlier appears in

by using a boxplot as dlscussed%ant ﬂ)OS).
A%

the small circle with the nu thl e. N
es to deal wi oht

There are severa% § h@ Some statistical experts suggest

removing the extr valu . ata L&multaneously, others recommend

N—rt,

D

recoding the value t isn 'trem “%’replace the extreme value indicated by
Pallant (20 n deall g WI oﬁtllb Meanwhile, Ramsey (2009) recommends
remow e tliers’ Pe da owever it will reduce the observations, or the
rese can apply the Wlns@echnlque to deal with outliers. Winsorization is the

t atlon of data widely used in the panel data where the extreme value is replaced
d in the acceptable values, which is in line with Shatnawi’s (2020) study. This
chnique is preferable for the panel data than trimming the data (Henry & Sansing,

2013; Rivest, 1994; Yu-Jun, 2014; Zhang, 2017). Thus, this study applied the
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winsorising technique to deal with outliers, and this technique can eliminate the outlier’s
issue, while some outliers are retained in the data set. Although several outlie
detected in the data set, the results show the cases remained since the Ioa@e not

too far from the remaining distribution (Pallant, 2007). The boxplot sﬂONwe outlier

examination presented in Appendix D (D2). ?

4.2.3 Normality Assessment z l

There are many statistical methods proposed to the er‘ the data
differently. However, no specific standard is propos a particu st‘dx@ may

rely on the size of the data. Concerning the datasin.thi tu% dat{é% ordinal,

this study has transformed these data to su atmi score for c%ﬁ?o:mality test

(Sekaran, 2003; Talib, 2015). This stum&%\ed the no
i§<§kewness iS a measure
N

by two statistical components, namwewness\dwgrto

of asymmetry, and kurtosis mf%\e ¢ gaked s’ og}e distribution (Kim, 2013;

Tabachnick & Fidell, 200Z,_2013). e essﬁkurtosis come up with the

standard error in the statisti mag;gabljl.é sh@s some of the values of skewness
LT

F 4 ¢ &
and kurtosis are no wally (il i h
N

;sg.wis study converted the value to a z-

ivid't‘r-géffhe skewed values or excess kurtosis by

score. The z-sc obt
\ B ! (_?
their standar ors. The value r%e@ ore is different according to the sample size;
% N
in the c% mall’s n< he z-score is £ 1.96, for a medium sample size

ity (@%bution of the data

Ylv
(50

300), the z-score is, £.329. Meanwhile, the normality of the sample size is
&3

g Xhan 300epends on the histogram and absolute values of skewness and kurtosis

& (Kim, 2013). The above suggestion was applied in this study, and it is noticed that
e

values are in the range of £ 3.29, which is in line with the sample size presented in
Appendix D (D3).
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Furthermore, the researcher created histograms to confirm that the data are
normally distributed. Firstly, the histograms of the residuals illustrate the dewmt
variables of ROA, ROE, and DER. The histograms’ bell shape confirmed %\lts of
skewness and kurtosis, indicating that all the data are normally distri Based on
the skewness and kurtosis examination and the residual histogram, as confirmed
that the data are normally distributed. N

\4
l
4.2.4 Common Method Variance ‘\d

g
Common Method Variance (CMV) refers to ifference alia_r@/vhen

; m% ted t@?a single

source and standard scale properties, intended fo tatis\ica d met@&sgases. Since

this study used self-collected data, therndency 0
g

N
in previous studies (Alnakhli, : ThertaI rtancecgaracted by one factor is

measuring a questionnaire. A self-report questi

sesé%refore, Harman’s

4

one-factor test was applied in this to asses 0 _hTEthOd biases adopted

28.835%. It is less than the %end reshold c$<</.; (See Appendix D, D4).
TS
qd &
4.3 Descriptive&ffgtics Q %

This sectiq sses ' les’é%ériptive information—the data extracted
from the a hport f iJ B@@(?in Malaysia from corporate and financial
stateme(s%'he fiﬁLa]J,’this m¥\arch considered all Islamic banks in Malaysia:
Malﬂéwowned and forei ngv:led banks. However, the Maqasid Shariah’s

@ion from the corporate reports in the Malaysia’s context from the Malaysian-
& ign banks’ annual reports is limited. In this regard, the current research only focused

n Malaysian-owned Islamic banks. This research consists of 10 Islamic banks’ yearly

s

reports from 2011 to 2019 (nine years). Accordingly, the number of observations (10*9)
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was 90. This section discusses the corporate performance’s descriptive information as
the dependent variables (ROA, ROE, and DER), SC, Shariah Audit, Shariah Rw

Magasid as independent variables (BOD Size, BOD independent, and Mu@S\OD,

BOD meeting) as mediation variables. A

4.3.1 Performance of Islamic Banks V

aMA, ROE,
@ Y-v
ables

and DER, as the dependent variables. The descriptiv lysis of de ddnt_\\k}

is presented in Table 4.1. Y b 4 \,‘Z"
Table 4.1: Descriptive Inform %o

rm Q2011-2019
i DER

This section provides a descriptive analysis of the

The financial performance was measured by the financi

(

Samples Islamic Banks 10
Mean ) N 13.3992
Median [\ 1.1350%9 " 12.9700
Std. Deviation 25535 3.46437~ 3.02085
Minimum B3 15\VY 5.96

6

2

Maximum 160 < ) 1950 20.86
In this study, the Islac banQ rﬂg@g was measured based on the ROA,

ROE, and DER @nte@le 4. .ﬁe Table displays the mean, median,
N
standard devi@tdzlnini :z!nd(n%'iimum values of the variables. Regarding

ROA, th Qdispla the"90"ob ('z{tions from 10 Malaysian Islamic banks. The

4

mean %0.8%, wh thngdFH is 0.7%. The standard deviation is 0.2%, and it is
. Q

relatively lower than the value*1.96% standard error. The minimum value of ROA

%3%, while the maximum value is 1.60 %, indicating a high variation in Islamic

O\ks’ ROA in Malaysia.
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On the other hand, the ROE has an overall mean of 11% and a median of 11%.
The standard deviation is high at 3.4%. The values of ROE ranges between O. t
the minimum score and 19.50% at the maximum value, indicating a high@on in
the ROE of Islamic banks in Malaysia. Furthermore, the mean value‘f&e DER as
presented in Table 4.1 is 13.39, while the median is 12.97, and the standard deviation
is at the value of 3.02. The minimum value of DER is 5.96, inaximum value
is 20.86 which is also considered a high variation of DER ic bafks in Malaysia.

However, the value of DER may differ with the other i ries nwng on the
]

characteristic and types of a business (Nurdiwaty & , 2017 I _S
A high DER can be beneficial because “it=indi est\hﬁt pa%‘ﬁn easily
. o
also\Iev ing returns, for
instance, Solihati (2021) opined that&%ny can mor€-financing with the

higher DER to run its business. Th@So tend thﬁ% p fq“\ﬁo pay the debts rather
N

than dividing the dividends (Gini al. (9017 ; n¢he§nce of a need for liquid
financial claims, the study @k thCI nk le e is the acceptable baseline
for examining bank capi ture (Christ hér,@?»).

4 ¢ &

4.3.2 Board of % O
‘ v
This I0n proyides dgcr@ analysis of the mediator variable of this

o
study. % diatof '?or in&ﬂs study consists of the BOD size, BOD

b 9
ind@g&nce, and Muslim in @S‘ and BOD meetings. The descriptive analysis of the

%r variable is presented in Table 4.2.

S

N
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Table 4.2: Descriptive Information of Board of Director Year 2011-2019
Board_Sz Board_Ind Board_Mus Board_Meet

Samples Islamic 10 10 10 10
Banks
Mean 6.7222 .4850 .8172 8.7222
9 %

7
Median 6.0000 .5000 1.0000 .0
Std. 1.81150 27206 .24954 6.49637
Deviation
Minimum 3.00 .00 .22 0
Maximum 10.00 1.00 1.00 .00

Note: Board_Sz = BOD size, Board_Ind = BOD independent, Board_Mus = Muslim in BOD,
Board_Meet = BOD meeting.

Table 4.2 shows that the average BOD size (Board_ sists bf six members,

representing a mean of 6.722 and a median of 6. The standard deviati fthe BOD

N
size is 1.8, indicating a high variation of the BO@MS finding co‘sié{'g?t with
4
rsa

the study, indicating that the Islamic banks havevt thw nglayr;aximum

of 10 to 13 members. The banks have at'éwee m%[nb and(lg aximum of ten
BOD members in a year. \ O

A
The BOD independent in thi Was ru&\%&yt al BOD independent’s
0 ",
percentage from the BOD size ables show that the @ of the independent BOD
members of Islamic banks i X ofIhe B size@e median presents 50% with a
[
standard deviation of O ithin tbe acc t_ed zg}ﬁé of absolute 1.96%. Meanwhile,
the analysis shov@e mi*im\ercer@of BOD independence is 0% due to

the board’s i Ntio not 'di%:g@d in the annual report. However, the
¢
&a 4
minimquof' D inde nt disclosed in the annual report is at least 29%, while
bz

the ma 5 100%. Yg\

N o .
mean score of totaﬁﬂushms on the Muslim in BOD is 82% among the
s with a median of 1. The standard deviation of 0.2% indicates that the

Uﬂpanies have no significant differences in Muslim board employment. The minimum

Muslims on the BOD is 22%, while the maximum is 100%. This descriptive analysis

also presents 100% Muslims on the BOD due to the full-fledged Islamic banks owned
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by Muslim shareholders, such as the Bank Islam Malaysia Berhad (BIMB) and Bank
Muamalat Malaysia Berhad (BMMB). Yv

Meanwhile, based on this descriptive analysis, the BOD meeting in@m as
presented in Table 4.2 shows that the mean score of the meeting freque .72 times
in average held yearly and the median indicates 9 times of meeti&?he standard
deviation of 6.49 means that there is a variation in the number_of BOD meetings in the
selected Islamic banks. This analysis is in line with the mi mew'ng held 6 times
by the bank except ‘0’ for undisclosed information a ted i M and the

maximum meeting held by banks is 25 times a year. I _S

fzf < gf

4.3.3 Shariah Committee \,
Table 4.3 reports the means and star\b/latlon fo

ranges from 0.49 to 1.72, while the aﬁﬁe rating \I‘N%I

N,
to 4.5667. Three items that sco%ghespaver e«ratin@e the SC1 items (Profile
&
iah

e}n@m ranges from 2.1222

of SC, including the name, @ncla e ise of the SC members) with
a mean of 4.5667, foll% SC3 };ﬁ;&n@ee meetings are scheduled to be
&

held at least six (6) S annuall ame 4.5333, and SC10 (the computation

of Zakat accord@hari 'clare@*he SC report with the mean of 4.4667).
¢
It is indica % each ban fr&quer_l}ct‘la discloses these items as essential items
éh o

highlig% e SGF ditios:‘}mse items are also commonly endorsed in the
commh’s corporate report a@hariah committee reports regarding the SC profile,

@w responsibilities, and zakat declaration in the SC report.
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Table 4.3: Descriptive Analysis for SC Year 2011-2019

Code Items Mean SD

SC1 Profile of SC, including the name, background and Shariah ~ 4.5667 .76511
expertise of the SC members.

sc2 Duties and responsibilities of SC. 4.4222 (68659,"

SC3 Shariah committee meetings are scheduled to be held at 4.5333 13744
least six (6) times annually.

SC4 The SC must attend at least 75 % minimum attendance 4.3556 1.22988
requirement of the meetings. The attendance has been ?
disclosed in the annual report. & .

SC5 The individual's assessment and evaluation of SC's 2.1222 1.37251
performance. 7

SC6 The Shariah committee attended the relevant training K‘ZZ 1.72215
programs. I

SC7 Statement of Shariah committee report. 4.4333 .49831

scs The training on the Shariah-compliant program conduct 3.1f6 \0.32318
by SC. - o °,

SC9 SC ensures that the bank is not involved in non- 3.2889 1.58110

permissible activities/events in the current year, declared
in their reporting.

SC10  The computation of Zakat according to Sharww' QW \.78182
b, 4

declared in the SC report.
Note: Likert Scale: 1 = Very weak, 2 = Weak, 3 = Wﬂ =

@sdicate that the mean

This descriptive analysis presents that al Nq i
. : N .
score is more than three (3) exc em S€5 (T: dividual assessment/ evaluation

of SC’s performance), the lowesthaver. for tb@dimension with the mean of
\Lag méa

2.1222 is below three. %X the

a
' 4 4
score of 3.836, Whi%consk\‘:&i\h\i : T%iﬁ_pe%/sult presents that item SC5 is less

be {}J@/ﬁo the items that stated in the SGF and

nsl’yr all the ten items of SC shows a

disclosed in the,anntal, rep
¢ (—2 : .
SGPD not n%ry require oée@s losed by the Islamic banks, perhaps this
N
information 1SMess importa }o e rted.

