CHAPTER 3

Y~
METHODOLOGY @
<

3.1 Introduction

This study examined the relationships between Sharla rnance, Magasid
Shariah, corporate governance, and the performance of the'ls a‘ks in Malay3|a

nrlaQusk

Magasid Shariah, and BOD to the performance of ic anks he eseht-s&tay also

Specifically, this study constructed the disclosure of the SC,"Shari

atio S between

and 'léta\qamd Shariah

&)

AN
@achleve the purpose of
this study. The main toplcs sed Nﬂon ude the research design,
research strategies and met ies, Pood s$ of re the result of the pilot test,
data analysis tools, and%/, the S

arranged as foIIo 3 e |nt}odu ion, 3. 2 arch paradigms, 3.3 research design,

examined the effects of the BOD as a mediatin bI he
the dimensions of Shariah governance M
disclosure and the performance of Islaml s |n Mala

Therefore, this section de r es t h

Wakxy/ ps up the chapter. This chapter is
O

3.4 research s a es a d

(D

olpgﬁgfg goodness of measure, 3.6 pilot test, 3.8

data analy , 3.7 ethical cansi Q@.ﬂon and 3.8 chapter summary.
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3.2 Research Paradigms

There are varying views on what research is and how it relates to kno
development. Research has been regarded as a discipline that is guided by @% igm
and the existing knowledge related to the subject. A paradigm is a setb&iefs about
an issue around and the way of thinking approach on how the issue cande investigated.

It leads the researcher to make decisions towards the research.Maughton et al.

(2001, p. 32) provide three elements of paradigm in the defigition: Albelief about the

idity. T w has been
"AX
characterised through its ontology, in which all res&%s based on b qufs @t the

world (what is reality), epistemology about th révof kneWwledge’ or @we come

nature of knowledge, a methodology, and criteria for v

to know (how you know something) (BougiQKS; rany20 .23)_@3;ethodology

(how to find out) (Guba, 1990). Ontol& ;ta nature o ty, @e epistemology is

the relationship between the researo@;snd reali %n ;1\&001).
N

Guba and Lincoln (2005%/ parﬁdigm into f&/q_ erspectives: Positivism,

post-positivism, critical the m co m as t@major theoretical paradigms.
Meanwhile, Merriam %..11) ]%Jf‘téd@r epistemological perspectives:
Positivist, interpreti critlcal, \d':p stm &}, Table. 3.1 summarises the main
characteristics and

which was usgﬂa

0
eren <<kSetween positivism and interpretivism,

i
ig st@cy?Carson etal., 1998).
o
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Table 3.1: Characteristics of Positivism and Interpretivism

Epistemology

Nature of ‘being’

(nature of the
world)

‘Grounds of
knowledge’
(relationship
between reality
and research)

Positivism/post-positivism

Have direct access to the
real world

Possible to obtain complex,
secure, and objective
knowledge

Interpretivism/

constructivism A\ w . 4

No direct access to the real
world

Understoo
‘perceived’ knowledge

-—
Predict, control, generalise Describe, understand,
Purpose - Research focuses interpret
on generalisation - Research focuses
and abstraction on the specific and
- Thought governed the concrete
by hypotheses and - Seeking to
stated theories understand the
specific context
Reality Objective, sinngnal \%HEF& externaMreality
reality . . N N\
Experimental, survey, quasi- Phenomenology,
Methodology experimental ethnography, hermeneutic,

grounded theory,
~naturalistic/qualitative

Sourc{. Adapted fmﬁft a’ ((QB&); Merriam, (2009, p. 11)
||

N,

Ca)
L%}
Bougie and Sekaran (ZOQK 3) ‘NM positivists are concerned with the

rigour and replicabilit owvreseich, el reliability of observations, and the

[
generalizability of findings: The criti pprqg\c? of positivist researchers in the

. O
experiment aIIov@vese@o test@use-and-effect relationships through

{(/

manipulation gMerv tiqn. elpoiigw"sts believe that the goal of the research is
e

(@]

L

only to d enomenajth on{cdn directly observe and objectively measure.

4

Accor:werriam ( 9p'p. 11'}(% positivist orientation assumes that reality exists

O
\C—j

ou\ .
‘é he methodological approach of positivism is based on hypothesis testing and the

Osntitative method (Guba & Lincoln, 2005). The hypothesis is developed by

integrating two variables to seek the relationship whereby the study's objectives are

131



created to observe the actual event and explain with a logical analysis. In addition,
Sukamolson (2010) states that quantitative research is viewed as a realist or p i
approach, providing the researcher to uncover the truth. The realist views@k fact
can be objectively measured and found through research. Likewise, p ism claims
that the truth can only be relative and never definitive. Y'

Contrary, interpretivism or constructivism emphasises_how%people construct
knowledge (Bougie & Sakaran, 2020, p. 23), arguing that Y\:d als do not have

access to the real world; their knowledge of the perceived, worl is‘\i{adgful in its
B

N \ Y
retivism pr. d[u@rsen

V% fror@éractions
[ aran.@;g p.23). The

research methods of constructionist r h are often |itat@‘<focus groups and

unstructured interviews allow the%collect M_qta-

N
uniqueness of the world that issgei udied. In ds corq(;actionists are often more

terms and can be understood through a careful use of i

with others and the context in which they eecur
rj@\ted to the contextual

concerned with understanding a specific €ase than g@(ﬁ’sing their findings (Bougie

& Sakaran, 2020, p. 2(,) ‘j “l )

The current’wimed 't Ne relﬁééﬁip between the variables based on
ies. Bhe d btai@.‘from the secondary source and gathered

the existing the

i

¢

using a qua &\3 method to el‘he(r:g;garch objectives of the study. Thus, based on
NN

Table 3% Sitivis ?ﬁgm iS_pertinent as the inquiry paradigm adopted in this
AN 5

stu \c.}'

65 Research Design
Research design is the detailed outline that spells out how the investigations will

be conducted throughout the study. It describes the entire strategy selected to integrate
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the study logically and coherently. It typically guides the researchers to determine how
the data will be collected, what instruments will be employed, and how theywﬁe
analysed. According to Sekaran (2003, p. 117), research design involve@}es of
rationales and issues relating to decision making. It must be consi@&about the
purpose of the study (exploratory, descriptive, and hypothesis testing){the location of
study, the types of the investigation, extending the researcher’;%}ée, time horizon,

and the unit of analysis to analyse the data. The research d hichjcovers research

purposes and approaches, is discussed next. ‘\d
X

é\ J | S
3.3.1 Research Purposes Y' \f \)Y'

v

Social research has three purposes;®expl atory‘ deseriptiv hypothesis

testing, depending on the stage to \Naaowledge tt earch topic has

advanced (Sekaran, 2003, p. 119).@0ratory \w& i '}ducted when there is
N
insufficient knowledge to guid%/elo ﬂwent a«the(Q ical framework, where in

such cases, itaims to unders@'ﬁat iT gomore new areas of organisational
research (Bougie & S 2 8
o

4
seeks to infer an ac&\g@arofili M , sitng&an& and people to provide an immense
et

0 Shape ; of sti&'y. Hypothesis testing explains the nature
¢

body of knowledg\
ej

of the specifi tionship_o esébl'éf@ the differences among the group or the
% NN

indeper%

current study serve{.@vb purposes: Descriptive and hypothesis testing; the

0, p. arﬁn@l& p. 119). Descriptive research

twoOr. ;aotor&h a situation (Sekaran, 2003, p. 124).

Iptive purpose aimed to identify the perspectives of Shariah governance practices
oneerning the disclosure of Shariah governance and Magasid Shariah within Islamic
anking. The hypothesis testing refers to the association of Shariah governance,

Magasid Shariah disclosure, and BOD attributes with the performance of Islamic Banks,
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explaining the nature of the relationship of Shariah governance practice and

performance of Islamic banks (Sekaran, 2003, p. 124). T
The hypothesis testing was applied in this study by gathering the se@%ﬁ data
to determine the relationship between SC, Shariah audit, Shariah risk] Magasid

Shariah disclosure as independent variables. In addition, the hypot%is testing also
examined the mediating effect of BOD between the SC, Sharia;E auditf Shariah risk and

Magasid Shariah disclosure, and the financial performance. D ii a mediator, and

financial performance is the dependent variable. ‘\d
B

Y
| S
3.3.2 Research Approaches b 4 \)Y'

According to Creswell (2014), the \NJO: i searc \:nds on the

approach, i.e., the relationship betwea%or)and data.