X
A ;\,)
\
4! Nariah Audit

Q Table 4.4 reports the means and standard deviation (SD) for Shariah Audit and
0

ntrol. The SD ranges from .61250 to 1.51727, while the average rating for this

dimension ranges from 3.1111 to 4.3889.
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Table 4.4: Descriptive Analysis for Shariah Audit Year 2011-2019
Code Items Mean SD
SAl Rectification plan and follow-up action on Shariah-compliant. 3.1444 1.37850
SA2 Undertake remedial rectification measures to resolve Shariah 4.3889 125‘
non-compliance and control mechanisms to avoid recurrences. ,\
SA3 The Shariah audit communicates the assessment outcome and 3.7111 1.22927
highlights any non-compliances to the Shariah Committee and
the management.
SA4 An internal Shariah audit ensures that the assessment is 3. 97381
conducted continuously on the processes and deliverables and Q% v
determines that such processes and outcomes satisfy the needs of

the Shariah. )

SA5 Audit on Shariah-compliant performed by the internal auditors.  3.7000 1.24024

SA6 The Shariah audit conducted the assessment on the adequ on?Hlll 1.51727
Shariah governance practice. K
SA7 A regular Shariah audit is conducted, at least on an annual basis. 4.1444 .81504

SA8 The Shariah audit verifying that the IFI’s key functioﬁﬁ gﬁﬁ\dl .07264
business operations comply with Shariah. ,3 ®

SA9 The Shariah audit findings have been reported to the Board 3.9333 1. 36407
Audit Committee and Shariah Committee / other related

committees. ) 7
Note: Likert Scale: 1 = Very weak, 2 = Weak, 3 = Mode ="Adequate, S&Msfac@
E N

The highest average rating is it (Undert remedial rectification
measures to resolve Shariah non- com ol _QQ]anisms to avoid
recurrences) with the mean of 4.3889, f owe ' A7 a mean of 4.1444 and
SA9 (The Shariah audit findl been to t&é@oard Audit Committee and
Shariah Committee/other re om |ttee an value of 3.9333. Item SA6
(The Shariah audit con ucted the asé nc@e adequacy of Shariah governance

practice) is of th ow ave ge sgore fo S dlmensmn with the mean score of

3.1111, follo d A W% mleargékﬁe of 3.1444, and SA5 (Audit on Shariah-

compllant aI a tors m the function) with a mean of 3.7000. The
Iowes r these it pos'szbly due to the items not required to be disclosed in
th udi port

veraII the mean score for Shariah Audit disclosure is lower than the SC, in
ich only SA2 and SA7 are exceed four (4). This analysis indicates that the Shariah

audit items are less disclosed in the annual report, and there is a possibility that the level
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of disclosure for this dimension is low. However, the average mean for all the nine

X
0

Table 4.5 reports the means and standard deviation for Shariah au he standard

Shariah Audit and control items is 3.755, which is high.
4.3.5 Shariah Risk

deviation ranges from .86865 to 1.36612, while the average cqtmg this dimension

L

Table 4.5: Descriptive Analysis for Shariah Risk Year. 0]_1;019 )
Code Items Y _ Meank  SDr

SR1 Shariah risk function is performed by representative/risk 2.2000 1.17272
officers with suitable qualifications (risk management
background and experience in the subject matter).

SR2  Facilitating the process of identifyin g, con oII| 470556  1.16466
and monitoring Shariah non-com |a%< inhe 4(
IFI's operations and activities. O

SR3 Formulating and recommending appropriate Shariah non- 3.7222 1.28979
compliance risk management poI|C|es and guidelines.

SR4 Developing and implementE pr sses |ah nQ_‘) 3.4333 1.36612
compliance risk awareness 3 £

SR5 A Shariah risk management process to |dent|fy all p055|ble 3.8444 1.36498
Shariah non—compllance risks.

SR6  All Shariah non-com events are t b’ repor eohto the 4.1778 .86865
board of the IFI and the'gank. &

ranges from 2.2000 to 4.1778.

Note: Likert Scale: 1 = Ve Q-Weak 8=M eréte@Adequate 5 = Satisfactory
&
The hlghes n scor ite 5&3 (All Shariah non-compliance events
are to be repo e D of )F‘ I aﬁtnhe Bank) with the mean of 4.1778, followed
SRZQ ng;1 pro s of@tlfylng, measuring, controlling and monitoring
haria ompliance I’ISkS ent in the IFI’s operations and activities) with the

alue of 4.0556, and SR5 (A Shariah risk management process to identify all
sible Shariah non-compliance risks) with the mean of 3.8444. Like the SC and
ariah audit, the mean score is high because the items are disclosed explicitly in the

annual report. In contrast, the other three items (SR3 with a mean of 3.7222, SR4 with
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a mean value of 3.4333, and SR1 with a mean score of 2.2000) have the lowest mean
scores indicating that these items are less disclosed compared to other items. Itw
(Shariah risk function is performed by representative/risk officers v@table
qualifications (risk management background and experience in the suﬂ&watter)) §
of the lowest average score for this dimension with a mean score 0&2.0'00, possibly
due to this information not being significant to be provided si cMisk information
is provided in the risk section. Thus, the information on ~x:klis not explicitly
disclosed and detailed in the annual report since it is the ew‘ms to be

t of the st .#@Ebly

reported. Less disclosure on the items will affect the

impact to the relationship between the SR to th

ancew to @K or ROE

'neo\tem f Sha.@??:isk shows a
score of 3.57, which is considered hig ) é

A
A
a S
4.3.6 Magqasid Shariah q é}k
Table 4.6 presents the \%nd [7@!\% or the management structure

dimension of the Ma riah dimension’ 'F@'standard deviation ranges from
’ 4 ¢ &
58015 10 1.86367&\ N\

\
Table 4. Q_ggblptlvl Anal |sfor({\/ha5|d Shariah Disclosure Year 2011-2019
4 ?a&d SI’arly ) Mean SD
/2. 2. .

MagShal The bank provides sufficient information about their business 45778 .71858
on Shariah-compliant products/services.

MM The banks disclose%&?ﬁe business transactions conducted 46111 64815
based on the Shariah contract.

MaqSha3 The banks mentioned their responsibility to pay zakat, which 4.5778 .58015
consists of the beneficiaries, amount and calculation.

or DER. However, the average means orw

G

i\@qShm The banks disclose their purification planning on the Shariah 2.9556 1.57873

N

non-compliant income.

MaqgSha5b The bank has a clear direction in serving the Muslim 2.1222 1.23459
community's needs.
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Table 4.6 Cont

MaqgSha6

MagSha7
MagSha8

MagSha9

MagShal0
MagShall
MagShal2
MagShal3
MagShal4

MagShalbs

MagShal6
MagShal7
MagShal8
MagShal9

MagSha20
MagSha21

MagSha22

MagSha23

MagSha24
MagSha25
MagSha26
MagSha27
MagSha28

MagSha29,

MagSha30
MagShasil
MagSha32
MagSha33
MagSha34
MagSha35

MagSha36

Note: Likert Scale: 1 = Very weak, 2 = Weak, 3 = Moderate, 4 = Adequate, 5 = Satisfactory

The banks disclose that all the business transactions of the
contract were conducted with the contract (uqud) statement.

The bank emphasises the welfare of its employees.

The bank also includes the right or welfare of its
shareholders in its report.

The bank takes the initiative to reward its employees for their
achievements.

The bank discloses the contribution on Employees Provident
Fund for employees.

The bank highlights their contribution to the SOCSO for
their employees.

The bank emphasises health and safety lifestyle at the
workplace.

The bank has maintained a safe working environment.’,
The bank organises the program with the staff, such as staff
and employer engagement program (e.g., coffee time,
meeting, family day etc.).

The bank provides training and development programs to
their employees to update and increase Shariah awareness.

The bank provides student recruitment programs by
providing training modules.

The bank provides training on monetary or financial Ilteracy
to enhance awareness.

Supporting academic programs for school or university by
organising workshops or seminars.

Knowledge advancement by providing edueation
grants/research. ‘
Installing new skills and improvement.

Creating awareness of Islamlie-banking programs for all
stakeholders and the.community.

Enhancing employee's knowledge by providing opportunltles
in education or training

Facilities togaccessghe knowletge (e.g., lerary, source of
knowledge, readlng materials),

The bank |mplements the equal opportunity policy.
Employeels appreciationsprogram.

Customer's right to access the mformatlon
Customeris,securitiesan data privacy. v

Transparency policy (Information - accessibility for all
stakeholders).

Consumer's care (via Gustomer service).

Promoting human rights.

Contributionsfer charity (sadagah) (other than zakat).
Contribution for wagf.

Sponsor for Islamic pregrammes/events (e.g., forum).
Organising environmental awareness program.
Sponsoring environmental preservation program.

Contribution to the community program.
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4.3778

3.4000
2.3333

278777
2.6111
15222

2.8778

_2l4444

2.3111

2.8556

1.9444

38556

2.4667
3.3778

2.3333
4.1333

2.1333

2.9333

3.0222
3.0000
3.3000

3.7222
3.5111

1.4444
4.5778

3.5222
22111
2.9556
3.2889
2.5111

3.5889

.74318

403642
1.00560

1.02308
.81688
.65733

1.13006

1.20962

1.26885

1286367

1.21194
1.69971
1.80012
1.54758

1.69600
1.32563

1.66389

1.81628

1.54322
1.53608
1.52470

1.41443
1.45528

.79480
.63561

1.16337
1.73201
1.78578
1.55963
1.26531

1.00442



The highest mean score is for the item MaqgSha2, with a mean score of 4.6111,
followed by three items with a mean score of 4.5778, namely, MaqShal, MagSh
MaqgSha30. The highest mean score is due to the information explicitly dis@r the
annual report, which led the researcher to rate the high score for the iteﬂ‘l&geanwhile,
the lowest average scores are MaqShal6, MagShall, and MaqShaZQYt.h'the mean of
1.9444 and 1.5222, and 1.4444. These items have lower score%@ the information

generally disclosed and for some other banks it is not disc

4.4 Data Analysis | _S

In order to achieve the objective of the stu% mary_methods of
analysis were adopted in this study, namely, desCriptive statistics a@ multivariate
approach. Several software packages @0 com the@ﬁirical analysis of
this study for each group separately(% SPSME;& $@‘e among the software
most used for this kind of analy%S is the mo ueer-f(rgn\ly and most widely used
software and is suitable fo &ec i @z. @tPLS is a data analysis tool
used for a cross-sectio% eries, Ion ic%, ab’panel data research, and it offers

4 ¢ &

several tests that ar %/ailab' W progns (Ramayah et al., 2018). In addition,

data cleaning an enin ons @?&' conducted before hypotheses testing.
ety e

~—+

eJ in@t e worksheets, incomplete and missing data
NN

>

%t uctural Equation M@i‘él (SEM) was adopted to investigate the relationship
r I | was investig I ionsni
\

b E endogenous and exogenous variables. It is a combination of path modelling or

& iple regression and factor analysis. The SmartPLS initiated with the measurement
0

del breaks into a confirmatory factor analysis (CFA) and confirmatory composite

analysis (CCA). CFA analysis refers to confirmatory factor analysis (Ramayah et al.,
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2018, p. 3). The metrics applied in CFA for the measurement model are internal
consistency (reliability), convergence validity, and discriminant validity for re?lve
indicators. Meanwhile, the CCA in the measurement model, converg \dlt

indicator collinearity, and indicator significance weight are evaluated'&omposne

formative indicators. q
4.5 Measurement Model z l

SEM is the second-generation multivariate data analysis me oWsed in the
L 4

social science research. It can test the theoretically su

ed liner a dliit_i\ ausal
a ayaﬁ , 20 \G 3). The
0 he testm@&?aregressmn

or equations simultaneously instead F]Dthe multl egr@h at one time by

using the SPSS in the first- generatl lysis @Sy kéﬂls p. 3).

The SmartPLS 3.0 softw sed ﬂ this udyt Iyse the final data. Since

models (Chin; Haenlein & Kaplan; Statsoft, ci

second-generation analysis refers to the a

all the constructs in this stu e mo e aswrefle % the measurement model test

assessed the converger% r|m|n tan ysls assessment for the measurement

£
model goes throug{~ stepii; smen (s,Carried out repeatedly until it reaches
the threshold value. The m nt m@/assessment has been carried out to test
three main %@enty Internal &)n |§ta1cy, convergent validity, and discriminant
>

N
valldlty% Ieting&\he measurement of model assessment, Table 4.7

e e indicators after d Ie%ﬁg several indicators below the threshold value. The

fficient of measurement model assessment presented in Appendix D illustrates

p%c
6 dicators after conducting the assessment of the measurement model.
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WN - ~No o1 b~

WN -

Table 4.7: Indicators after Measurement Model Assessment
Indicators

Shariah Committee (3)
Profile of SC, including the name, background and Shariah expertise of the SC mewem
no. 1) Y .
The Shariah Committee attended the relevant training programs. (Item no. 6)
The training/learning on Shariah-compliant program conducted by SC. (Item no8) <
Shariah Audit (4)
Undertake remedial rectification measures to resolve Shariah non-compliance and control
mechanisms to avoid recurrences. (Item no. 2) W%‘
Audit on Shariah-compliant performed by internal auditors. (Item no. 5
The Shariah audit verifying that the IFI's key functions and business rations comply with
Shariah. (Item no. 8) -—
The Shariah audit findings have been reported to the Board Audit Committee and Shariah
Committee or other related committees. (Item no. 9)
Shariah Risk (4) \% .1 )
Shariah risk function performed by representative/risk officers that have suitable qualifications
(risk management background and experience in the subject matter). (Item no. 1)
Facilitating the process of identifying, measuring, cortiolling and yonito 'Sha'rial%n-
compliance risks inherent in the IFI's operations and activities, (Iltem na. 2) _?g’ )
Formulating and recommending appropriate Shariah non-compliance risk management policies
and guidelines. (Item no. 3) )
Developing and implementing processes for Shar@#comp&%@ﬁwweﬁeﬁ{in the IFI.
(Item no. 4) ) e &
Magasid Shariah (7)
The bank provides sufficient informationabéut their| bugin€ss o&ﬁariah—compliant
products/services. (Item no. 20) o ~
The banks disclosed all the business transactions conducted based on the Shariah contract. (Item
no. 2)

The banks mentioned their responsiw pay Zakat%‘mcw cofisiéts of each recipient, amount
and calculation. (Item no. 3) \ A Q}

The bank disclose their purification planning on the Shariah non-compliant income. (Item no. 4)
The bank has a clear directionyin Sering the Muslim ommurfity/s need. (Item no. 5)

Installing new skills and improvement. (Item no. 20)

Contribution to the commUfityspsogramy (Itemgno J36)  “o

Board of Director (3)

BOD Independent A4 v J '~\J

BOD Meeting

Muslimin BOD 4, = ,=. =" RO

Financial Performance (3)

ROA N N o
ROE

DER £ .N | ¢ S)'.' c—-}"
- J / O
NS
P <

Sb .7 shows the CLf:re%Wicators of 11 Shariah governance items (SC = 3,

5
S%and SR =4) and severmaqasid Shariah items. The items deleted are due to the

N

‘%oadings indicators on the assessment that influence the Cronbach's Alpha (CA),

mposite Reliability (CR), and Average Variance Extractive (AVE).
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According to Hair et al. (2017), eliminating the indicators that do not meet the
threshold value, in terms of empirical perspective, has almost no effect on the pa?!r
estimates when estimating the model. Hair et al. (2017) also emphasise th@aker
outer loadings indicators are sometimes retained based on their contri 0 content
validity, but the lower outer loadings indicators (below 0.40) shouWanently be
eliminated from the construct (Bagozzi et al. 1991; Hair et aI.,Yl..

Therefore, the following section provides a discussio mea'surement model

o

t
assessment performed in this study. ‘\d‘

|
=\
? 4

\ \3.
i ternaL@:gi.stency. The

t pr@ks an estimate of

the reliability based on the intercorgelations of Me ved ipdieator variables. There
N
are several limitations of Cron%lpha; irstlypitds a ed that all indicators are

&
equally reliable, such as h 'Mal u mgs‘é@]e construct. However, PLS-
SEM focuses on the in%iccordijg to theit re.@bility.
4 4
is” als (n,{s«,

Furthermorj%:bach’s‘ itive to the number of items in the

scale. Generally, it

4.5.1 Internal Consistency and Convergent

The first step of the measurement model assess

criterion of internal consistency is Ch bacE,s alpha

e int r&é&' consistency reliability, such as may be

resti
B ! (_?
used as a mor ervative me&sufe o{_i}n ernal consistency reliability. Therefore, due

%’ N _ :
to the C% ’s alp li ?ationa-\hair etal. (2017) suggests applying the composite
L 9

reliw&to measure the int@a‘l consistency. Generally, composite reliability is
N

i \ed in the same way as Cronbach’s alpha. The following is a rule of thumb for
b

ach’s alpha and composite reliability.

N7
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Rule of Thumb for Internal Consistency Assessment

Index Guidelines
Composite Reliability (CR) CR > 0.90 (Not Desirable)
CR > 0.7 — 0.9 (Satisfactory)
CR > 0.6 (For exploratory research) \

Source: Hair:e%z 17)

In addition, the composite reliability is calculated using the following formula:

? 4
M ce validity through

he extént to which a

Secondly, the measurement model measures the

the AVE loading factor and score. Cor@ valid

measure correlates positively with alternatiue me ures?
N

reflective construct, the outer Ei S An%b

o <{—
evaluating the convergence vahdtk air et 0 )e>ﬂﬂns that high outer loadings
\
on a construct indicate atWocia#d in ltog}%e much in common, which is
uct.

e s:i@onstruct. For the
d QE need to consider

captured by the constr e outerdoagdi s-'oKQI) indicators should be statistically

O

significant, with @bn r I& of thumb t@e standardized outer loadings should

N
be 0.708 or higher: 1 O
'% ‘Y2 9
Res@ frequ ya vgé!/ outer loadings in social science, mainly for
a new wped scalef(Hufl

~)
alu

th& < 0.70. Rather than\(aiminating the weaker outer loading (< 0.70), the

uf and,"1999). The outer loading is considered weaker for

rations of whether to delete an indicator depending on the extent to which its

Qnoval affects content validity. Weaker outer loading indicators are sometimes

retained based on their contribution to content validity. However, the low outer
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loadings (below 0.40) indicators should be eliminated from the construct (Bagozzi, Yi,

& Philipps, 1991; Hair et al., 2011). Y~

According to Hair et al. (2017) and Ramayah et al. (2018), the rule o@ for

the score for AVE is > 0.50. The AVE is calculated using the followin la.

AVE= Y K2/ n \,Y.
Yv

(1.2) Where K is the factor loading of every ite th rljmbe of items

in a model.
D[ g
’ X
SSEss

Therefore, Table 4.8 presents the me%en ﬁ'@d{l

discussion of the assessment result, congisti ft ‘Bac oadizm<

AVE. \ O

R O
Table 4.8: Converg idity m}tive surement Model
Construct i CR AVE
N,
927" : 0.801 0.580
0.844 0.578

0.770 0.830 0.553

0.857 0.890 0.537
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Table 4.8 Cont

BOD BOARD_IND 848 0.680  0.822 0.60?
BOARD_MEET 0.798 \
BOARD_MUS 0.684 N (@
ROA ROA 1.000 1.000  1.000 %
ROE ROE 1.000 1.000  1.000 /000
DER DER 1.000 1.000 1.0 1.000
a

Due to low loading, several items were deleted; Table 4.7 presents the present sised in this

assessment. T
ach it l

In the following step of the assessment, the va

threshold values. Table 4.8 shows four sets of convergent analyses run fte‘r‘r‘n)iﬂé' the

items loading, Cronbach’s Alpha (CA), Compos Reliabﬂit (CR), ar@verage
. . e b

Variance Extracted (AVE) values. The items loadings con?’range from

Note: SA = Shariah audit, SR = Shariah risk, MS = Magasid Shariah, BOD :%o rd of, Director/ Board

has réached the

0.623 to 1.000, as stated in Table 4.8. Th% sals value is in the

range of 0.680 to 1.000. In the meas rehm thegi na_lx&onsistency reliability
CQ A
is achieved when each construct's % eeds the thr hoId{_%ue of 0.7. The CR values
q
ent con rang@‘{ffom 0.801 to 1.000. These
N

results suggest that the ﬁ ms ged to represe tt]e @ucts poses satisfactory internal
Th ore,hé th‘g@alts found in this study, the CR and

show how the items indicate

consistency reliabili'g
CA requirements&] recemmended value exceeded 0.7, except BOD 0.680.

N
Furthen@}llo ing t &o#d Yi (1989), Fornell and Larcker (1981),

and Hair %017), he me ur%lbnt model’s convergent validity is assessed by
examis<g<ﬁ!AVE value. {he@rue of convergent validity is adequate when the

ey

c N:ts have an AVE value}fbse to 0.5 or higher. Table 4.8 shows that all constructs

iy

ve an AVE score value in the range of 0.537 to 1.000, indicating that the AVE values
Q:eed the recommended value of 0.5. This suggests that the measurement model
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exhibits an adequate convergent validity. Therefore, the next step of measurement

X
N

The second assessment for the measurement model is discriminant validity. This

testing was reliable to proceed.
4.5.2 Discriminant Validity

assessment consists of three discriminant validity criteria: Forpell-LarCker Criterion,
Cross loadings, and HTMT. These criteria verify that the mlistudy has
achieved discriminant validity.

Table 4.9 (Fornell-Larcker criterion) indicates t construct hllnt‘@lcient
or satisfactory discriminant validity according orneI KL cn@n where
the square root of AVE (diagonal) is Iarg a e re n (o ﬁé}gonal) for all
reflective constructs. The bolded elen& able 4.9 nt t@‘quare roots of the

io ‘Iﬁe between constructs.

-am

AVE, and non-bolded values repre e inter-
Thus, this Table shows all off-d%ﬂeatuﬂes arejower L:"ihe square roots of AVE,
confirming that Fornell-Lar: \r Q)

& s

4 '3
AN’Eable,Z(?S)\\lss{ eII-La@é/r Criterion

BC& R_I ,ROA  ROE SA SR sC
BOD o.%o~ - N
3

733
) 0-%‘;‘%" 1.000
-0:0' 0525  1.000
. 024 0.189  0.146 0.760
-0.323 (,}O 229 0.125 -0.221 0.484 0.743
S 0.455 0.127 ™~ 0552 -0.036  -0.024 0.16 0.362 0.761
Not = Shariah audit, SR = Shariah risk, MS = Maqasid Shariah, BOD = Board of Director/ Board

The second assessment for discriminant validity involves examining indicators

and comparing the cross-loading between the constructs. The factor loading indicators
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on the assigned construct should be loaded at higher than all other constructs. The output

of cross-loadings, produced by the SmartPLS algorithm function are presented i

R
-i”

4.10.

BOARD_IND
BOARD MEET
BOARD_MUS
DER

Maql

Mag2

Maq20

Mag3

Maq36

Mag4

Mag5

ROA

ROE

SA2

SA5

SA8

SA9

SC1

SC6

SC8

SR1

SR2

SR3

SR4

Table 4.10: Cross Loading

BOD DER MS ROA  ROE \SA SR sC
0.848  -0.339  0.373  -0.137 -0.408 -0.276 0.237  0.345
0.798  -0.45 0286  -0.244 -0603 \f0283 0.079  0.162
0.685  0.021 0.646  -0.046 -0.094 -0.161 0.255  0.667
-0.367  1.000  -0.128  -0.361 ‘@k b 9.0@' -0823  0.127
0.601  0.151 0.718 0011 0043 -0.17 0233 0646

0.48 -0.055 0.775 -0.0020, -0.118  F0.174% 0.024~.% 0.453
0.297 -0.331  0.703 0.128 -0.229 -0.033 0.339  0.339
0219  -0.087 0804  0.18%, 00450 %0081 0097 0393
036  -0.183  0.746 0.277 0036 -0.231 0231 0.368
0289  -0.005 0753, 0041 _-0036 ™ -0.358(,,50.027  0.388
0221  -0.204  0.618 0.182 -0.098 -0.211  0.139  0.081
-0.196  -0.361 Q146" ) 1000 “N0525 0489 0125  -0.036
051 0466  -0.071 0525 1.000 0.146 -0.221 -0.024
-0.173  0.026 (-0,247 0443 0.0§8 ,~0.623 0202  -0.086
-0.307 0.049  -0.242 0148 0114 0827 047 0271
-0.196  0.076mm=20.105 ' 01957, 04867 0812 0397  0.254
-0.256 0031  -0.145 0173 0149 0762 0.355  -0.005
0.488 0136% 0588 %0.133 <-0.091 0002 0274  0.927
0.25 0.022 0.279 0.168 0.095 0372 0365 0.674
0.068 0136 01104 J 0064 0092 0273 0283 0652
0.174  -0.255  0.299 0223 -0.086 0271 0787  0.158

L0046 -0034_0:167 <3004  -0.051 0453 0635 0.324
0221  -0.347  0.072 0.018 -0.296 0421 0842  0.343
o 119 W 0. 22q "% 0091 -0085 0435 0691  0.338

AI eme‘gt Dtep) Shl earch as shown in Table 4.10, loaded higher

agains

rGSDGCUVG nnen

latent variables than other variables. Further, each

b l admg is higher than any block in parallel rows and columns, clearly separating

latent variable as theorised in the conceptual model. Thus, the cross-loading output

nfirms that the measurement model’s discriminant validity was achieved as the

constructs are distinctly different.
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Next, the third method of assessing the discriminant validity is using the HTMT
technique developed by Henseler et al. (2015). HTMT is suggested by Kline (Tt
the stringent criterion of 0.85. \

—\

Table 4.11: Heterotrait- Monotrait Ratio (HTMT) Critegn

BOD DER MS ROA ROE SA \s? SC
BOD
DER 0.420 h‘ l
t y
MS 0.676 0.213

ROA 0.221 0.361 0.166 h ’ J ' -\(,)‘

ROE 0.572 0.466 0.127 0.525

SA 0.416 0.069 0.329 0.216 158 v -
& x u\\ g

SR 0.365 0.278 0.314 0.138 0.192 0.651

sC 0.65 0.145 0529 \J 0.138 X487 (_Jo.566

Note: SA = Shariah audit, SR = Shariah ri% Magasi Rmay Bﬁ;)\ oard of Director/ Board

E, 6 S
Table 4.11 (HTMT) sh Il thevalu hav& illed the HTMT threshold

of 0.85 (Henseler et al. OlWe, 2411) l §
) F &

@)
4.6 Structural ode l %
N,

The sub ct d| uss thésass dssm,%w'used to assess the validity of the structural

model for udy, hic P r qt@%he assessment of the structural model for
S

|gniﬁtance and relevance of the structural model

collin ssessmg
re %p examining the co\fc?uent of determination (R?), assessing the effect size,

%essmg of predictive relevance Q2. Path coefficients between latent variables are

Oessed to confirm or disconfirm each hypothesis and the relationship between

dependent and independent variables. This study also assessed the mediation
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relationships proposed in the research model using Hayes (as cited in Ramayah et al.,

2018). The significance of mediators was tested using Preacher and Hayes. YV

4.6.1 Lateral Collinearity Assessment A

Lateral collinearity issues are a crucial stage to be addressedin assessing the

structural model. A high correlation between variables can IeiEqulticollinearity

jarati & Porter as cited in

t the IW validity
X

criteria, the collinearity issue might affect the findi y coverin ‘ @ntial

ty isstie r when the two
gl

hypothesised variables are causally a relatedupeastire obﬁhe e con@x Each set of

predictor constructs needs to be addr@arately fo h a@ﬁ' of the structural
model (Ramayah et al., 2018), folloﬁ'%the rule %b @F
;bsv S

Rule of Thu teral'boll

i?aaity ;%c%sment

Index Level tance iterature

VIF f\\-Diam oulos & Sigouw
: (2006)

: .
N N O
A2 S
Therefore, TaE!@%Z il str‘at YIF @sment results for this study.

"(:"

Q- $
% d 4°12: Mariance Inflator Factor (VIF)
W
A \c'3 VIF

\ BOARD_IND 1.556
BOARD_MEET 1.307
0 BOARD_MUS 1.302

problem, which will affect the reliability estimate (Acock;

Alotaibi & Hussainey, 2016). Although all the construc

causal effect in the model. Typically, multi

C
<

DER 1
Maql 1.694
Mag2 2.213
Mag20 1.777
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Table 4.12 Cont.

Mag3
Maqg36
Mag4
Mag5
ROA
ROE
SA2
SA5
SA8
SA9
SC1
SC6
SC8
SR1
SR2
SR3
SR4

The redundancy analysis result Nath c

sufficient for an exploratory study (%t al., 20\.M$r a¢,
a =

Factor (VIF) values for SC, Sh it, ﬂaria isk, I@asid Shariah, BOD, ROA,
ROE, and DER were all bng\E?thrT d of5.0 (?Ar, Ringle and Sarstedt, 2011).
The results, therefore, % dicate a mu |3p'|lihaity problem.

4.6.2 Coefficier@erm

2
f . SR ) O
The coefficignt of det a on\ value indicates the amount of variance in a
depend arjable tlﬁtﬁ.j?ir;ine%?y the independent variables. In other words, it is
the tion of variability in@ata that the measurement model explains. This value
sh e high to explain the endogenous latent variable’s variance well, therefore, a

& r R? value increases the predictive ability of the structural model. In this research,
e SmartPLS algorithm function was used to obtain the R? values, while the SmartPLS
bootstrapping function was generating 5000 samples from 90 cases, used to generate
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the t-statistics values. Following Cohan (1989), the values R? of 0.02, 0.13, and 0.26
represent weak, moderate, and substantial, following the detail for rule ofw

according to Hair et al. (2017). ('}

Rule of Thumb for R?