21) discuss two approaches, namel ctive an\?rdu tive. @\mrding to Bougie and
Sekaran (2020, p. 21), deducti ch is’hsed st a@ory related to the topic
of interest. The deductive oacCh starts*wi gen @\dea to a specific theory and

1is a plif:abbto the test. Further, the specific

narrows down into a % ypot:l
observation is coll wo test't
the researcher te,con 0

i
works in t posite direction; ffi

NN
phenon% arrivé ral coﬁausions. It means that inductive research works

are [m&m more specific to t,@'fore general.

\liS study formulated the hypotheses along with the deductive approach. It draws

£ &

hesg.n'd analysing the observation enables
e ori@( theory. Meanwhile, inductive research

ié‘?yrocess where the observation on specific

n'the relevance of quantitative data. The choice of the deductive approach is consistent
ith the positivism view that has emerged in this study. It is believed to be the most

appropriate method to measure the Shariah governance and Magasid Shariah disclosure
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associated with Islamic banks' performance. Shariah governance mechanisms were
determined, and disclosure practices were evaluated against the expected mforrwv

Moreover, this study attempted to locate the phenomena of the tlon
expectations from annual reports towards the Shariah governance and N&d Shariah
disclosure using the disclosure items. The primary constructs of the curent study have

been generated from Shariah governance guidelines, regq'atlo Wand established
nd

literature. Thus, applying these constructs of Shariah gove I'/Iaqasid Shariah

in the Islamic Bank study setting involves developing a ry or hyp to test the
B

hypothesis (Habbash, 2010). | _\C}

? 4
"
3.4 Research Strategies and Methodol %\
There are two types of resean‘@)dologies ntit@‘é and qualitative

research, in which the former is t|ve, W th m;f}er is subjective. The
quantitative method collects a%ysesﬂnu cal d smg statistical tools to
measure phenomena. Inste Iltall omated with non-numerical

data, such as speech o% ideo g |h1 for categorising data with other
on- nun]e tlon

analyses, to produ a deep understanding considering

human perceptl (C is & OOQ{J%'fe research strategies include interviews,
case studles |o res rch grej? grounded theory, and narrative research.
This st oyecrq ?tlve ods such as analysing financial data and non-
ata \'
N

% rthermore, this study used the content analysis technique to extract the data
th

0 e annual report to investigate the Shariah governance and Magasid Shariah
isclosure. This study also utilised the function of the BOD as a mediator and the

financial ratio to measure the performance of Islamic banks in Malaysia. Content
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analysis is a data collection technique by extracting data from existing sources. It is
employed to analyse qualitative or numerical data by measuring the extent
information, such as reporting the annual report or other publications from \% Irms
(Cochran & Wood, 1984). A
Disclosure refers to the process of delivering the relevant informWo the public
or a particular group for investor decision-making based on t Mation provided,
avoiding fraud, and enhancing the stakeholders' confidenc %.mte isclosure is the
communication tool to inform the stakeholders of a fir ut th fwncial and

@

non-financial information and activities (Kavitha & gopal, 201 l _\‘-}

This study anticipated the disclosure Ievv,j; amic Ba nce:@@ that the

, espec,ié;<~ Muslims, to

Shariah governance is the significant elew th

ensure the compliant status and the s?‘@s for thel isioé‘f‘milarly, Magasid

Shariah disclosure shows the effort%amic ba\loWa ,nie\public or community
N

through the charity and welfar : Tﬂi informati ight attract the public to

respond to the Islamic banﬁmeir r nes acti@ hence, it can influence the
performance. % ' 0’

Thus, this s:@elorﬂjﬁ:‘ha iah g;:g:}n/ance disclosure items to investigate
the SC, Shariaw, hariah_Ti aq@“éhariah disclosure and the BOD on the
performanc %mic an‘ks ﬁale)_/}%?i. The content analysis technique and data
from th(%remr ? appﬁé}?in this study, which was widely applied in

nu studies (Razali et al,, 1).
B

%\is study utilised a rating scale as the measurement to measure the disclosure.
Therr

ating scale was employed to produce a quantifiable information. The numerical

ating consists of five categories of scale, ranging from one to five (1-5). These five
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categories are consistent with the study by Beest et al. (2009) and Masruki (2016), and
the criteria of each rate have been determined (see Table 3.8).

In addition, this study implemented three steps in preparing the da tlon
Firstly, determining the Islamic bank's annual report. The annual has been
checked to see the disclosure information's availability based ongself-developed
disclosure items. Secondly, determining the disclosure items hy rating each item based
on the availability and the level of information disclosed i bmja report. Shariah
governance items were developed based on the SGF 2 nd S Pwl/vhile the
jous sfudy irﬁar_'{ﬁ‘zn'the
th;{ ent\g- the study

021)\ The,.CSR o@torganlsatlon
is the activities towards the social &a;alnablllty the@al interest. The

'%mphasw and concern

Magasid Shariah items were determined based on th

elements of Magasid Shariah and were integra

conducted by Arsad et al. (2015) and Razali%et al.

disclosure of Magasid Shariah de tes that
uactiz@s show the organisation

on the Magasid Shariah, of Wl%rele\%nt
towards the achievement o@d ah."Ei éﬁ developed items were used
to collect data by ratin% m based on éco@ criteria.

(J
D Q 2
o abl ' Res Method of Study

QMctivIs o P f' ,(')U Method

1 To investigate the impact of Shariah Quantitative
governance (SC, Shariah audit, and Magasid

Shariah) on Islamic banks’ performance. - Content analysis

2 Toinvestigate the impact of Ma%{ld Shariah - Disclosure items

*amlc banks’ performan(%

\\ - Rating scale (Likert scale 1-5)

To investigate whether the BOD mediates the
\ impact of Shariah governance on Islamic - Analysing using multivariate analysis
banks' performance.
V (PLS-SEM) using SmartPLS 3.0
b To investigate whether the BOD mediates the

impact of Magasid Shariah on Islamic banks'
performance.
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Table 3.2 summarises the method applied in this study based on the research

objective. As highlighted in the Table, this study is quantitative. The content

techniques of disclosure items were applied to investigate the relationshi nah
governance and Magasid Shariah disclosure to the Islamic bank’s pe nce. This
study developed the disclosure items related to Shariah governaneé and Magasid

Shariah to show the level of disclosure for each item based on the critérfia, which consist
of five criteria on a Likert scale. The Likert scale consist &.tolfive-point (1-5)
score to rate each disclosure item. The data analysis pe edi M used the
Partial Least Square Structural Equation Model (PLS ) using S P'_S ‘{Q

T \)
3.4.1 Quantitative Research \, \ g

Quantitative research is related talsm and rehi

on <<ductive approach,
O

which uses data to test the theory i tured ct r)@\chnlques (Saunders et
., 2012). The quantitative da%be ogtalne rom FQ(QJnmary sources, such as
survey and secondary sour e ch as the company's report.