Index Level of Acceptance Literature
Coefficient of 0.26 — Substantial Cohen (1989) Y’
determination 0.13 — Moderate

0.02 - Weak V

0.67 — Substantial Chin (1

0.33 — Moderate

0.19 - Weak [

0.75 — Substantial iretal (2017) |

0.50 — Moderate

0.0.25 - Weak P Y.
Source@ayah etlal. N

Therefore, Table 4.13 provides the result of the R

Table 4.]€: R? Asse
Index

& ted
ROA 0.174 ) 0.125
ROE gy, ' Pu Q835
DER 0.377 0.34
BOD W04\ S 0431
Note: BOD = Board of Director/ Boal | ,%7
N

F 5 b o &
Based on th&gﬁhu@ ults o structural model show 17.4 % of the
variance (R?) fw , 37. FOE@%’ 37.7 % for DER towards SC, Shariah
‘' Ps S

audit, Shari ri@, Magasid-S rlah,@d BOD. Meanwhile, there is 45.6 % of the
o

varianc% e]»)

Th

SC, iah Audit, Shariah Risk, and Magasid Shariah.
N

these values are oo&adered moderate and substantial, which means that

ac g to Cohen (1989), the R? criterion was met, and the structural model has an
sz uate predictive ability.
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4.6.3 Effect Size (f?)

An effect size (%) is used to assess an explanatory construct's relative im
a dependent construct (Ali, 2018). Therefore, the effect size 2 were assesse@rding
to Ramayah et al. (2018), as asserted by Sullivan and Fein (2012), bstantive
significance and statistical significance (p-value) are essential to be reported.

Rule of Thumb for Effect Size (f2 \,
Index Level of Acceptance Li e
Effect size to R>  0.35 — Substantial effect size ohen (1989)

0.15 — Moderate effect size
0.02 — Small effect size " \
Source®Ramayah et al’ 8)

N4
| S
Thus, to measure the effect size, this s pIi% i elin%‘gl Cohan

Y
(1988). Table 4.14 illustrates the effect si@} of tiﬁ? study. The@’es 0.02, 0.15,
S

and 0.35 represent small, medium, anM ial effect

Exogenous Endogenous Eff ffectSQEndogenous Effect

Construct  (Model 1) Size\ (Model 3) Size
ROA i DER

sC al 0.224 Moderate
SA 0.000 No

SR 0.129 Small

MS 0.007 No

BOD 0.203 Moderate

Note: SA = Shariahaud S ='Madasid Shariah, BOD = Board of Director/ Board

L

Fr e4.134, tcan b
4

&

0 ed that SC has a small effect size in producing

the R? & ROA, ROE, and mec@%ﬁ:\iﬁect size for DER. Moreover, the result indicates
N

t hariah audit has a small effect size in producing R? for ROA, no effect size in

ucing R? for ROE and DER. Furthermore, it shows that the Shariah risk has a small

&ect on producing R? for ROE and DER, while no effect on producing R? for ROA.

The Magasid Shariah has a small effect in producing R? for ROA and ROE, while no
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effect in producing R? for DER. Finally, the result indicates that the BOD has a large

effect in producing R? for ROE and a small effect in producing the R? for Rw

moderate effect on DER. ('}

4.6.4 Predictive Relevance Q? (Blindfolding) ?
Similarly, the predictive relevance of the model w |ned using the
blindfolding procedure. This procedure produces the Q? va z ch rpplies a sample

re-use technique that omits part of the data matrix and®uses th Mlmates to

predict this part. A Q? value larger than zero in the validated r nllar@eport
indicates the model has predictive relevanc sp cific gena@zzonstruct
(Fornell & Cha, 1994; Hair et al., 2017), f the le umb,égC
RN ;Tajm bof Q
Index Level of Accep th‘él'étu re
Stone-Geisser Q? Avalue rger than O % Hair et al. (2007),
predictive relevance exog co struct t

one (1974), and
relevan endtgenousc struct_%elser (1974)

\ Afﬁ ‘Ftémayah et al. (2018)
Thus, the results of the% ;s pre lted ;.r le4.15.

5
tiv I%E/ance (Blindfolding) Q*
SSE/SSO) Predictive Value (yes/no)

(_/ Yes
N Yes
é Yes

8~ Yes

=0.109, Q*=0.288, Q?=10.322, Q= 0.248) are considerably above zero, indicating

: %F able 4.15 presents the Q? values of all the dependent constructs. All Q? values
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that the models have sufficient predictive relevance in terms of an out-of-sample

prediction. T
4.6.5 Path Coefficients *

Path coefficients allow the researcher to confirm or disconfirm¥¢ach hypothesis

and the relationship between dependent and independent vat;'lelmath coefficients

can be interpreted as standardised beta coefficients that ar ted l’n ordinary least

squares regression. The bootstrapping technique is u 0 d erMether the
]

. g | N

significance of path coefficients, along with t- [:o:géiylents’

Rule of
Index Level of Ageeptance . Litérature
Path Coefficient value < 0.0Q N\ i ) @net al. (2017)
8 (twostai S
.33 (@Bne-tailed (')

i, ' 'C}’ Source: Ramayah et al. (2018)

o
Table 4@/\/5 e‘ny rps'is fe‘aing direct effect and Table 4.17 shows the

2 O
hypothe@ mi,di tor seffect nted by the path coefficients, t-statistics, and

b4
significancelevel for the hypo@gg.ed direct effect relationships and mediator effect.
N

T;e h coefficient assessment will indicate whether each proposed hypothesis is

ificant or not.
Furthermore, this research applied a one-tailed test as recommended by Ramayah

et al. (2018). It is recommended to apply a one-tail test if the coefficient is assumed to
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have a sign (negative or positive), which should be reflected in the hypothesis that refers
to the corresponding association. On the other hand, a two-tailed test is recomw

if no assumptions are made about the sign of the coefficients (Knock as c@}kll et

al., 2018). These results are discussed in the next section. A
4.6.5.1 Hypothesis Testing and Direct Effect Analysis

Path coefficients between latent variables were as 0 t t the proposed
hypotheses and the structural model. A path coefficien ue sh uI east 0.1to
account for a specific impact within the model (Hair 2011; Wetzels ft 1 09).

Table 4.16 presents the path coefficients in thi b
t)

\ \/
Table 4.16: Path Coeffici p he5|s 'Iﬁ&lrgc&ﬁec

Hypothesis  Relationship Std Beta PVetl'ues Supported
Error‘\\

Hla SSB -> ROA -0.209 0.175 1.192 o 117 No
H1b SSB->ROE 0,229 0.189 -, 1.648,770.050 Yes
Hilc SSB->DER 0536  0.165 3246 0.001 Yes
H2a SA->ROA _ 0209 ) o7t~ 1225 0110 No
H2b SA->ROE 0069  0.124 0557  0.289 No
H2c SA -> DERg, %0.019 [ 0.149 | « 0126  0.450 No
H3a SR->ROA 0062  0.121 0518  0.302 No
H3b SR AROE = -0286~.70.119 " 1916  0.028 Yes
H3c SR->DER  -0.376  0.114 3173 0.001 Yes
Hda MS ->ROA 014437 0282 3363  0.000 Yes
Hab MS->ROE 0211  0.157 1.345  0.089 No
Hdc “M$S->DER _ 0,092 00129 0711  0.238 No

Note: SSB risk, MS= Magqasid Shariah. Sig. p-value <0.05.

Sharl aud , SR=
.ai" %

e 4.16 presents th@pﬂothesw testing result for direct effect. The result
m;;ﬁ the relationship between SC and performance (ROA, ROE, and DER) on H1a,
nd H1c. The result shows that two hypotheses, H1b and Hlc, are supported at p-

alues 0.050 and 0.001. Secondly, the relationship between Shariah Audit and
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performance (ROA, ROE, and DER) on the H2a, H2b, and H2c found that none of the
hypotheses was supported, at p-value > 0.05. Y*

Thirdly, the relationship between Shariah Risk and performance (RO@, and
DER) on the H3a, H3b, and H3c. The result indicates that two hypotheses, ely, H3b,
and H3c were supported at p-values 0.028 and 0.001. Fourthly, the relationship between
Magasid Shariah and performance (ROA, ROE, and DER) on the , H4b, and H4c
results indicate that only H4a was supported at p-value 0.0 r?.

Therefore, the results indicate that Hla, H2a, H2b, H33, MH% were

not supported, indicating nosignificantassociatio@nthe ri s.l .\‘-}

Y‘ N \Y
4.6.6 PLS Predict Assessment \, g
i is @"g PLS-Predict can

be applied to evaluate the sample pr{%on. PL M(% i @sessment that focuses
on the model key on the endoge%xstru&.%!ess \requires the researchers
to compare the RMSE (or ,khalu S na'fveé?c,hmark. The recommended
naive benchmark (pro@h P‘I;]pred t ﬂne&@% uses a linear regression model

5L
M ifest \ﬁu'ables by running a linear regression

‘ dica&)%/on the indicators of the exogenous latent

i
variables in th% path'mod D{nlt(f?%ay, 2018). When comparing the RMSE (or

% N
MAE) \% ith tthes, th&)llowing guidelines apply (Shmueli et al., 2019):
X

P Rule of-Fhumb for Path Coefficient
_1) “PLS-SEM < LM for none Ofithe The model lacks predictive power.
& indicators
PLS-SEM < LM for a minority of ~ The model has a low predictive power.

2)
- the indicators
\‘ 3) PLS-SEM < LM for a majority of ~ The model has a medium predictive power.
\ the indicators

4) PLS-SEM < LM for all indicators ~ The model has high predictive power.

Source: Ramayah et al. (2018)
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Therefore, the following are the result of the PLS-Predict assessment.

Table 4.17: PLS-Predict (Q? Predict) (}
PLS'ess L
PLS LM ( dlct)

RMSE MAE RMSE MAE PLS LM

BOARD_MEET 1.382 1.117 1.254 0.992 0.128 0.125
BOARD_IND 1.224 0.998 1.122 0.856 0.102 0.142
BOARD_MUS 0.815 0.645 0.637 0.487 p=0.178 0.158
DER 2.807 2117 2.884 2.289 0077 0172
ROA 0.254 0.183 0.26 0197 "% -0.006  -0.014
ROE 3.449 2.627 3.346 2. 521 0. 103 0.106

Table 4.17 shows PLS is lower than L@ mlnthe ﬁdlcators
edicti

Shmueli et al. (2019) suggest that the study m levance if

most LM-MAE values are greater than th(NIE

minority of the LM-MAE values are grea han%

predictive power. Thus, based on%?e:I re’.ﬂt,ﬂthéy

study has a low predictive rel Aé}—
y- S
(’J z 'S
4.6.7 Mediation Analysis Procedurg et
d\ (h.ozg

Medlatlon r re S a situation in Wh@h a mediator variable to some extent

S

absorbs the ef c an ogen h a ogenous construct in the PLS path model
(Hair et al here are sever @ﬁods for mediation effect testing. For instance,
4
ac

Baron nys app h\'lntrt@uced the causal procedure method for testing the

valu nt er hand, if the

the sz model has a low
A

onfa)n that the model of this

media ffect. This procedlh&?las several steps to meet as follows:

% The independent variable (1V) significantly affects the dependent variable (DV)

0 without a mediator.

2) The IV significantly affects the mediator.
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3) The mediator has a significant unique effect on the DV.
4) The effect on the DV and 1V shrinks upon the addition of the mediatow
model. (’}
However, Preacher and Hayes have criticised the causal proced aron and
Kenny. Moreover, several scholars recommend that the direct effect iIs not to be
significant while analysing the mediation. The significance qf the direct relationship
might not be identified due to the small sample size or o ane?us factors, or it
may not have enough power to predict the effect that exi cco diwgcher and
mediafor effect" @E to
r allf iStri utedjraddition,
N

10) e@asise that the
anc@ﬁverful methods to

Hayes, the mediation method called "Bootstrappin

correct the situation when the mediator effect i

Hayes (2009), Shrout and Bolger (2002),

"Bootstrapping” procedures have bee oga ed as rigo

test the effect of the mediator. Th@e, thi%a pli d{ﬁe current direction in
N

mediation analysis as suggesta%(e gr an ye 08), Shrout and Bolger

ach ﬁf'a
the @}t effect is not required to be

(2002), and Zhao et al. (2010) w Sll

significant for further ing the mediati .'0’
S £y

However, an hqssent"a In pmgog that mediation occurs is that there

must be a significantWrelat ip betwe f&ﬁe mediator (BOD) and the dependent

i

¢

variables (p %nce) Ther orJ, Si (c?the first condition is not pertinent in this
\

study, a%:hhg to Preac ’and H;&es, further tests for mediation were conducted

tow@

T
\

though there are some insignificant relationships in the direct effect hypothesis,
hisestudy followed the current direction in mediation analysis based on Preacher and
ayes (2004; 2008) instead of the causal procedure proposed by Baron and Kenny.

Therefore, the following discussion is on the analysis between “Mediator and
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independent variable (IV)” and between “IV and Mediator" as the second and third step
of Baron and Kenny's approach. T
Table 4.18 shows that all the relationships between BOD and perfo \w

supported at a p-value < 0.05. The following is the discussion on t?‘@;wlator that

enables the variables to perform this study. ?

Table 4.18: The Relationship between BOD ak; mqnce

Relationship  Std Beta Std Error T-value . PValles , ! Supported

BOD ->ROA  -0.280 0.126 2.228 0.013 Yes
BOD ->ROE -0.648 0.102 6353 , 0000 | Yo o
BOD->DER  -0.482 0.103 4.699 0.000 Yes

Note: BOD = Board of Director/ Board. Sig. at P-value < %‘ J _Q)
\ Y

9
The hypothesis testing reveals thatE ha§>? sig flcanr.éf}t onship with

the performance of Islamic banks. M
between the BOD and the ROA, R d DER \raﬂ ic

that the BOD plays a significal ensuring t %ﬁa ce of the Islamic banks.