According to Creswel% . quan twese involves collecting, analysing,

interpreting, and w N&he reslu study
The qua itativévanal d(vjééd into two types, namely, descriptive
TI%)

statistic and re tlal Jscrbl e statistics are used to interpret the overall
data to eco ﬁg} comprehenswe Descriptive statistics are also
erf to prepare the data cted in a more presentable format using tables and

g% Masruki, 2016). In this study, inferential statistics were used to see the
la

Q tion between the independent and dependent variables. The data for inferential
tistics were collected from samples from a large population. In line with the study's

objective, the population covered the Malaysian Islamic banks listed by the BNM.
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Based on the data and study setting, this study investigated the relationship between the
variables. Thus, the multivariate analysis is pertinent in this study. Howe\YRe

analysis technique would depend on the data or measurement scales used f(%\rrent

S
¥

3.4.2 Variables and Measurements
This study used Partial Least Square Structural Equatio zlinq (PLS-SEM) for

the data analysis tools to complete the objective of thi dy. ewdata were
| 2

Y—-
gathered based on the variable presented in Table 3. ' _\C}
4
Y' \ \Y
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Table 3.3: Variables and Measurement

Variables Measurements
Dependent Variables:

Financial Performance

1) ROA Profit after tax and zakat / Total
asset
2) ROE Profit after tax and zakat /
Shareholder equity
3) DER
Mediator: Board
1) BOD Size Number of BOD in Islamic

e

2) BOD Independent % of indp. from total BOD size

3) BOD Meeting No of meetingtheldy, ©~ .|
4) No. of Muslim in Board  The total composition of Muslim
in Board

Independent Variables:

thawi e
\(.% ;Shak'i:‘?ds);
. “\Uwiiigbe & Samuel (2012)

Prior Studies

Muhammad et al #2024); ¥
Shatnawi et al. ( an
& Zahid (2020§N0 n&

Haron (202 di et al.

(2020); m1awati etal.
(2020); EI &
Hussainey (2020); Aduda et

al. ( ; Uwuigbe (2011);
Bebeji et al: (2015)
4 Mastukiet al. (2018)

Total liability/ Total equity g, 4

- Khadh
D

al.
al.

SR

Harun et al.
Zahid (20 S

§£2 M amm

Shatnawi (2020)

#Shatnawi.(2020)
Shatnawi (2020)

o XN\Y )&

1) Shariah Governance Likert scale iscore 1-5) ' SGF 2010 and SGPD 2019

Shariah Committee (SC) L] 3 A %lth,'Yahya, & Amiruddin
74 - £, (2007); Masruki et al. (2018)

Shariah audit

Shariah risk Ywsw | &) NG

2) Magqasid Shariah

Likert scale (score 1-5)
Preservation of faith :
Preservation of life

\.—)' ’
rv’/
Preservation of intelle\ \
Preservation of pro
Preservation of W&h
|
'\'j' '3
\
4 E

s

L
é‘,? .

Ali & Hasan (2014); Asutay
& Harningtyas (2015);
Mergaliyev et al. (2019);
Mohammed et al. (2015b);
Razali et al. (2021); Syafii et
al. (2012); Abubakar (2016);
Ali & Hasan (2014); Haji
(2013a); Mohammed et al.
(2008), (2015); Rahman et al.
(2017); Syafii et al. (2012);
Arsad et al. (2015); Razali et
al. (2021)

e Table 3.3 indicates the variables, measurement, and sources, and prior studies.

Qe dependent variable is the financial performance of Islamic banks. This study

applied three financial performance indicators, namely, ROA, ROE, and DER. Many
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studies using financial measurement as corporate performance indicators, such as
Muhammad et al. (2021), Shatnawi et. al. (2020), Ahmed Sheikh et al. (2013),?5?(1
et al. (2013), Mollah and Zaman (2015), Tarig and Butt (2009), AI-Baid@g') 14),
and Siswanti et al. (2017) who contend that profitability becomes one important
indicators specifically for investor's investments decision-making becadse profitability
is used to determine the company's ability to generate profits, hm also applied by
Grassa et al. (2020) in their study. According to Ehikioya &R.O/r was applied in

his study to measure financial performance due to the av ility of Whe choice

X
of statistical analysis. [ .\C}
In addition, leverage is one of the indicat na% io@pplied fo indicate
Y.

the financial status or performance (Grasw., 209(\)). erage.ds ‘eonsidered an

essential indicator that various researc@ studied ge @%bt-equity ratio in

the past (Dasgupta, 2003). Revealin%informa i ?bl ;h's\public or stakeholders
':h"" ]y N

to evaluate the ability of the fi itsQiebts ndim@‘a, in turn, reduce agency
costs (Wajeh & Muniza, 2@0 Tﬁil&kverage is different amongst
t r

other industries. Diﬁer% s Y, nl<'ins®try facing with the high leverage.

rindu o

However, Solihati ) opin \ﬁ'he igh%Qh?DER,the higher the financing made

by the bank to&us' @}con@"for the non-banking industry, the low

leverage rati g@/s cr it‘rs rgdué?mir pressure to build the trust of the firm's
o

credit t%

info n despite facing r@debt to show transparency with all stakeholders.
%%ﬁer, Dasgupta (2003) argues that companies having more debt in their financial
truet

ure would disclose more to restore confidence amongst shareholders that their

=

NN
ts Masr ’et aIx&)lS). A firm is responsible for disclosing the

ompany is doing well.
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This study adopted a mediation model to see the indirect effect on the relationship
between Shariah governance and Magasid Shariah with the performance of i
banks. The mediating variable assists in finding a clearer understanding@?m the
independent and dependent variables whenever the variables are no direct
correlation, unlike moderating variables, which explain the conditiong that lead to an
ambiguous association between two variables that are exp@g have a strong

l

relationship (Bennett, 2000).

The mediation variable in this study explained th tion hiw:\ Shariah
governance and Maqasid Shariah as independent va s and financial [)e@va'nce
as the dependent variable. This study employe D% jating \@gbles that
consist of BOD size, BOD independence, E!QQ}] eting, and~composi Tof Muslims

(Shatnawi, 2020). The size of BODW&y refers e tc@Qnumber of BOD,

including CEO and chairman, for e%countin YSh K@ZOOS). The BOD size
N

is widely applied in the analysissi heofétical demﬁal research (Srairi, 2015)

as one of the factors that infﬁm~ he IVERess @rganisation. Concerning the
board independent, Cli

in‘a 9@/ define the independent director
as outside directors Wich tt]i
independent no@tive
aﬁar,@ 4; Sheikh & Kareem, 2015). It was applied
NN

directors (Bss etal., 2015
as a me% this St ijk and@za Ince (2016) found that board composition is

corm&with bank perforn@ in Turkish. Bebeji et al. (2015) revealed that the

i Xdent outside directors perform better than others because they must protect their
G ation as influential independent decision-makers.
In addition, the number of annual board meetings is related, and it improves the

firm's performance (Brick & Chindambaran, 2007). The board meeting is referred to as

h:éon-executive director as the number of

<Qboard relative to the total number of
#
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the number of board meetings conducted in a year. Gavrea and Stegerean (2007)
contend that a higher frequency of board meetings allows better monitoring acw.
In Islamic institutions, religious background is a factor that influences \hution
performance due to religious background that influences every decisionﬁé&on beliefs
(Nomran et al., 2018a; Shatnawi et al., 2020). It is consistent with thm by Hassan
et al. (2015) on board diversity, who contend that religious_beliefs are one of the
mechanisms that could enhance firm value because diversi YZirfctors to explain
their ideas logically, which leads to a better decision-making. Acc rWh‘atnawi et
Ds wauld result i&%}’f‘gher

%t

The current study employed thre\} riahu\go ance.@e?c;anisms as
independent variables: SC, Shariah au\gmah risk di ure,@‘Maqasid Shariah

disclosure. Shariah governance dis

as explained by the study cont%y Raﬂﬂi et Iu(ZO@(?and Haniffa and Hudaib

(2007). The mechanisms ofﬁ%gof nc namgi\qc, Shariah audit and Shariah
risk, were based on % ZO}Emjf‘éF@lO (BNM, 2020). The Shariah
&
\Bc nstructed

governance disclwasureis é by developing the disclosure items
based on the g% sta SGF(‘J%{O and SGPD 2019. It was noticed that
adequate i (% con ol??Jm@ ement, accounting, external audit, and
transpa% ight hii 'dencé\? the system in corporate governance (Chapra &