Therefore, the BOD as a m%\ls pjt nt 1A this @/
st

Next, Table 4.19%3 he'r‘ atio hib @een Shariah governance and MS

‘&
with the BOD. ® O
&
\ | (./
Table 4. 1&&5)elatllns i t\ﬂ?ee ariah Governance and Magasid Shariah on
t

+~ BOD
RelatlcQ,
4

anf? Table 4.18 indicates

d Befa., td Ersﬁr T-Value P Values Supported

SC ->Board  0.340 0. 159 2.141 0.016 Yes
oard -0.486 0.098 4.939 0.000 Yes

M SR ->Board 0.310 0.127 2.442 0.007 Yes
S->Board 0.146 0.116 1.260 0.104 No

Note: SC = SSB, SA= Shariah audit, SR= Shariah risk, MS= Magasid Shariah, BOD = Board of Director/
Board. Sig. p-value < 0.05.
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Table 4.19 shows the relationship between the Shariah governance (SC, SA, and
SR), and Magqasid Shariah disclosure and the BOD. However, Shariah audi
negative significant relationship with the BOD (std Beta = -0.486, SE = O.@/alue
= 5.018, and P-Value = 0.00), while SC and Shariah risk are positivelf&ficant (std
Beta = -0.340, SE = 0.158, T-value = 2.157, and P-Value = 0.0lG;Wta = 0.310,
SE= 0.125, T-value = 2.485, and P-Value = 0.006). This res thistent with the
o

empirical findings, which reveal that the risk disclosu y |sl positively and

significantly associated with the directors’ institutional“imdependen em et al.,
]

2019). However, it is revealed that there is no reIa@p between oﬁs @arlah

and BOD. T

4.6.7.1 Mediation Assessment appr

\/: | QT'
The mediation assessment w. ducte Vn Q@her and Hayes (2004,
N

2008) using 5000 samples of ba%stra ﬁlng ?ﬁ Co&g"ﬂd and accelerated (BCa)

Boostrap. There are two ap oa\m forl he r@atlon effect: i) Segmentation

%

es the researcher to consider at

o
©
=
o
=
?@

and ii) Transmittal. T tation

4 4
least three hypothes\l)A on| n B, gﬁ&') C mediates the effect of A and C,

as illustrated in the
& l a

A [ C » B

Direct Effect — — »

Mediator Effect ------------- >

Source: Ramayah et al. (2018)

Figure 4.1: Segmentation Approach for Theorising Mediation
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Moreover, the transmittal approach concentrates on the mediator effect.

According to Rungtusanathan et al. (2014), using the transmittal approaw

researcher should develop the hypothesis by indicating that C mediates A'@\shm B
or A has a mediator effect on B through C, without connecting betwee and Cto
B. The following figure 4.2 illustrates the transmittal approach as applied in this study.

e

A > C s > B

Mediator Effect ._._._._____. >

i \'e‘b"‘ N
ce: Ramg@'ét al. (2018)
Figure 4.2: Transmittal @)r Theari M%(tion
. . Nt
Therefore, by using the tran ppro le 4. @esents the result of the
(.)

hypothesis testing to test the si ant level of m |a‘fing(§jﬁct on the endogenous and

exogenous variables. ,%\
XS

4.6.7.2 Mediatio&gmentlan\alysise
n

The medi&a Sess con@ed based on Preacher and Hayes (2004;
¢

2008) usin&}mpl of-basi &)o(s_tyapping Bias-Corrected and accelerated (BCa)

Boost&% ' f 4 é\

/

b 9

>4
S
\> Table 4.20: Hypothesis Testing (Mediator)
pothesis Relationship ~ Std Beta Std T- P Confidence Support
Error  Value Values interval ed
LL UL
H5.1a SC ->BOD -> -0.095 0.062 1.540 0.062 -0.226 -0.014 No

ROA
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Table 4.20 Cont.

H5.1b SC ->BOD -> 0220 0112 1972 0024 -0.406 - Yes
ROE A

H5.1c SC ->BOD -> -0.164  0.086 1910 0028 -0.335 -0.062 Yes
DER

H5.2a SA ->BOD -> 0.136  0.064 2135  0.016 o.oa 0269  Yes
ROA

H5.2b SA ->BOD -> 0315 0079 3969 0000 0211 0471 Yes
ROE

H5.2¢ SA -> BOD -> 0.234 0071 3.288  0.00 0‘46 0.387 Yes
DER

H5.3a SR ->BOD -> -0.087  0.050 1746  0.040 -0.185 -0.024 Yes
ROA

H5.3b SR -> BOD -> -0.200  0.079 2.525N -0;325 -0.085 Yes
ROE . .

H5.3c SR ->BOD -> -0.149  0.068 2210 0014 -0.266 -0.058 Yes
DER

Hé6a MS -> BOD -> -0.041  0.042 R b.165’ 2}5 'o,cg(o" No
ROA , ] |

H6b MS-> BOD -> -0.095 0077 1226 0110 -0.198 0.054 No
ROE

Héc MS -> BOD -> -0.070 057Yﬁ37 U"’ 01§%_ 0.029 No
DER

Note: SC = SSB, SA= Shariah audit, SR= Shariah WMaqal Shari BODQBoard of Director/

Board % 4&

Table 4.20 presents the hypo testl N%%r &E\Sdlator effect. Firstly,

N
the result indicates the mem%ﬁe on eqre@;r}shlp between SC and

performance (ROA, ROE, a, H5.1b, H5 1c. The results show that
only H5b and H5c %} orted, h|c r{d@s that the BOD mediates the
relationship betw and RP -0. Zzggt-'(lalue = 1.972, p-value = 0.024, BCI
LL = -0.406, B\L = BO@edlates the relationship between SC and
DER (B alue 1:910y p- va(_g 0.028, BCI LL -0.335, BCI UL = -0.062),
hi wL and | pdo straddle the zero in between indicating that there

n (Preacher & Hays§:2004 2008). Even though there is mediation on H5a,

the t found that it is not significant at p-value < 0.05.

Q Secondly, the mediation effect on the relationship between SA and performance

(ROA, ROE, and DER) on the H5.2a, H5.2b, and H5.2c. The result shows that the

hypotheses H5.2a, H5.2b, and H5.2c are statistically significant, which indicates the
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BOD mediates the relationship between SA and performance (ROA, ROE, and DER):
H5.2a BOD mediates the relationship between SA and ROA ( = 0.136 , tw
2.135, p-value = 0.016, BCI LL =0.051 , BCI UL =0.269), H5.2b BO %\S the
relationship between SA and ROE (B = 0.315, t-value = 3.969, p- valueA—QOOO, BCI
LL = 0.211, BCI UL = 0.471), and H5.2c BOD mediates the relatio&;)'between SA
and DER (B = 0.234, t-value = 3.288, p-value = 0.001, BCI Nme, BCI UL =
0.387). The confidence interval for H5.2a, H5.2b, and Yo.

nl)t straddle zero

indicating that there is mediation.

‘ Y
Thirdly, the mediation effect on the relati tween|S !Jemc?nance
(ROA, ROE, and DER) on the H5.3a, H5. 3b 5.3 'ﬁ1 It sh@$~that the
Y.
t, w indicates that

hypotheses H5.3a, H5.3b, and H5.3c are CMII

the BOD mediates the relationship bN

DER): H5.3a BOD mediates the r

rmarice)(ROA, ROE, and

A
déOA (B =-0.087, t-value
(..)
L = -0,024), H5.3b BOD mediates
the relationship between STROE (B = 2.525, p-value = 0.006,
BCI LL = -0.325, BCI &)} :

\ Q
SR and DER (B = t-vallie = 23210, p Q@u = 0.014, BCI LL = -0.266, BCI UL

B@nedlates the relationship between

=-0.058). Th intervals ior Q 5.3b, and H5.3¢ do not straddle zero
indicating rIdl -&J

the medn'zf effeq-on the relationship between MS and performance
( , ROE, and DER) on the‘P(@a H6b, and H6c. The results show that the hypotheses

%16& and H6c are not supported, which indicates the BOD does not mediate the
tionship between MS and performance (ROA, ROE, and DER). The confidence

intervals for H6a, H6b, and H6c have straddled zero, indicating no mediation.
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2.6.7.3 Degree of Mediation

Table 4.21 summarises the hypotheses tested for the mediator effect,vwh

illustrates the degree of mediation. <\:

Table 4.21: Degree of Mediation Y'
Direct effect (Supported/Not) Mediator (Supported/
Variables ~ (a) (b) © | @ (b) ©) %egree of Mediation
ROA ROE DER |ROA ROE R (Fully/ partial/ NO
mediation)

SC No Yes Yes No Yes l No 2
i Partial > ¢

SA No No No Yes
SR No Yes Yes Yes

MS Yes No No No

4.7 Discussion on the Main Finding o

The purpose of this chapter is to s the findi

section. This study explored fo rc es| b sé\on the three research
5

questions of the study, which\o Investigate e‘fel&@ﬁships of SC, SA, SR and

MS with the performance amj ban n a‘(@ion, this study examined the

mediating effect of B%tween t

performance of Is ~h@anks.fl’ hedi ussioé’)this section is based on the previous

&
studies and thENQa t he‘o i pig&)l@'ted in this study, following the research

questions esented in Chapter 1. (_/
o
& R

. N >4 . : :
at is the relatlonshl'pib'étween Shariah Governance (SC, Shariah Audit,

%\hariah Risk) disclosure to the performance (ROA, ROE, and DER) of Islamic
0 banks?

2) What is the relationship between Magasid Shariah disclosure and the

performance of Islamic banks in Malaysia?
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3) Does the BOD (BOD size, BOD’s independence, BOD meeting, Muslim in the

BOD) mediate the relationship between Shariah governance and Maqasw~

Shariah with the financial performance? C}

Therefore, to answer the research question, this study developéd the research
objectives as presented in Chapter 1. \’
1) To Investigate the Impact of Shariah Governance on [ 'cCaan’s

Performance.

Y.
| S
2) To examine the impact of Maqasid Shariah mic banks’ pefformanée,
s X

3) a. To assess the mediation effect of BOD on%e rela \mp etwgews ariah

governance and Islamic banks’ pe@ 4
b. To assess the mediation effgCt of BOD&(Q&M nﬁp between Magasid
S
Shariah and Islamic banks’ orméhce. 4 %C.)
A“’
The following sectiongsi res’e according ghese four research objectives
. {
and research questlons% 2 J 2 4?
4.7.1To Inves@e Imp hariah;Governance on Islamic Banks’s
Performanc ’ 2 &y

N
T t exaﬁ@) e e@\ of Shariah governance on the performance of

i ks (ROA, ROE, D \(0 answer Research Question 1.

-
[\

Isla
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4.7.1.1 Discussion on the Relationship Between SC and Performance

Table 4.22: The Relationship between SC and Performance (H1a, H1b; 102
"
Hypothesis  Relationship  Std Std T- P Values SSW

Beta Error  Value
Hla SC -> ROA 0209 0.174 1192  0.117 No
Hib SC -> ROE 0229  0.139 1648  0.050 es
F ;
Hic SC -> DER 0536  0.165 3246  0.001 Yes
Table 4.22 shows the direct relationship betw: S antj&aformance
. B

(ROA, ROE, and DER) of Islamic banks. The follo were the'rese hlhyp‘_o‘gﬁé'ses:
H1a: There is a significant relationship between SCdli -

closur?a ROA
\,\’“

H1b: There is a significant relationship between z disc Md R%"\"
H1c: There is a significant relationshim\‘y’ﬂyc i anb%
The study found that SC is n%ociatedﬁﬁﬁ% @ating that H1a is not

f
supported, which finding is in t with many’previ tudies. In contrast, SC is
positively associated with @Dj{ hic mea@t H1b and H1lc are supported
at a significant level p% 0.05.“ ener, Ily' n’u&rous studies found a significant

. &
relationship betws@nd th(i p ance gdamic banks. These findings indicates
intere

that SC protectK *ﬁﬁa influences the performance of Islamic
banks (Be % I,’Z(@l). Nomran et al. (2017b) revealed that SC
charact ﬁniﬁﬁ ?‘fect%l_ék\e performance of Islamic banks when the total
samd&s examined. FoIIov@fhe relationship between corporate governance and

peE\aﬁ nce, Srairi (2015) documented a significant association between CGDI, and
a

St

Q performance measured by ROA and ROE, suggesting that well-governed banks
utperform poorly governed banks. This finding is consistent with the finding of this
study for the relationship between SC and ROE but inconsistent with SC and ROA.
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Firstly, the insignificant relationship of SC with ROA has contradicted the finding
of the study conducted by Mollah and Zaman (2015). Meanwhile, a study conduw
Masruki et al. (2018) found that the ROA is associated with SC. They inv@}d the
impact of Shariah supervision, including SC's supervisory or adﬂé* role, on
performance. They found that the effect of SC on accounting-basm:ormance IS
positive when the SC have a supervisory role. Secondly,_this study reveals the
significant relationship between the SC and the ROE. T Xt.is consistent with
Srairi (2015), who found a significant positive relationsh tinc nwth a study

"

by Khanifah et al. (2020) that found no significant ef n RO ' _\0}

Thirdly, the finding shows a significam?m e assoCi between SC and
digs, na

DER. This result is inconsistent with severaltstu

other studies, such as Aly et al., Hussa%;)., and Ha

et al., 2018) that found no relations tween t\an%

N
In banking industry, it is \%}Ie thﬁt the banks ﬁzécing with the high DER.
ar;; %e

DER may differ with the other in striT n @ the characteristic and types

d
of a business (Nurdiws%a ol, Zgéﬁgblibor an industry does not mean bad
oY
i P -g00d becausdi

gulshows that a firm can easily service

performance. A h ER can

its debt obligati &hcash ' is uaJ the leverage to increase equity returns.,

for instance G@i (2 1)‘0 ed’thetJt e higher the DER, the higher the financing
&

pany'to.r Ps busﬁe\ss.
~ S |
high impact on |r@~(/mg earnings changes, meant to give effect to the

made by/th

C

G ionship between SC and ROE, Heikal et al. (2014); Maverick (2021) opined that if
e

company can demonstrate that it has sufficient cash flow to service its debt

s profits (Kuswadi, 2005:90). Moreover, concerning the significant

obligations and the leverage is increasing equity returns, that can be a sign of financial
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strength. In this case, taking on more debt and increasing the DER boosts the company’s
ROE. Using debt instead of equity means that the equity account is smaller

return on equity is higher (Maverick, 2021). Likewise, DER and ROE hav@ntial
role in dividend policy, ultimately maximising stock returns (Nurhiﬂ%ty et al.,
2020). For instance, DER indicates how much proportion of the Wny's capital
comes from debt, while ROE measures its ability to generatﬁro?.MJsing its capital

(Susilowati & Turyanto, 2011). It shows the level o gjnerated by the

management from the capital provided by the company's er ( rWzy, 2020).
T
However, the result of the study on the factors that in e the returp of Jpgﬁa}share
in ROA and DER is still inconclusive due tow stent findi (N@mawaty,
&

From the theoretical perspective, fiaing on the tior*@%between Shariah

governance disclosure and perforr@s can b\pl%n ,{Q}tﬂugh the Intellectual
E y N
capital model, which can also t%d to {ﬁe corporate g@rnance theory discussed
\m &
nedthat

t% le of SC, which consisted of

in this study. The intellectuﬁg | iT

the expert and required% d kn(} ledg t‘rlaitwm‘oe guide the committee members
&

to perform their du lated to,t ah mger/, might influence the performance of

2020; Nurmasari, 2017; Yudiana & Yadnyw 6)

the Islamic ban& rol 'Shar@féommittee are also to ensure the entire

¢

business ac '\&eaand perati Jorré?with Shariah, and they are independently

N

perform% roIebnéh}}ah m‘%@s.

an Islamic bank @éctive, the stewardship theory explains that Islamic
b%&e motivated to act as stewards to provide the best service (Azmi et al., 2020).
This th

Q eory always stands with the Shariah principles in serving the customers and the
ommunity at the best possible to achieve the Magasid Shariah. Meanwhile, in Islamic

banks, the BOD acts as an intermediation between implementing any policy and
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strategy and monitoring any progress on the corporate objective. The Board is acting as
an intermediation between the policy and any activities of banks towwm
performance. Thus, with the stewardship theory, the BOD and SC will per@ best
possible to achieve the Magasid Shariah and finally impact the barrkgxqformance
(Azmi et al., 2020). Management, performing its stewardship functionyheeds to ensure
that compliance to Shariah is being met for the promised Sh 'Wpliant values to

be delivered to the shareholders as the investors’ concern w 'ah-clompl iant values
motivates them to invest in the first place. ‘\d
B
| | . NS
Meanwhile, the stewardship theory demonstrat rong link
and company success via performance impro Y% aji,@Z). They
contend that the stewardship theory is linked to rfonTan that \The needs of

stakeholders while balancing govern and/performa urt@ore, stewardship

theory prioritises the company's intﬁ% by rﬁ(&a u@\ct situation (Borlea &

N
&

Achim, 2013). q
S Y €
mnshll %

4.7.1.2 Discussion on % [ o‘.ﬂf‘én Shriah Audit and Performance
&
Table 4.23: Thw nshir‘ betwgen Shg@ Audit and Performance (H2a, H2b,

)

& b W W A
Hypothesis Relationshipy StdBeta | StdEfror  T-Value  P-Values  Supported

H2a SA -> ROA 0.209 0.171 1.225 0.110 No
H2b #SAFROE[] =p.069 ,{ ,0.124 0.557 0.289 No
H2c SA->DER  -0.019  0.149 0.126 0.450 No

~$§/‘ v v

e 4.23 shows the hyp&}e’sis testing of Shariah risk to the performance (ROA,

d DER) based on the following hypotheses:

: There is a significant relationship between Shariah audit disclosure and ROA.
2b: There is a significant relationship between Shariah audit disclosure and ROE.
H2c: There is a significant relationship between Shariah audit disclosure and DER.
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The finding as shown in Table 4.23 presents an insignificant relationship between
Shariah audit and Islamic banks' performance (ROA, ROE, and DER). A s
Masruki et al. (2018) found no significant relationship between ROA and udlt
The result indicates that Islamic banks' performance is not influenced iah Audit
disclosure, H2a, H2b, and H2c are not supported at p-value < 0.05 a:0.110, H2b:
0.289, and H2c: 0.450), which is inconsistent with mos s studies. The
insignificant relationship between the Shariah audit and ? nce of Islamic
banks might be due to the Islamic bank not emphasising the Shariah a slosure in

their report (Masruki et al., 2018). In the context of t udy, the el o&ﬁﬂeasure

may not be significant for the Islamic banks w el fof is nc(}qandatory

to disclose in the annual report as it is f the ter nIy ,@e insignificant
relationship between Shariah audit a anc mi thls relationship
influenced by other elements, such roI ion, the result of this

\

study is also insignificant due t pe o ct| ing based on the annual

report disclosure. The preV| |es conducte @n primary data by collecting
on s

information directly fr Iat managers.
Concerning Nqnance ue that an audit in an organisation
could improve e nce d| (2011a) contends that increased
corporate di cou d mlt JthU ormation asymmetry, which consistent with
the age ha‘! e ﬁncy aﬁfhct is derived from the information asymmetry
bet\m&xe manager and sha@i‘der A manager who provides detailed information
uence the decision of their shareholders and other stakeholders. Thus, reporting
h elated information allows both parties to gain information on the policy and the

ractices. Some studies argue that the existence of audits in an organisation could

improve the performance of the firm. It is supported by Khalid et al. (2017), who states
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that competency and work performance are positively significant with an internal
Shariah audit effectiveness. Y*

Awdat (2015) revealed that the importance of the internal audit @ has
positively impacted the firm's financial performance. Similarly, a stucﬂ&ducted by
Alaswad and Stani$i (2016) found a correlation between audit fuan.and a firm's
performance. This correlation plays a significant role in the rmnce of financial
institutions. However, due to several limitations, this findi Y

adicls the theory and

the findings of many previous studies. The limitation mi e dug to ariah audit

A
items that developed based on the SGF and SGPD@nanda ry istlgf@ n the

annual report that reflect the result of this stud 4 \Y
4.7.1.3 Discussion on the Relationsh%@en Shari isk @Performance
\1 -9
Table 4.24: The Relationship ﬂee Shari d rmance (H3a, H3b,

H3 2d Q-

Hypothesis  Relationship Stdﬂ Std r -Valde,,” P Values Supported
| | "
H3a SR ->ROA  0.062 0.121 0.518 0.302 No
H3b SR -> Row&s 0.119/ ' w916 0.028 Yes
4 &
H3c SR -> DER -0.376 0.114 3.173 0.001 Yes

Note: Sig. p-value <m : : &
N e Bl Y
& r >
Ta &'&hows he hypothe '\testing of Shariah risk and performance (ROA,
‘v’
d

ROE, ) based on the following hypotheses:
NS

$ere is a significant relationship between Shariah risk disclosure and ROA of

mic banks.
Qb: There is a significant relationship between Shariah risk disclosure and ROE of

Islamic banks.
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H3c: There is a significant relationship between Shariah risk disclosure and the DER of
Islamic banks. Y~

Table 4.24 shows the results from the hypothesis testing of Shar@ and
performance (ROA, ROE, and DER). The result found that hypﬂ'Aqs H3a
insignificant at p-value 0.302, which indicates that Shariah risk is nmlflcam with
ROA of Islamic banks performance.

In contrast, H3b and H3c were found to have a neg z.f ant association
between ROA and ROE at a p-value < 0.05 (H3b: 0.028 H3c:)0. Ms result IS

andidy et als (20 _@vhere

the studies found that risk disclosure has a signifi ationshipwi RO{tﬂls result

Sharlaéhsk disclosure.
3 (2®Wh0 did not find

consistent with the study by Abdel Razek (2014), an

a significant relationship between R nd Sharl T ,Q\Tgnlflcant relationship

also might be due to the Sharia hém I%t developed b@d on the SGF and SGPD
are not mandatory to disclo i:\ T report t% Iect the result of this study.
; di

Concerning per 11a)~b‘ntends that increased corporate

disclosure could mitigate the |n syn\éelry, which consistent with the agency
enc

theory that the onfli ved f@"the information asymmetry between the

manager a as re olde Am aggr V(_‘:%rowdes detailed information may influence

the dec heir 8 }ders a{d\ other stakeholders. Thus, reporting the related
info n aIIows both parUe@éaln information on the policy and the practices.

addltlon, the stewardship theory, provides a strong relationship between

d gers and company success through performance improvement (Yusoff & Alhaji,

012). They argue that the stewardship theory is linked to the performance that meets

stakeholders' needs and balances governance and performance. Moreover, stewardship
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theory concerns the company’s interest as a priority by reacting to the conflict situation
(Borlea & Achim, 2013). Secondly, the stakeholder theory argues the right

stakeholders to participate in the decision-making process (Obid & Nays@ﬂ). It
concerns the interest of both parties, which are the stakeholders a reholders
(Yusoff & Alhaji, 2012). A study by Rehman et al. (2020) statesd trm theory is a
valuable tool for further improving the company's performan%&anagement can

perform their responsibilities as best as possible regardless interests.

recognising the rights of the public in general,

8
o
/&

of investors (Yusoff & Alhaji, 2012). In this%effor

com{)an ill dis@:information

about its social activities to the publi trea;then its I as é‘cially responsible

company in order to attract stakeho%roups. \T ,<\

S
&

4.7.2 To Examine the Im@aq’ iah onISlamic Banks’

erformance.
i N

This section discusses the_ rélati h\"B 429tween Magasid Shariah and the
performance of I@an l'I' he second @irch objective covers hypotheses H4a,

H4b, and H4c%\ .? ‘,l (J:_,)O

<b' o
'] R) Q\

Tabledd.25; Mhe Relati shfﬁ betwgen Magasid Shariah and Performance (H4a, H4b,
-, &Y Ha)

othe Relationship ~ Std Beta Std Error  T-Value P Values Supported

\ H4a MS ->ROA  0.443 0.132 3.363 0.000 Yes

v4b MS->ROE  0.211 0.157 1.345 0.089 No

Héc MS ->DER  -0.092 0.129 0.711 0.238 No
Note: Sig. p-value < 0.05.
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Table 4.25 shows the hypothesis testing of Magasid Shariah and performance
(ROA, ROE, and DER). The following were three hypotheses for the Magasid

and performance: (’}

Hd4a: There is a significant relationship between Magasid Shariah ROA of

Islamic banks. i

H4b: There is a significant relationship between Magasid §Earia nd the ROE of

Islamic banks. l
H4c: There is a significant relationship between Magasid Sha; iaW«i DER of
Yv
Islamic banks. | .\‘v}
? 4
\ \/T

The result of Magasid Shariah is baséd, on Jftarmenisingsthe el s of CSR or

Islamic corporate social responsibilitya(l ) studies i
t o@aqasid Shariah are in

achievements of Magasid Shariah (@sure. T \lmen
N
line with the Shariah-complian% thatqs th ractizc Islamic banks. Magasid
Shariah emphasises social %vej o so$ stice and environmentally
friendly and monetar icy? In ling with an ic worldview based on divine
’ 4 ¢ &
revelations and hu reasor@ic econgi@s places a collective society welfare
beyond persona% Y p ing ownership and ensuring fairness in all economic
¢

transactions %Wi, :

I i ard,Jt nisatiagn, in its effort, organises various activities that
benefit ‘Society and welfare. welfare through Magasid Shariah achievements

T
egﬂ es the company to disclose through their company's report to gain the
ntage by disclosing all the activities and the program organised by the company.

6 The company's report is used as a communication tool in delivering the

information regarding the company's achievement and performance towards the public,

!
2 S
L
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according to Mamun et al. (2017), which is consistent with the legitimacy theory. The
theory of a contract between an organisation and society depends on the so?ﬂo
achieve its goal (Aslam et al., 2018). As a part of their workers, the envir t or
natural resource may need them to be used. Therefore, the organisationﬂégo present
its responsibility to the society when sharing natural resources and hWesources to
achieve its business goal. However, this result is inconsistent with*the argument that
ICSR is an essential corporate resource that can be a Xc.t ol to meet the
stakeholder's expectations to achieve economic stability had et W.‘

Firstly, the result shows that only the relations tween Ma id[s@nd
ROA (H4a) has a significant relationship. This sis_testl als @Maqasid

ich m@ggat Magasid
Shariah disclosure is associated with %\ of Islami nk@nsistent with the

study by Arshad et al. (2012) that f% signifi \po?iti @SS ciation with the firm

N
performance as measured by R% ¢ q (ch
On the other hand, th mshl@%a@ Shariah and ROE (H4b) and

the relationship betw: asid Sharia an‘di%R (H4c) show an insignificant
’ 4 f &

relationship, which ﬁq@g a@ ith aégudy by Arshad et al. (2012). DER and

ROE have an i “di 'end Ebj.ft'y, ultimately maximising stock returns

Rapce?

anJe, DER indicates how much proportion of the

Shariah has a significant relationship withgerfarma

oY)

NN
com debts{x?hile ROE measures its ability to generate profits

apital (Susilowati &\I@{/anto, 2011). It shows the level of returns generated
‘@anagement from the capital provided by the company's owner (Nurhikmawaty,
ﬁ ). However, the result of the study on the factors that influence the return of special
are in ROA and DER is still inconclusive due to inconsistent findings

(Nurhikmawaty, 2020; Nurmasari, 2017; Yudiana & Yadnyana, 2016).
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Even though ROE and DER are important financial ratios indicators that provide
the direction for investors or shareholders to assess a firm's performance, the V\Wﬂ
Shariah disclosure might not be an essential information for the shar@ that
influence them in their decision. The investor will focus on the mﬁ*\at might
increase their value and what benefits them (Nurhikmawaty et al., 0). Thus, this
finding is contrary with the legitimacy theory explains that_lsla banks need to

Y?Z in & Abdullah,

depend on society and the public to realize their busine

2019). Disclosing the information related to activi par |0Wmmumty

ppreciation and tf@lfare

ns&é’n |cy,% rove the
com\mu ity. Rep@;‘wg the bank’s

an@uate the level of

assurance. It clarifies the |mpor of the &g e;c\'l%ﬁ' in convincing the

activities, provides evidence to the public that show
of an organization. In return, it will strengthe
reputation, and meet the needs and interes

activities in the annual report allows

@D
=
w
—
o
-
@D

S
stakeholders towards the capabidi e m&ﬂutl e

\ So
ol VRS
4.7.3 Summary on th% ion 0 hari bmb‘nance and Magqasid Shariah

on the Performance QQ
\ Q

This study d thl effedt of S h governance and Magasid Shariah

N
disclosure on t@wor nge ofslami s (ROA, ROE, DER) to answer Research

Questlon ) {.\&J
; ng the first stﬁ‘dy w'ectlve this section summarises the discussion on
th&

governance dlscl\gc?re and Islamic banks' performance. Firstly, on the
%ﬁshlp between SC and performance, the result found that H1b and Hlc are
ported, while Hla is not supported. This result indicates that there is a significant

relationship between SC with ROE and DER. Secondly, on the relationship between
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Shariah audit and performance, the result found no significant relationship between
Shariah audit and performance; this indicates that H2a, H2b, and H2c are not sup g
Thirdly, on the relationship between Shariah risk and performance, the res@%\i that
the relationship between Shariah audit and ROA is not supported. trast, the
relationship between Shariah risk with ROE and DER is supported.
The insignificant relationship between Shariah go W and financial
3

performance could be explained based on the nature of t ny studies have

—)

investigated the relationship of Shariah governance an orm ceric banks
Yw
based on the primary data, which is the informa obtained di ct]y _@1 the

respondents. Since this study constructed the in \ repo@fhe banks

rts. @Y;nsignificant
relationship may also be due to the neN .S <<s the role of BOD
that might influence the relationshiWeen WV

N
of Islamic banks. Shariah go is an essential el@nt in IFIs as the BNM

n,Kﬁ}e on the performance

enforces the requirements. Mr, S iterms of @gh governance in this study
are not compulsory to % ed in}rlvzyf‘l lrep@'or published in other companies'
reports because several i the %ﬁt}s/guidelines and internal report only.
em <‘I"fect the performance of Islamic banks.