Ahqﬁ&OOZ). Many studie@ﬁte the SC function as an essential mechanism in

I%\bbanks as one of the significant components of Shariah governance (Grassa,

al. (2020), a higher number of Muslim directors on t

quality of accounting information than the non director

S Q@BCIosure items proxy,

%
z
/

ﬁ ). Researchers have highlighted several SC criteria and responsibilities to illustrate
e SC as essential elements of Shariah governance's implementation. For instance,

academic qualifications are one of the SC criteria to ensure that it fits the Islamic
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banking system (Injas et al., 2016). He contends that some of the primary
responsibilities are to oversee the Shariah-compliant practice, approve the new p :
explain the Zakat calculation, and offer Shariah-compliant solutions in @!racts
(Garas, 2010). A
Concerning the Shariah audit, this function becomes the attentiog of Malaysian's
IFIs by highlighting several Shariah auditing issues on the framewerk and scope of
qualification and independence's issues (Kasim et al., 20 Lx.in ernal audit also
emphasises that all issues should be discussed with t ana mwllab‘l;the
management to find appropriate ways and means of jon. It is e asisgft}at the

risk management factor might build confidencegi ys% orat@ﬁernance

ifj,éh y associated
with the institutions (Salem et al., 201\) 6

Meanwhile, the features of t)@Sqaad \ah%ve ;@en from the Magasid

N
Shariah of necessity, which in

: of faith, preservation of
life, preservation of intell r ervl\' rogeg%I nd preservation of wealth.
However, the five aspe gasid Sharia aré i reted in the organisation's vision

(Chapra & Ahmed, 2002). Moreover, risk losure q&wlity' sign

’ 4 f &
and the society :)%mbini@ rela%.bo employee well-being, safety and
security, social responsibilitys iron , and the community.

Sim@ ite of‘ aﬁd' Ehja lah disclosure in this study are based on the
Iiteratu% S ite,m;dtp)?re ofmg\\applied in previous research (Mohammed et al.,
ZOOLm\ammed etal., 2015®§ydiana & Al Parisi, 2017; Ali & Hasan, 2014). The
‘@ristics of Maqasid Shariah emphasized in this study are based on factors related
0 the Magasid Shariah achievement that is revealed in the annual report of Islamic

ans, such as related to sustainability and social welfare (Ahmad & Ishak, 2020;

Ahmed & El-belihy, 2017; Arsad et al., 2015; Esen, 2015; Haq & Wahab, 2019;
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Schaltegger & Wagner, 2006). For instance, a study conducted by Arini et al. (2020)

transformed the elements of sustainability into the Islamic perspective, which tw

to Maqasid Shariah achievements. (’}

3.4.3 Content Analysis

Many studies employed content analysis in the study of ncial and non-
iZe b

financial industries. Content analysis is a data collection extracting data

from existing sources. Content analysis is employed to analyse qu "W r‘lumerical

data by measuring the extent of the information, suc porting th rﬂjal\fe}z:t or

other publications from various firms (Co ooﬁ, . @'rding to
X

Krippendorff (2004), content analysis is\@ rch uTet to p e replicable

inferences from texts (or other Iogicalwa to the co for@ﬁ'{ use. The annual

report was used as the primary data e of the\dyTin }ﬁcﬁn provide timely and
':E y N
accurate information to the sta : Theﬂannu reporl@s also appropriate in this

&

study because it is an impo% um, igh ibute to its success (Pivac et
al., 2017). In addition,% y of the inf T‘dtiobl the annual report influences the
A

4
investors or othersAa“glders.i \r& n-mﬁng by minimising the information and
as

incentive probl bateti enc ‘éﬁory (Healy & Palepu, 2000; Pivac et al.,

¢

2017). Thus @dya plied nénte}r(].;?ysis to analyse the annual report's disclosure
% NN

of Mala% a

mi . ; he cs&nt analysis of the annual report was performed
to fi e information on e@i‘cem concerning the Shariah governance, Magasid

% Board, and financial information. The information criteria were derived from

rior studies by codifying the qualitative information into categories to derive the
uantitative scale.
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Numerous studies on Shariah governance and Magasid Shariah used data sourced
from annual reports by exploring various areas and the scope of the study ( ,
2017). A study explored Shariah-compliant disclosure on Malaysian takaf@nies
reported by the Shariah committee in the annual reports (Abu‘!é'@, 2012).
Meanwhile, Abd Rahman (2015) conducted a study on the Sh¥h~governance
disclosure of Islamic banks in Malaysia. Likewise, Darmadi (2013b)"also examined the
corporate governance disclosure based on the annual zk; (lonstructing the
corporate governance disclosure items to score the disClesure | veWPanks. In
addition, constructing the CSR disclosure standard™is significa o[ @Ya's a
communication tool between an organisation e % her@?eholders

Y.
(Harahap, 2003; Hassan & Harahap, 2010 \, u\ é\

Therefore, this study's content isclosure items obt@ﬁ from the annual

report based on self-developed di re items %err several documents,

mainly SGF 2010 for Shariah ce i{éms, theﬁous studies specifically

for developing the Maqasi Mh items. disclosUre studies by developing the
n Le

items are commonly u%kally i: j)ﬂ onévironmental, CSR and corporate
governance, Whic’hQViar With|t \ndy. Th@y also develops the disclosure items
to measure the w{ ove 'd Me?%fd Shariah.
( B ? (j)
NN

3.4.3.1 Peterminingt '?osu tems

RS

The assessment of the Shei;ah governance from the annual report was examined

N
fENtailed inclusions and importance, emphasising the presence of the disclosure
0 . For instance, Majid (2001) developed corporate governance disclosure items
ased on guidelines or standards, such as the "Guidelines on Corporate Governance for

Licensed Islamic Banks" (GP1-i) issued by BNM in 2007, the "Guiding Principles on

146



Corporate Governance for Institutions Offering Only Islamic Financial Services
(Excluding Islamic Insurance (Takaful) Institutions and Islamic Mutual Funds)"
3) issued by IFSB in 2006, and the "Governance Standard for Isla C|al
Institutions™ (GSIFI) issued by AAOIFI in 2008. The criteria of the m*ure items
were obtained from the guidelines, rules, and regulation documemlpulated in
SGPD 2019 and SGF 2010 mainly.

Since the SGPD 2019 is still new, empirical studi g-on SGPD are still
limited, especially in Malaysia. Many studies refer to inter twdelines in
developing the Shariah governance disclosure items ¢ ning the S adg@ance

study. Thus, since this study was conductedwi ay iaft riar@\'/ernance

guidelines were used by following the gwdw suedkby t BNM@evelopmg the

Shariah governance disclosure items |@y5|a con nd (ﬁ on the literature.
The selection of disclosure is consi |t the ‘Eg '?‘Fa and Hudaib (2007),

Maliah et al. (2015), and Ramh%OlS , Whilerthis s&\é?ldentlfled all the criteria

of the disclosure items applicable th a appll Ramli et al. (2015) in their
study. The disclosure e adziB ed fr, m'thebSPD 2019 and SGF 2010, while
other documents, s GKI FSAI nd pg.‘?(udles were also used as references.

75

le 3. h'ariah overnance Disclosure

SE@%%rn‘In’e E?WG’S SJ No. of Items

Shariah Committee (SC) 10

ariah Audit (SA) (.}/‘ 9

&

Shariah Risk (SR) 6
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Table 3.4 presents three Shariah governance elements employed in this study: SC,
Shariah audit, and Shariah risk. SC contains ten disclosure items, while Sharia?!t
contains nine items, and Shariah risk contains six items. (’}

Furthermore, the Magqasid Shariah items were developed baséukthe prior
studies considering the Magasid Shariah achievements and intem with CSR
elements. The disclosure information is essential to show the reputability of a company
to the public (Ousama & Fatima, 2010); disclosing it to % e stakeholders'
expectations. A renowned study by Haniffa and Hudaib 7)e IW(Zisclosure
information based on the Islamic ethical framework, as commi nfs E{e}‘gety,

contributions including zakat, charity, and an@ for%‘ﬁ)n. This
e .9

disclosure information can be related to the% eanwhiléyin a study on

CSR by Hassan and Harahap (2010), &@re Six obj S O@R relevant to the

Magasid Shariah concerning the ﬁ%ce of \'m?f u@ely, all the business

N
transactions and activities com i Sharﬂah, t ansa@ns are clear from riba, a

D

&/

lawful transaction, build a }klatl Ip With ¢ ers and other stakeholders,
pha

paying attention to theSC: ion, e

’ 4 &
concentrating on t &Qelo@ cial ﬁxommunity's goals, building a good

relationship with employ bal@ﬁg between the corporate goal and

i

¢

environmenf:&@ctio 4 4 (j)
N% , Magasi riah‘'selements in an organisation perspective are related

to rm@ment, principles, p@é, practices, and responsibilities in an organisation,

sueh asyprotection of administration to the interest of stakeholders, including employees,
& mers, shareholders, and government agencies as a study conducted by Al-
eshtawi et al. (2014) on the non-financial performance elements in creating the loyalty

and enhancing confidence to their stakeholders. Likewise, Santos and Brito (2004)

sm‘g @akat treatment and charity fund,
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included the operational domain, such as customer satisfaction, quality, innovation,

A4
A0

employee satisfaction, and reputation as operational performance.