However, a str governan
5 |
Conce

e second.o ecﬁve(_t(ﬁ% section discusses the relationship between

NN
MaqasiQa/ disgl d pe@mance. This study reveals that only hypothesis
4a i orted, which indic@fhe Magasid Shariah and ROA have a significant

relationship. In line with the Islamic principles, the Magasid Shariah in Islamic banks
%a

sises the need for communities and welfare internally and externally. Islamic
ank holds significant roles to provide the Shariah-compliant product to fulfil the

Muslim needs regarding the Magasid Shariah achievement.
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This argument is compatible with the Islamic view, where Islam recommends

the concept of giving. Allah SWT also encourages humans to help each othe?ﬂe

Quran says, (—}

"...And cooperate in righteousness and piety, but do not cooperat
and aggression. And fear Allah; indeed, Allah is severe in pen I-
Quran, Al-Maidah 5: 2)’

Magasid Shariah strongly encourages to support people need through
i h

sadagah and zakat that do not cause the givers to be poo theless, Allah SWT

promises to multiply what they are giving to other people? ‘\d‘
N4
| S
4.8 Discussion on the Main Findings of M Effect \,‘T

In the previous section (see section 4:

iatioY Analysis P@;re), several

methods for mediation effect testing aNG;ed asapr ure @%et the mediator's

requirement in this study. &\

N
Table 4.26 shows that al% i ee[i)@D and performance are
supported at a p-value < 0% : ussmn on the mediator that
enables the variables t% in th|

Table 4. 26 atlonsh@een and Performance of Islamic Banks

-—v

Relationship \Stdrew t‘gErr T-Value P Values  Supported
BOD -> ROA -0.280 0. 126, 2.228 0.013 Yes
BOD %‘ "—05&«9’ f 4 6.353 0.000 Yes
BOD }DER -0.482 L0.103 4.699 0.000 Yes

gw = Board of Director/ Board, Sig. p-value <0.05

" Al-Quran, Al-Maidah 5: 2.




The significant relationship between mediator and performance indicates that the
BOD plays a significant role in ensuring the performance of the Islamic banwﬂ's
consistent with the agency theory, which explains that agency problems@ps ccur
when the manager performs the duty to seek their interest rather than ad‘!&the firm's
goal. It seems self-interest opportunistic agents must be watched O\Rgn'd controlled
(Lewis, 2005). However, Islam always encourages Muslims tQ_be responsible for their
duties. For instance, a manager needs to be held account m areholders and
Allah SWT (Abu-Tapanjeh, 2009; Obid & Naysary,%2014b M‘that the
Almighty monitors every action of humans. Therefor ry decisio o;‘ld_&\;ﬁine

with the knowledge and views of the sha . Praetisi ranspéj@ncy and

mme&ereby, will
Na@y, 2014b), which

delivering accurate information can red in rmaa")n

increase the public's trust and numbN stors (Ob
might improve the company's perfo@ye. \ ,<\

N
Concerning the steward%ory, ?rom mps@ogical and sociological

, infl eﬁal people, and thus, they are

perspectives, the steward is.entrusted

classified as good ad@?; fo;leso (‘:sé e@ﬂsted (Borlea & Achim, 2013).
Therefore, the ste hip the') Ins t@ board would perform the best to
impact the ban '&ma et atgﬁZO).

i

¢

More wCG 012 tg tré:tae BOD holds a significant role in realising
§ NN

the exc% f cofp ?overmi]\ce practices. The BOD consisting of the BOD

ind@ﬁ

nt, BOD meeting, @(Auslims in the BOD is consistent with Shatnawi’s

( tudy. In addition, he also states that the more diversified a board is in religion,
he'greater the chance for corporate performance; this may be the critical reason for the

ositive findings obtained in this study through significant relationships.
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The studies on Islamic organisations consistently emphasise that religious
background might contribute to the organisation's performance. Shatnawi ?2!)
revealed that religion influences corporate decisions. Meanwhile, Hassan @)15),
in their study on board diversity, state that religious beliefs, customs;“situals, and
languages could enhance the firm’s value because diversity forces directors explain
their ideas logically to board, which leads to a better deci 'Ning. A diverse
corporate board can do things more creatively or innovati m

w'ays benefit their

stakeholders (Hassan et al., 2015). In addition, corpo boar w ‘improves
decision-making, policies, procedures, and busin etworking u}o@‘(;m).
Following the board's structure, the function o and the-j men@?)n of the
risk management committee plays an essem'\lr} inthe p ormané\o‘z;the Islamic

banking sector, where Srairi (2015) f a ;D nificant r onsr@tween ROA and
ROE. (,) \T ,Q\

N
Therefore, this finding i %at cBO%tjhhich consists of BOD

independent, BOD meetingfi. usli D, has.nfluenced the performance of
ia

the Islamic banks in 7\% In relation,

&
the research condu by Abqa ; (Zogahd Shatnawi (2020). However, they

found an insignw ffec BO[aﬁq‘e{etings and performance.
¢

i
Shatn 0) found a eg&[ivéraationship between the BOD size with ROA
NN
owever

and RO% , dpositi relatiusghip was found between BOD independence with
Y—

ROQ ROE. Furthermor@'d result confirms no relationship between a BOD

‘% and return on assets (ROA) and return on equity (ROE). Finally, his study

nstrates that Muslim directors do not have any relationship with corporate

e
erformance, of which the research was conducted in industrial and service companies

in Jordan. Therefore, this study was inconsistent with the study conducted by Shatnawi
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(2020). The finding may differ because their study was conducted in Jordanian and
service companies instead of Islamic banks.

Next, Table 4.27 illustrates the relationship between Shariah governa‘c%&, SA,
and SR) and Magqasid Shariah with the BOD. {

Y-

Table 4.27: The Relationship between Shariah Governanc S ariah Audit,
Shariah Risk) and Magasid Shariah with,the

Relationship Std Beta Std Error T-Value  "WRValues ;  Supported
SC ->BOD 0.340 0.159 2.141 0.016 Yes
SA ->BOD -0.486 0.098 4.939 “N5 0000 . o Yes
SR ->BOD 0.310 0.127 2.442 ~0.007 . Yes
MS -> BOD 0.146 0.116 1.2600, 0. 1|b4 Q.
Note: BOD = Board of Director/Board. Sig. p-value < 0.05. :\ | _:)‘
Y-v

Table 4.27 shows the relationships betweeniharia nce ( GQ'SA and SR)

and BOD are statistically significant at @OS
ra&@the governance in

is not significant at p-value < 0.05. nI| C ent I
Islamic banks consists of multi-layer ve&nﬂ;?a elx§harlah governance and

gasid,Shariah and BOD

corporate governance (Abdel haria <§0vernance leads to the role
of SC in governing th gover ance_to a@e Shariah-compliant practices.
Meanwhile, corporate gov anc sef@;oles of the BOD in governing the

entire organlsatl hu ; th ‘Indl of th@dy is consistent with the roles of the

dual BOD in @ba S@ss Fh Vﬁ:g'(he performance of Islamic banks (Nathan

& Rlblere

lities of Islamic ban\management It may reduce the risk of banks, namely,

) \b
3 ore, t e ual’B%ﬁ'structure strengthens both the moral and legal
C.)
a Qun\ta [

onal risk, financial losses, higher cost risk, liquidity risk, and Shariah non-
Oﬂpliam risk, leading to reputational risk. The non-compliant risk that may trigger the
Islamic bank's customers is the main reason Muslims prefer Islamic banks due to their
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concern about religious matters (Abdelsalam et al., 2016; Nomran & Haron, 2020).
Thus, it is consistent with the empirical findings, which reveal that the risk dis@w
quality is positively and significantly associated with the directors' @}ional

independence (Salem et al., 2019). {

The SC has high responsibility and accountability for its role conCerning Shariah

supervision. For Islamic banking institutions, SC roles are crucialso ensure all the
aZw i

transactions and activities of Islamic banks comply with h’:h the authority

with hw rules will
@

| . Ny
negatively affect the reputation in the market due t k of gust rsi c_ﬁﬁ) ence
(Mansour et al., 2020). In relation, the role o ' co% ith the_stakeholder
X
n ,cor

theory that explains the relationship betige p verna@and banking
performance (Mohammed & Muhamn\%ﬂ. Thi of @brate governance
based on maximising the interests o%akeholg\mbﬁ%)r 9@17 be the most efficient

N
in history. Due to its function, i Iuen@ed th ucce%t? the company's economy

must approve. Failure of Islamic banks to ensure compli

(72}

and achieved competitive %age‘ e the ﬁ}ing of people's trust, and

consequently, gaining % putati})

In contrast,’@d ShT
thus, the relatiow tw
:ﬁ@ and P-Value = 0.104). Hence, this study

= 0.146, S (‘@16, ~valu
NN
hypoths% t thefe relaﬁﬁnship between Magasid Shariah and BOD. This
Y—-
insim&nt finding is releva®ﬁce the Magasid Shariah is not mandatory in their

p ms or reporting. The Islamic banks have an option to highlight in their reports or

6 asise this element in their practice.
Therefore, based on these findings, the following section discusses research

objectives 3a and 3b.

int e“rﬁarl@'(Borlea & Achim, 2013).

ositi@uinsignificant associated with BOD,

@D

'd Sher-%h' and the BOD is not supported (std Beta
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4.8.1 To Assess the Mediation effect of BOD on the Relationship between Shariah
Governance and Islamic Banks' Performance

This section discusses the board's function on the relationship betweQ{ iah
governance with the performance of Islamic banks in Malaysia. ige')search
hypotheses have been developed to meet this research objective.

The discussion on the mediator effect on the relationﬁw een Shariah
governance and Islamic banks' performance is presented i T?‘!%a, Table 4.26b,
and Table 4.26¢. l

Table 4.28 presents the result of hypotheses H54la, H5.1b, j; ' Ha@tion
that follows discusses the effect of mediation on elationship between Se,\and the

£ \/‘T

performance of Islamic banks. ? : \ X
Table 4.28: Mediator (BOD) Effect on theWRelationshi wean and Performance
Hypothesis  Relationship P) =%, Confidence Supported/
alu Interval (BC) Mediation
Q‘:) LL uL
2
H5.1a SC ->BOD -> : -0.226  -0.016 No
ROA -
H5.1b SC -> BOD -> »0.024 -0.406 -0.053 Yes
-0.335  -0.062 Yes

MOD mediates the relationship between SC and ROA.
¥b: BOD mediates the relationship between SC and ROE.

5.1c: BOD mediates the relationship between SC and DER.
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Table 4.28 confirms that the relationship between SC and ROA was found not
mediated by BOD. This result is expected since the result was not supported
former. Thus, it was expected not to be supported by the latter. H5.1a is n@rted,
indicating that the BOD does not mediate the relationship between SLHM?OA. The

reason why the hypothesis is not supported could be due to the small ple size or the

other factor; it may not have enough power to predict the effe Wah etal., 2018).
In contrast, the mediation for H5.1b and H5.1c is significa E&Ier 1.987, p-value
=0.023 and t-value = 0.1921, p-value = 0.027, respectivelyalhis si nWI‘ationship
illustrates that the SC is responsible for decision@that sancti o[ mﬁ[‘? any
proposals deemed to be against Shariah. H G% ) s%g-that the

is tirectly @Sr;ible for the
pen@%decision-making

management of business operations that positions,a bo

SC. Thus, the combination of the SC @1'5 role as
has enabled the Islamic banks to en@gs and str\hegth i;(Q ormance, consistent
S,
8 m

with the intellectual capital m e BOD will eo the valuable knowledge

board's role in develoM con‘s‘ “c|3| from this information (Fama &
&
Jensen, 1983). \ [ ., E(J

According,to en ling é‘%%), agency problems may occur due to

which can be seen betweerﬁ%nd l : Thisé ledge is consistent with the
sus (e

differences %rests be‘w n ér!a@h Iders and management and between the
controll% eholde )ninori&.\\shareholders in firms with a high ownership
congentration (Darmadi, 201@ greater attention is essential to the Islamic banks
S \leir operations expose them to more non-compliance risks and weaker
institutional environments of emerging markets (Claessens, 2006). The non-compliant

ements are the primary concern of the depositor and other customers of Islamic banks.