Table 3.5: The Elements of Magasid Shariah

Magasid Shariah Items of Measurement
Preservation of faith Product / Service

(Riba free)

@ items
Preservation of life Employees’ welfare
A

Preservation of intellect Employees / society development S stalnablllty and

(Knowledge / training for employee) C|al well-being
Preservation of progeny Stakeholders’ right

(Shareholders, customersaNonees) '
Preservation of wealth Contribution to the society (e.g., Charity, _\

zakat, environmental awareness)

ith@&l\/\aqasud Shariah

c n@ds that CSR activities

The elements of CSR actmﬂ@ are ali

(Arsad et al., 2015; Razali et al., 2021). Abuba \(~2.Q1?

are aligned with the Magasid S orebver, CSR acti s aim to benefit society

by distributing wealth as a\wrlty y p@lQé’, social development, or
environmental develo ubakal 20 @ile the Magasid Shariah aims
for human well-bei hta ili |th0LQf§6mprom|smg the welfare and rights
of others. Thus, the rpre ten 0 aqas@anah elements is based on the Islamic
banking pers;‘ﬁ}by ombini gﬁ%eé’,‘gﬁj and stakeholder's elements. Further, this

study sy %’thefe le nt fr@he organisation perspective, the public, and all
stakm 0 ensure sustaina H&nd human well-being.

"

%. .2 Shariah Governance and Magqasid Shariah Disclosure Items Development

The disclosure items vary in terms of the degree of the researcher’s involvement

in constructing the items, the type of information disclosure, and the number of items

149



of information included in the items. Besides, the researcher used different
measurement approaches to be consistent with their study setting (Hassan & V\wun
2010). The current study developed the Shariah governance disclosure |te¢§} tool
of measurement to identify governance and Magasid Shariah informati vestigate
the level of Shariah governance and Magasid Shariah disclosure towards the Islamic
banks' performance in Malaysia. The self-developed disclos (M are commonly

used in the previous study to examine environmental

responsibility disclosure, and corporate governance disc e ( W

have [studi thg{%ﬁamah
h HS&WIkeWISE,

[ [ , .éhg;her to the
performance or on its achievements. wajdy obtal <<from the annual

reports from 2011 to 2019 during t F 2010. ?he @}iple of the SGF 2010

N
and SGPD 2019 similar, certm%nt th& stated in tQ;@I@PD become a reference

since the elements in the P ZOT pllc@or the Shariah governance

disclosure items in thi% oweve

an
2010 is not conside \ Sha[| nanc s even though it stated in the SGPD

orporate social

In a different study context, many resear

governance disclosure elements, such as SC, S

many researchers examined the Maqaw

| ﬂor on that not available in the SGF

2019. Thus, the. 8hari gov 'ISC|O |tems developed based on the SGF 2010

and SGPD &Q)onsis of_Sharidh qj\'/grnance functions: SC, Shariah Audit, and

Shariah% ree pr

oft rmation disclosed i @'ﬁnnual report (See appendix B1 and B2).

% erefore, the disclosure items were developed based on the prior studies
6 sis. The relevant items were gathered based on previous studies and placed at the

elevant construct of Magasid Shariah, following the steps of disclosure items

development performed in this study.

ere asé\ted in this study by considering the availability
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@
IDENTIFYING THE DISCLOSURE ITEMS (Shariah governance & Magasid

Shariah)

SGF 2010, SGPD 2019, PRIOR STUDIES

h

@
DRAFTING THE DISCLOSURE ITEMS

S
a4 2. A"t

®)
FINALISING THE DISCLOSURE ITEMS AND MEASUREMENT
Assingning score (Likert-scale 1-5)

I sotrce: Adapted from (Majid, 2001)

sclgseté/ltems Development

Numerou@etary‘ i tire it@ exist. Many researchers construct their
itemstom mwn se?eed@ca)ssan et al., 2010). The process of developing
the iten&ahg e aqasid Shariah was carried out in three stages.
The*firstistep was identifyingq&e disclosure items. The relevant and disclosure items

We\l?ected concerning the variables proposed by previous studies, guidelines, and
I

N,

governance and Magasid Shariah. Shariah governance is measured based on the

ations concerning the Shariah governance, which consists of the Shariah

regulation/guidelines and prior studies and classified as mandatory or required to
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implement and some of the items required to be disclosed in the annual report. Florou
and Galarniotis (2007) argue that no theory is found in determining the dlsclosur
Therefore, consistent with Florou and Galarniotis (2007), this stud@d the
same approaches and only included the items based on the av y of the
information in the annual report in developing the Shariah governancmsure items.
The Shariah governance disclosure items were derive fro two prominent
guidelines/regulations: SGF 2010 and SGPD 2019, while d IF‘SA were used as

references.

The second step of disclosure item develop

began| wi x&rr‘l@g the

am&é 19. J Magasid
y \w\as ducted@) identify the

appropriate items concerning the ele S oa/laqasid ah. i

on the organisation's perspective imarily \he? '\bankmg institution’s

business operation and actlvn% |teas checklist <i@?\("é,harlah governance and
Magasid Shariah were deter. Xasj 3 vail@oﬂhe items disclosed in the
a e the

annual report. It was e% nsur |’a ity of the information in the annual

report because sev items T e d| ed in this document. After all, the

quantifiable Shariah governance items in SG

Shariah items, the analysis of the previ S

element is based

guidelines prov d fowFls eces mandatory disclosure items.

At the y rafting f Jsc@ e items, 32 Shariah governance disclosure
NN
items a a5|d’ i dlsclsgﬁre items were identified in this study. However,

S

sev ms were dropped dl@*éeveral issues, such as redundant items, collinearity,

ag iers. Thus, this study finalised twenty-five (25) Shariah governance items and
aq

asid Shariah items. According to Florou and Galarniotis (2007), the relevant

erature concerning the theory in determining the number of disclosure items has not
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been found. Thus, this study assumes no rules or resolutions in determining the

disclosure items (Majid, 2001).

A total of twenty-five validated Shariah governance disclosure items$ (seeTable

3.6) and thirty-six (36) Maqgasid Shariah disclosure items (see Table“3™7)sFollowing

self-developed disclosure items in this study, consisting of Shariah g@vernance items

and Magqasid Shariah disclosure items.

A wWwN

© 0o ~NOo O

ol

~

Table 3.6: Shariah Governance Disclosure,ltems
Shariah Committee (SC)o\

Profile of SC, including the name, background and Shariah expertise of the SC members
Duties and responsibilities of SC. \
Shariah committee meetings are scheduled to be held at least six (6) times annually
The SC must attend at least 75 % minimum attendance fequirement ofythe meetlngs The
attendance has been disclosed in the annual report.
The individual's assessment and evaluation of SC's performance.
The Shariah committee attended the relevant traihing pregrams,
Statement of Shariah committee report.
The training on the Shariah-compliantprograms’conductéd by,SC.
SC ensures that the bank is not involved in non-permissible activities/events in the current
year, declared in their reporting.
The computation of Zakat according to Shariah’and de€lared,in the SC report.
Shariah Audit
Rectification plan and follow=up.action on Shariah-gempliant.
Undertake remedial rectification measures to resolve Shariah non-compliance and control
mechanisms to avoid recurrences.
The Shariah audit communicates, the~asseSSment eutcome and highlights any non-
compliances to the Shariahs€ommittee and,the management.
An internal Shariah audit ensures that the assessment is conducted continuously on the
processes and deliverables and determines that such processes and outcomes satisfy the
needs of the Shariah.
Audit on Shakiah-compliant'performed by the,internal auditors.
The Shariah audit conducted the assessment on the adequacy of Shariah governance
practice.
A regulanShariah audit iss<cofdugted, af least on an annual basis.
The Shariah audit verifying that the IFI’s key functions and business operations comply with
Shariah.
The Shastah audit findings have,begn reported to the Board Audit Committee and Shariah
Committee orgother refated committees.
Shariah Risk

y Shariah risk function is perfernied by representative/risk officers with suitable qualifications
~(risk management backgrgtnd and experience in the subject matter).

Facilitating the process of identifying, measuring, controlling and monitoring Shariah non-
compliance risks inherent in the IFI's operations and activities.

Formulating and recommending appropriate Shariah non-compliance risk management
policies and guidelines.

Developing and implementing processes for Shariah non-compliance risk awareness in the
IFI.

A Shariah risk management process to identify all possible Shariah non-compliance risks.
All Shariah non-compliance events are to be reported to the board of the IFI and the bank.
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Table 3.6 presents the Shariah governance employed in this study, which consists

of three mechanisms, namely, SC (10 items), Shariah Audit (9 items), and Sharw

(6 items). Meanwhile, Table 3.9 presents the Magasid Shariah dlscl@}tems

employed in this study. ‘*

15

16
17
18

19
20
21
22
23
24
25
26
27
28
29
30
31

Table 3.7: Maqgasid Shariah Disclosure Items Q
Magasid Shariah Items o Y
The bank provides sufficient information about their business on Shariah-compliant
products/services.
The banks disclosed all the business transactions conducteibaseton the Shariah contract.
The banks mentioned their responsibility to pay zakat, which consists of the recipient,
amount and calculation. i
The banks disclose their purification planning on the Shakiah non-gompliantificome.
The bank has a clear direction in serving the Muslim community's needs.
The banks disclose that all the business transaimhe contrict Vg ccrduc(t%k‘?/vith
the contract (uqud) statement.
The bank emphasises the welfare of its employees.
The bank also includes the right or welfare ofgitssshareholders”in‘its.efort. .
The bank takes the initiative to reward its employees for their achievements.
The bank discloses the contribution on Employees Proyideritsund for emipidyees.
The bank highlights their contribution to the SOCSO for their employees.
The bank emphasises health and safetyuliféstyle at theworkplace. _4¢
The bank has maintained a safe workin nV|ronment
The bank organises the program with such "?ff d employer engagement
program (e.g., coffee time, meeti amlly day
The bank provides training and development programs to their employees to update and
increase Shariah awareness.

The bank provides student fecruitment programsiby providing training modules.
The bank provides training on monetary or financial literacy to enhance awareness.

Supporting academi rams f' ool"or university by organising workshops or
seminars. vg, &
Knowledge advancement by providing educatlon Q;ants/research

Installing new sKiffS andl improvement. & # , .

Creating awareness of Islamic banking programs for all stakeholders and the community.
Enhancingemployee's knbwlIgdge by providitig'opportunities in education or training
FaC|I|t|es to access the knowledge (e.g., Library, source of knowledge, reading materials).
The banK implements'the pportuhity/policy.

Employee S appre01at10n pro ram.

Customers, right t6 accessitte ihformation.

Customer's securities on data privacy.

, Transparency policy (Iffforfation>accessibility for all stakeholders).

Consumer's care (via customer service).

4. Pranioting humatrights.

Contribution for charity (sadaqah) (other than zakat).

32 “=lcontribution for wagf. .7

33

Sponsor for Islamic programmes/events (e.g., forum).

34%,. " Organising environmental awareness program.

35

36w

Sponsoring environmental preservation program.
Contribution to the community program.
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A total of thirty-six (36) Magasid Shariah disclosure items are illustrated in Table
3.7. Magasid Shariah disclosure items (Table 3.7) were developed based on t?'m
elements of Magasid Shariah of necessity level, namely, preservatl@alth,
preservation of life, preservation of intellect, preservation of progeny, servatlon
of wealth. In developing the Magasid Shariah disclosure items, thlsWsynthesised
several elements related to the organisation's perspective conc nMployee welfare,
security and safety, social responsibility, environment, an mt
In the third step, this study identified the rating sc nd discl formation
d to agco ochtg\@vr:eed
ek% D. 19%')§"The five-
9

| ob‘nfo tion mparing the

point scale was assigned after considerin
information disclosed in the Islaml annual

to score the level of disclosure. A five-point scale w.

of this study. A five-point scale is just as good

governance and Magasid Shariah. sclosur at' r;&r each Islamic bank
annual report was compared a es tg‘dete ine tQ;Q;EEre based on the level of
the information disclosed i an aI I ften Islamic banks has been

conducted. The informatigmyinithe ann Eljrf h bank for each disclosure item

guided each scoref rating ;10
After assi |ng e sc on veI of disclosure, it was found that the
availability 0 matl I velis d'pp(jp?ate for one to five (1-5) point rating scales.
The hlg st,infermatid Psedl eannual report will determine the highest rating
scor 5", Whlle the lowest @bsed information will determine the lowest rating of
ratlng scale method for the current study is the integration of the rating scale
rubric adapted from Beest et al. (2009), Masruki et al. (2018), and Smith et al.
007) in their studies. There are variations in determining the scale for each point of

score, such as three (3) levels of the score for each observation unit, while Wiseman
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(1982) and Freedman and Wasley (1990) (as cited in Vourvachis, 2010) employed a

four-level item (quantitative Corporate Social Disclosure (CSD) = 3, non-qua

= 2, general = 1, absent = 0). %\

On the other hand, Smith et al. (2007) developed the rating systmelr study
of disclosure by developing and determining the operational definitiog for the criteria
of scores as adopted in this study. The researcher conducted eMis based on the

criteria to determine the score for each item disclosed. Th d 'catil)n involved was

in determining the definition of each point of the scale. e 3. pWe scoring
| 2

criteria for this study. é | _\(‘}
? \/Y'
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Variables

Score and
determinant of
Shariah governance
and Magqasid
Shariah

Criteria of Shariah
governance (SC, SA,

and SR) disclosure
level

Criteria of Magasid
Shariah disclosure
level

1) Criteria/Score
of BOARD

BOD size
BOD independent
BOD meeting

Muslim in BOD

1
(Very weak)

Based on the
information given,
the information is not
specified, that it
cannot be obtained
from the annual
report.

Based on the
information given,
the information is not
specified, and it
cannot be obtained
from the annual
report.

1

Not disclosed
Not disclosed

Not disclosed

Not disclosed

Table 3.8: Scoring Criteria

2
(Weak)

Based on the information

given, there is a major
gap in the Shariah
governance disclosure

elements, which causes

the information to be
very limited to obtain.

There isa major gap in

the Magasid Shariah
disclosure item, the
information given is

below the stakeholder’s

expectation

1 to 4 persons
Two“persens

Five times and less

“, Two persons

Scale and criteria

3
(Moderate)

Based on the information
given, there is&iminor gap
in the Shariah governance
disclosure elements that
causes information disclosed
not conigigted. '

Based on the information
given, there is a minor gap
in the Magasid Shariah
disclosure. The information
given just meets the
stakeholder’s expectation

3

5 to 6 persons

wFhree persons

6 to 9 times

Three persons
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4
(Adequate)

Based on the information

given, a lot of

information is found, but
| some is limited and need

additional information

~specified at different

places in the annual
report.

Based on the information
given, the Islamic banks

have met the

stakeholder’s expectation

with additional
information.