For instance, investment depositors appear to be part of the agency conflicts since they
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participate in the profit and loss like the shareholders. Thus, a robust governance system
such as Shariah governance is pertinent to protecting their stakeholders' intere?a!d
maintaining their confidence. (’}
Similar with the previous discussion on the direct effect (See sec: 1), in the
context of banking industry, the banks are facing with the high DER.ADER may differ
with the other industries and depending on the characteristic_and types of a business
(Nurdiwaty & Faisol, 2017). High DER for an industry doe ?; qad performance,

and it could be good if firm able to service its debt obliga via ¢ash disusing

| | | o Ty
the leverage to increase equity returns, for instanc hati (202 plhe&(ﬁt the
higher the DER, the higher the financing made omn\n'y its @'ness.

nSCQQEEbE,Hakm

nd <<nstrate that it has

Moreover, concerning the significant®elationshi

et al. (2014); Maverick (2021) opine t if the compa

sufficient cash flow to service its d@SIigations % @e is increasing equity

returns, that can be a sign of fi%strenﬁth. Ipthis c@%king on more debt and

increasing the DER boosts Man Rﬁlg:l@ instead of equity means that
ol

the equity account is % d tE‘ retu “dn 'ﬁbity is higher (Maverick, 2021).

Likewise, DER KﬁOE h\izjr\e sentiég.vole in dividend policy, ultimately
re

maximising sto s ( i 'Watycg‘él., 2020). For instance, DER indicates
how much (&r)m of he‘c paﬁy'{;ﬂital comes from debt, while ROE measures
its ability t eratefprofi ysing ié.\?apital (Susilowati & Turyanto, 2011). It shows
the levelof returns generateck(%*‘the management from the capital provided by the
‘@y's owner (Nurhikmawaty, 2020). However, the result of the study on the factors
hatrinfluence the return of special share in ROA and DER is still inconclusive due to

consistent findings (Nurhikmawaty, 2020; Nurmasari, 2017; Yudiana & Yadnyana,

2016).
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Table 4.29: Mediator (BOD) Effect on the Relationship between Shariah Audit and
Performance

Hypot  Relationship Std Std. t- P Values Confidence ed
hesis Beta Error  value Interval (BC)\

LL Ulg
H52a SA->BOD -> 0.136 0.064 2.135 0.016 0.051 es

X
H52b SA->BOD -> 0.315 0.079 3.969 0.000 0211 0477 Yes
ROE A w - 4

H52c SA->BOD -> 0.234 0.071 3.288 0.001 0.146 0.387 Yes

DER V
Note: BOD = Board of Director/ Board, Sig. p-value <0.05
The following indirect relationship is concerne the me fect of the

BOD on the relationship between Shariah Audit di ure and perf mfmcqu)A

ROE, and DER). The following were the resear h hypethesess

The result in Table 4. 29 WS Lh @on the relationship between

Shariah Audit and performance of Islamic b ﬁstlcally significant at p < 0.05,
: ? S .'
where H5.2a = 0.01 H5 2 ‘067{ H5.2¢ 50.001.

This resul S |ste Vbagen@ory, indicating that the board function
i

and audit co red an a%%acy conflict through monitoring at the top
manag Qg ntejn sy@m and protecting the quality of financial reports,
of which this can result in a r corporate performance (Fama & Jensen, 1983;

NI, 2020). The agency theory emphasises that the information asymmetry may
oceur

between the board and the shareholder. Similarly, the roles of the BOD are

Qnificam to ensure that the audit is well performed as expected. Thus, a high disclosure

is recommended in an organisation (Harun et. al., 2020), especially Islamic banks, so
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that the board can access the information. Moreover, the information can be
standardised among the shareholders or investment account holders, creditors, p?ﬂ!l
customers, and other stakeholders. The stakeholders’ interest might be%\d by
disclosing a set of important information, such as internal control fr k, duties
and responsibilities of the internal audit division, and internal audit certification held by
employees (Darmadi, 2013b). \,

Moreover, the disclosure of the Shariah audit is co mt, the legitimacy

tio

theory, where the stakeholders have the right to access thesinfor \N.st essential

bout the ri@n-&‘r}‘&am

hotKH'e I ba.@;~ operated
&\wi Shariaé\?;peciauy on

rectification plans for non-Shariah compliant a/ents. Me iIe,@oles of the board

that consist of the independent me@s andﬁx%e

N
meetings influence the board i decisions related Q@e Shariah issues. Shariah

for the decision-making. The Muslims are concer

matter. Some of them need the information in

and the action to ensure they maintainthm?

b{s\who conduct regular

4

Audit is one of the critical that @d report directly to the board

Iar]|
and senior manageme% a & Ahmed E‘Obz)bherefore, the Shariah Audit that

’ &
provides the indep nt revi(i \I'FJS ecti d preparing the information to the

stakeholder supw y th 'eems(téfﬁave played significant roles in ensuring
¢
the perform &@ the Islami a{ks@(?azali, 2010). Darmadi (2013b) states that a
% NN
n faternal” ystef&n the annual report will enable stakeholders to

&

hat management ha@rformed their part in overseeing the audit status to

e%S\II the stakeholders are secure in their decision.
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Table 4.30: Mediator (BOD) Effect on the Relationship between Shariah Risk and
Performance

Hypot  Relationship Std Std. t- P Values Confidence ported
hesis Beta Error value Interval (BC) 4

LL U
H53a SR->BOD-> -0.087 0050 1746 0040  -0.185 L&') Yes
0.085

ROA
H53b SR->BOD-> -0.200 0.079 2525 0.006 0325  -0. Yes
ROE A w 4
H53c SR->BOD-> -0.149  0.068 2210 0.014 -0.266 {-0.058  Yes

DER A
Note: SR = Shariah risk, BOD = Board of Director/Board, Sig. p-value < 0.0EN

The third indirect relationship is concerned with@inw the BOD
on the relationship between Shariah risk and performance (ROA, RO d'D@ of
| &
Islamic Banks. The following were the research eses: A
s X
Y,
OA. \ &

H5.3a: BOD mediates the relationship betweenWh ri MQ
H5.3b: BOD mediates the relationship be@ﬁﬂari h tis

H5.3c: BOD mediates the relationshipMn W?

6 7“ S
Table 4.30 confirms tha% D rgs}e re&&ship between Shariah risk
and performance is support&?ﬂa-val < T is@irect relationship results show
[
that H5.3a, H5.3b, and%are K tab-QI,ue = 0.040, p-value = 0.006, and p-
value = 0.014. B N BC' UL indicate a%’ediation between SR and performance
N
(ROA, ROE, ENQ) his si ifidan@%ﬁéct indicates that the Shariah risk relies on

e

b — =

-

4
the BOD, ediat th?re tionship with the performance of Islamic banks. This

INTRA
result: icates th

>4
nt position that beh‘;?les a governance issue squarely within the board's

m%
%ht responsibility. In this oversight role, the boards should satisfy themselves that

Qat the company's senior executives and risk managers' risk management policies and

procedures designed and implemented are consistent with its strategy and risk appetite.

thé Shagfah risk in this study is consistent with the risk
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Also, they have to ensure that the policies and procedures are functioning as directed

and the necessary steps are taken to foster an enterprise-wide culture that s S

appropriate risk awareness (Lipton et al., 2018). (0\

4.8.2 To Assess the Mediation effect of BOD on the relationship bétween Magasid
Shariah and Islamic Banks' Performance \,

The fourth indirect relationship is concerned with the e%effect of the BOD

on the relationship between Magasid Shariah achi e d'Q? and the

performance of Islamic banks in Malaysia. The reseakch hypotheses w os‘tu@d as
(.)
follows: ' A
s X

H6a: BOD mediates the relationship between M%Slld S and ROA;;."
H6b: BOD mediates the relationship betwee gasid Shariah and :

H6c: BOD mediates the relationship bet Maq@ 'ah&r@ER.
A

) 6 Z S
Table 4.31: Mediator (BOD) n the Relati ship:g&een Magasid Shariah and
Perf: e

Hypo Relationship St Y %‘alues Confidence Supported
thesis Interval (BC) /

LL UL mediation
H6a MS -> BOD - .04 0 0.974 0.165 -0.115
MS - N &)
H6b MS -> B -0y 77 26 0.110 -0.198  0.054 No

ROE }\ N, /S

Héc  MS->BO 0.070 .051,3\-/1.237 0.108 -0.156  0.029 No
DER ’ {) J,

Note: MS= id Shariah/BOD I’)ard rector, Sig. p-value < 0.05
& ‘v >

\ o
4.31 confirms that&[%e BOD does not mediate the relationship between

@j Shariah and performance, which are hypotheses H6a, H6b, and H6c that are

supported at a p-value < 0.05. This finding is consistent with the direct relationship

between Magasid Shariah and the performance (ROE and DER), except Magasid

Shariah and ROA, which is significant for the direct relationship. This finding is also
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expected since the relationship between Magasid Shariah and BOD is insignificant at a

p-value < 0.05, and there is no mediation between Magasid Shariah and perfow

(ROA, ROE, and DER). The finding also indicates that the BOD does not @te the

relationship between the Magasid Shariah and Islamic banks' p nce. The

insignificant relationship may be due to the information of Maqa5|d¥7ah not being

mandatory and not mandatory to disclose in the annual r us, the BOD's
&

intervention is not essential to the Maqgasid Shariah achiev slamic banks. This

finding may be due to the BOD being only responsible e po icwrld not for

the implementation of Magqasid Shariah. This resul also be td t@ard's
function not playing a substantial role in th id_Shari sclos@; This is

consistent with Giannarakis (2014), who ¢ nd atthe b

IS or@;\;onsible for
W@ all possibilities,

CSR at the policy level and not for the %tatlon of

is the most time-consuming part. CO \T &
':' y N
The Islamic and stakeholn%

ectives suggest tha non-executive chairman

ﬁk&holders interests, especially

to achieve social justll% Ifare: hin he so@ty However, the board does not
seem an essential i wr for T the gmrmance of Islamic banks (Bukhair &

can enhance corporate governanc uziT
it

Rahman, 2015) he Tegitim 'y ex@‘(s the need to disclose the information to

gain soual t sticonc rnln eGrg@ tion's responsibility to society. This theory
NN

is con3| h thig’ yhen ﬂ:{?]e first place, the result of this study shows the

99!@ association betwee c@dqaﬂd Shariah and ROA. Conversely, in the second

p e board's function cannot mediate the relationship between Magasid Shariah

G he performance of Islamic banks.
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4.8.3 Summary of the Discussion of Mediation Effect

This study examined the effect of the mediator (BOD) on the relationship b
Shariah governance and Magasid Shariah with the performance of Islami(%& The
result reveals that the BOD mediates the relationship between Shariah @&ance (SC,
Shariah Audit, and Shariah Risk) disclosure and the performancem ROE, and
DER) except for the SC and ROA. These results also highli tMe BOD plays a
significant role in mediating the relationship between Sh 9%\/.en]ance disclosure
and the performance of Islamic banks. These results in e that m ‘IC banks,
as expected, disclose comparatively high levels of Sha overnance th‘s @smn
is a requirement of IFIs. It is noted that other an |a|"| tlonjg Islamic
banks prioritise disclosing the mformatlon ated'to the le requm@nt especially
on the Shariah governance.

On the other hand, the BOD ot me |\rhe rel méhlp between Magasid

Shariah and the performance éﬂlc b%nks. ven Ei{(/@h the Magasid Shariah

disclosure's studies have 1 1c land 1 c@try s achievement, Maqgasid

Shariah is neither m% to b}:ﬁeé bbndustry nor for disclosing its
information. The |d Shar‘ sure S|stent with Islamic corporate social
respon3|b|I|ty i atl \b:k repaj‘énd increasingly as communication tools
between a a an th i I&/a t stakeholders. Currently, the management of
Islamlc ns pfoact ents the Magasid Shariah disclosure to meet the

muI takeholders needs. H@v’ever the Magasid Shariah is not mandatory on its

J?

pis and disclosure towards its achievement. Hence, this study found that Magasid
Q iah disclosure does not affect Islamic banks' performance directly or indirectly,
xcept the direct relationship between Magasid Shariah and ROA. Magasid Shariah's

disclosure shows a strong commitment of the banking industry towards the performance
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of ROA, causing a positive impact on the financial performance of the Islamic banking
industry. However, the result of this study may be influenced by the cow
disclosure priority, such as a financial report, legal requirement, an(g\jhlines

compared with other dimensions which less disclosed. {

4.9 Chapter Summary
This chapter analyses the finding and presents the res $Ce st'ldy. The chapter

begins with the introduction, followed by the data screénming test al ‘ality test.
» _ 9

These tests show no missing value detected in the et—compl 9p &@f the

annual report for applicable Islamic banks in a. hke'e ' ata%%is study

witb@x;rs, and this

were valid. This study applied the winsoriw niqmﬂ to
Iers a <<tained in the data

technique can eliminate the outlier's |&D

set. The next test conducted in this @5

normality distribution of the da%o

kurtosis. By following Kim@orl : @eater than 300, the normality

depends on the histog absolute va es'of@wness and kurtosis. The above
’ 4 ¢ &

suggestion was app hwthisslt\nﬁt\s oultg.aoticed that values are in the range of

+3.29, which isan lifewith |esiie_.j\’~’
¢ ! (.)
Sés

Seco@s study di @Je descriptive information of variables. This
NN
section % s cofp Perfor@ce-s descriptive information as the dependent

vari&&ROA, ROE, and DER)y SC, Shariah Audit, Shariah Risk, and Magasid as
ER)/

i Nent variables (BOD Size, BOD independent, and BOD Muslim) as mediation
arfables. Thirdly, this study proceeded to the data analysis. To achieve the objective of
e current study, two primary methods of analysis, namely, descriptive statistics and a

multivariate approach were employed. SmartPLS is the data analysis tool used for a
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cross-sectional, time series, economics, and panel data research, and they offer several
tests that are not available in other programs. This study applied the Structural EW

Model (SEM) to investigate the relationship between endogenous an@nous

variables. It is a combination of path modelling or multiple regreﬁNwd factor
analysis. Y'

Fourthly, using the SmartPLS 3.0 for data analysis, thi Mbegins with the
measurement model assessment that had been carried ﬁ:es' three primary
assessments, namely, Internal consistency, converge alidi ,Mgriminam
validity. The structural model requires assessin arity, fthe_si nﬁi@ and

relevance of the structural model relationghi Xa,iKI{I cc@ﬁ:ient of
determination (R?), assessing the effect size, a asseisin rediccj@:ze.levance Q2
Finally, the path coefficients betwee@variables as@ged to confirm or

disconfirm each hypothesis and th ionship\we?n p{r\?dent and independent
@ S

variables. % “« Q-
&
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