4

7 to 9 persons
Four persons
10 to 15 times

Four persons

5
(Satisfactory)

Based on the information
given, the majority of the
indicators are in place. The
information disclosed is
comprehensive and precise.

Based on the information
given, the majority of the
indicators are in place. The
information disclosed is
comprehensive and precise.

Nine and above persons
Five and above persons
16 times and more

Five and above



The scoring criteria are divided into three sections based on the three variables
using the Likert scale: Shariah governance, Magasid Shariah, and Board. At th

time, the BOD consists of four different scoring indicators. However, aI@ormg

\,\‘c

Moreover, the annual report is considered an esse Zum t consisting of

scales are consistent with a five-point scale for each item.
3.4.4 Determining the Annual Report Sample

financial and non-financial reports as a medium of co nicat n“be@\ the firm

B
and its stakeholders (Scaltrito, 2015). Through the an port, the inf rn'atmﬁan be

excesses easily, of which there is the most ¢ e information av@ﬁle to the
public (Beretta & Bozzolan, 2004). Moreov: ac et al. ), the annual

report contains a high degree of credl ch becom ore@mcant than other
sources of information (Deegan & n, 199 WW I is study obtained the
annual reports from 2011 to 20 wvn% therpfrom &I(;éﬁebsne of each individual
Islamic banks.

Before applying% |de tlfyl annual reports encompassing

financial stateme% n flr' as crucial in this study. The annual
ry

report is mand study has no issue in excessing the
annual rep |c al‘l Inn eports were obtained from the websites.
Howev are PS |n essmg the annual report of Malaysia Foreign-
banQeually corporate rq@g The foreign banks have published the combined
r \ﬁ the international operation. Only the financial report has been published in the

ysian context as a Malaysian requirement. Thus, the sample of foreign banks needs

be dropped from the sample list due to the Magasid Shariah and Shariah governance

not being reported well in the Malaysian context; this means that the information
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disclosed is based on the country's provider. Therefore, after surveying the availability
of the information contained in the annual report, this study focused on the M?ﬁ!—
own Islamic banks’ annual reports, in which there were ninety sets of co@nual
reports from the ten population of Islamic banks. Ninety (90) sets of amports are
based on the nine years from ten Islamic banks (9*10); the rangmne years is

according to the implementation year of the SGF 2010. Thli Wreport analysis

involved the reports from 2011 to 2019, before the new g i Shafiah governance

policy document was issued and took effect on 1 April ‘\d
]

Y
| S
3.4.5 Survey Annual report 4 b

The survey of the data was based w po iomof Is Tbanks. The
population is the entire group of pe@ents, 0

investigated (Sekaran, 2003). The ﬁmse selecti %s pﬁ\he availability of the

annual report from the 16 bank%/er, oﬂe of the Mal \n Islamic banks, MBSB,

and all Foreign-owned bai }e e ed\due @e lack of corporate reports
A

focusing on the Mal% erspef‘t

Malaysian foreign- Islamlc.

Meanwhilw mati as e%( Magasid Shariah elements, human
¢

i
resources, &&r informati {asé:e?n reported worldwide by focusing on the

thi (ﬂ)f interest to be
©

urfen&b’ only the financial reports of

£ &

avai in the Malaysian context.

o
country Joriginwof a parti banbé}hus, to avoid bias in the scoring process, the
| ¥ | | .
rese decided to exclud @-’forelgn banks from this study. If included in this

study, ‘they would contribute to collinearity and outliers and might affect the result.

G ilarly, the MBSB was also excluded from this study due to the limited information
bt

ained in their report.
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Therefore, this study identified ten Malaysian Islamic banks as of 2021 based on
the BNM’s 2021 list. Since this study is on the disclosure consisting of the w
governance, Magasid Shariah Board, and the financial information, the anr@}ort is
an appropriate document to access all the information. Moreover, tl*losure of
Shariah governance was determined based on the SGF ZOlO,VE)Temented by
Malaysian Islamic banks. A total of nine (9) years of annual_reports"from 2011 until
2019 from ten (10) Islamic banks were analysed in this st ?h

')ugh after 2019,

new guidelines, namely, the SGPD 2019, were issued fo 202 ew‘ate, there
ined i the SGPD _&ég}he
ns the ight 614;\3~ untability
Shar@governance in

®)

@ated to cover all the

are several amendments by the BNM, SGF 2010 that

SGPD is superseded by the SGF 2010, which

of the Board, SC, and several key organs d| ctlydvvo

Malaysian’s IFIs (Kamaruddin et al., @

The choice of selecting Isla anks in \uy%

Islamic banks listed by the B ept e M t0<</ at the performance in

Malaysian Islamic banks perspec es'T pre eQ the list of ten local Islamic
l

banks in Malaysia.
:

'3
Table 3.9: Llpf'bhsc I Isla Banks in Malaysia

&\slamll Bar@ '%

Bank Islam Malaysia Berhad

Q 2 d IBan)M)amal‘alél\_/lﬁléysia Berhad

Alliance Islamic Bank Berhad

% 4 Hong J Islamic Bank Berhad
A S

w

\ 5 AmBank Islamic Berhad
% 6 Maybank Islamic Berhad
0 7 CIMB Islamic Bank Berhad
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http://www.bnm.gov.my/index.php?ch=li_islamic&pg=li_banking_muamalat&ac=27&cat=islamic&type=IB&lang=en
http://www.bnm.gov.my/index.php?ch=li_islamic&pg=li_banking_allianceislam&ac=90&cat=islamic&type=IB&lang=en
http://www.bnm.gov.my/index.php?ch=li_islamic&pg=li_banking_hl&ac=77&cat=islamic&type=IB&lang=en
http://www.bnm.gov.my/index.php?ch=li_islamic&pg=li_banking_amislamic&ac=81&cat=islamic&type=IB&lang=en
http://www.bnm.gov.my/index.php?ch=li_islamic&pg=li_banking_maybankislamic&ac=88&cat=islamic&type=IB&lang=en
http://www.bnm.gov.my/index.php?ch=li_islamic&pg=li_banking_cimbislamic&ac=76&cat=islamic&type=IB&lang=en

Table 3.9 Cont

8 Affin Islamic Bank Berhad

9 Public Islamic Bank Berhad \Y~
10 RHB Islamic Bank Berhad \%

Sources: Bank Negara Malaysia 2021 (BNM, 2021)

T

A total of ten Islamic banks were identified for this stu 3.9 is the list of
Malaysian Islamic banks published by the BNM as of 202 nnua‘l report data for
each bank collected from 2011 to 2019 were during SGF : \d,

D | Jie
' 4

3.5 Goodness of Measure Yv \ Y\'\F
3.5.1 Validity S D

The researcher needed to ensNQ the instrument @ been developed

accurately to measure the variableb)cordina fo,, %r @%03), due to the scale
(]

developed being imperfect and @Iy one to grrors, Q&;—process is crucial to avoid

K\

missing some critical dimensi r inju ing i rele\gelements. A better instrument

A

. {
may ensure a better res% study', hus ‘g rzz cher needs to assess the goodness

so that the instru Nsed ls \ant to éf&sure the variables. This goodness
'%m Kty

assessment inv: ro aIidiQ/}nd reliability of content analysis (Guthrie
B ‘,' C.)
& Abeyse 2006). Accordingto Se&@an (2003), validity is the process of measuring

the inst nt €0 thaf't gy ca%__ hlight the issue of authenticity of the cause-and-

effe&&tionship as intern@’alidity and the generalizability to the external

en ent as external validity. This study used content validity to test the goodness

G easure. Content validity is a function to identify how the dimensions and elements

of the concept have been defined.
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http://www.bnm.gov.my/index.php?ch=li_islamic&pg=li_banking_affinislamic&ac=80&cat=islamic&type=IB&lang=en
http://www.bnm.gov.my/index.php?ch=li_islamic&pg=li_banking_publicislamic&ac=94&cat=islamic&type=IB&lang=en
http://www.bnm.gov.my/index.php?ch=li_islamic&pg=li_banking_rhbislamic&ac=75&cat=islamic&type=IB&lang=en

A disclosure item is valid when the items can adequately measure the concept of
interest, and a panel of judges can attest to the instrument's content validity (S?m,
2013). The research instruments involve a list of disclosure items from a sur the
first stage, thereby addressing the validity issue. The validity procég%uires the
involvement of some experts, including those in the academic field ordindustry. In the

and three practitioners. However, only four validated instr

beginning, the current study determined six experts, consisti Ne academicians
t;ave' been responded

by experts (See appendix Al). Table 3.10 shows the validation process-offthe study.

@
| &
g
Table 3.10: Validati dure ¢ % i
Validation Process o v -
1% Stage Found the experts from industry and academicians
Distributed the self-developed instruffients to the industry expert and academicians
2" Stage Received the feedback )
First stage feedback and actioh@Corréction and a ment
1) The structure of ins entswneeds provement
Action: Re#structured the n?nhme_ S. &
2) The instragtion far the vali no icit
Action: C d thefinstructio 18 suggiled by the validator.
3) Som e statem@osure items were not precise
ActionaRevised the state ts of discl@sure to more precise

Second stage feedback/comment and action: Revising the instrument
1) Reference outdated
Action; Updated the latest references
2) The scale was not precise
Action: Clarified the scale based on the nature of the current study
3) Adjustment needed on the classification of each item
Action: Revised and re-arranged the items

lird stage fee Wtionﬁécting and revising the instruments
Reyise,the Scale dnd scoring criteria
% Action: sell the Scale and scoring criteria to make them clear and
unders le to determine the scale of each item/instrument.
Revising the detefrmjinant of items.
2) b g1 iSSu€
\ Action: eviséﬂ"fhe language/wording
~ | eV . |
3" Stage Finally, the validated instruments were administered for the data collection

v

The validation process involved three stages. Each stage of the validation process
was revised and amended to ensure the instruments were clear, understandable, and

rated with the exact point. The comments and recommendations of the instruments were
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gathered, and the instruments amendment was based on the expert’s suggestions and

X
N

Reliability is the assessment tool for consistency and repeatability in whatever

recommendations.

3.5.2 Reliability of the Instrument

concept it is measuring. It indicates to what extent it is without bias'er error-free. The
|Kru

nt to assess the

inter-i ewtency and

oy
inter-rater consistency. The inter-items consist(@e perfarm yl t@ the
hi% d for_ifulti-scale

e the\con istency. Vz;judgement

reliability process indicates the stability and consistency o

goodness. The reliability test was performed to measure

Cronbach’s coefficient alpha (Chronbach’s a

items. Meanwhile, the inter-rater reliabilit

of several raters on how they reviN

(Sakaran, 2003, p. 205). (,) \T ,Q\
N
The reliability of the dis ems ﬁ/as addresse performing a pilot study

to measure Cronbach’s al@ile l -rater co‘@ncy was performed by the
researcher and an inde% esearcher. ‘e‘ fe@her conducted a pilot test using

&
four years of Islwks ali rts gnlthree banks, consisting of sampled
2 2

annual reports f , 20 ,'and @?ﬂ Meanwhile, the inter-rater consistency
¢

test was perég% to ensur si{terg);/?n scoring the disclosure items. The scoring
o
consist% exanfined i }he pilc&\study to compare the result between a researcher

and 4 endent researchers, designated as Researchers A and B, respectively. The
g

nomenon nte@' Some responses

\ults of Researchers A and B were compared. The following subsection provides

S E
G etails of the results of the pilot test.
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3.6 Pilot Test

This study had performed the test of reliability and consistency of a meas

purpose of the pilot test was to determine whether the instruments develope@&m

the opinion of financial analysts and accountants are clear, ‘Awent, and

comprehensive enough to use in the actual study (Htay et al., 2013) ollowing are

3.6.1 Reliability Test '\d
]

Y—-
The reliability of a scale is highly dependent on mple that i seid ‘i@tudy.

r-% tlon.t ﬁ the items

i am Accoémg to Pallent
(2005), the rule of thumb of Cronbach\&&efﬁcient scal@‘buld be above 0.7

as Nunally (1978) recommended. T Itsof t e

3.1, ‘% “ (39
% tyR “}5

Variables e S cf‘ Cronbach’s alpha
Shariah governance mechanlsms

Shariah Committee = ) I8 T, 0.709

the results of the reliability test.

It may be better to calculate and report the me

Shariah audit 5 0.742
Shariah risk A'S | ) [ 0.813
Magasid Shariah 6 0.766
Board of Direcor (BOI s N3l U 0.715

Note: n = 40 (40% repo’s for ps{ sﬁdyb

&1 shows that thee)ogvluent alpha for all items is more than 0.7. Shariah

ce mechanism’s items show coefficients ranging from 0.709 to 0.813, whereas

%ﬂqamd Shariah, the coefficient alpha is 0.766, and for the Board, the coefficients
OJW 0.715. These results indicate that the disclosure items are reliable and acceptable

for further data collection.
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3.6.2 Consistency Test

A consistency test is an assessment to ensure that the score given by the w
researcher is consistent and valid. This study applied three assessments @e the
data collection rated was highly consistent. Firstly, the researcher ﬁ&miliarised
herself with the annual reports by reading them at least twice to ensumthe analysis
process would be more reliable (Haji, 2012b; Milne & Adler, 1999)."Secondly, only the
researcher coded all the annual reports based on basic codin ,g;ls ructed to ensure
reliability and validity (Haniffa & Cooke, 2005). Thirdlyathe res rw‘ecked the
rated disclosure items for each annual report. Fou the cansi c] K@Ythe
scoring scheme assessment, which involved twi h% ), W@E}nducted

to compare the scores given by the two resw (Mmﬂrukl, 016).$

The researcher and an independwarcher pe ed t®<<0nsistency test to
score each disclosure item, design%v Resea\Ma ,@earcher B. This pilot
for2

N
was set and performed on tw% repotllts 17 @018. The scores of the

disclosure items were com mtwr es rcheréénd Researcher B to see the
scoring consistency. T%Zs coni‘i ent i :Dlerabo significant difference between

the score coded by archer f earcﬁB. The score results of annual reports,

Shariah governance, M i 'ariartvjéfe compared, and the scores obtained by
¢
Researchers %B were Si r.’A tt;a reported no significant difference (p-value
% NN
> 0.% een ﬁé;}}er @d Researcher B’s scores, indicating that the

ev disclosure items ar c%‘réble for application (see Appendix A2).

o

GE Data Analysis Tools
This study used the SPSS for the data cleaning procedure and descriptive analysis

and converted the file to a subsequent analysis. This study used the SmartPLS
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multivariate analysis using the SmartPLS 3.0 software to analyse the final data. It is
noticeable that this tool consists of two assessments, namely, the measuremen I
and the structural model. In this assessment, all the items need to meet @khold
values of each assessment.

Several statistical tools can be used to achieve the objective &h?study. This
study adopted the Structural Equation Model (SEM) to invgstigate’the relationship
between endogenous and exogenous variables. It isa com y;:p‘lth modelling or
multiple regression and factor analysis. SEM is the secondsgener ioWriate data

analysis method often used in social science research

t the theoretically ‘K@‘gted
linear and additive causal models (Chin; Haenlei pIKét as cl@?n Wong,
2013). The second-generation analysis rew he @\E ablllt@X.est multiple
regression or equations simultaneou % of testi n@‘ple regression by

using the SPSS in the first-generati alysis \BZ?& @II, 1982; Ramayah et
N

—

al., 2018, p. 3). This study appl EMQ’LS, hich 120 es on analysing variance
using SmartPLS. ‘ '\A
mo |§ urement and structural models

SEM consists o% relate

(Ramayah et al. & pp. 8l1 . Th (measurement model, also known as
or

confirmatory f IyS| e constructs or latent variables that the
model uses IIoc es 0 er&ed alables to each. The assessment for the
measur deI go ?Jgh t steps Since all the constructs in this study were

@Aas reflective, the @(Jrement model test assessed the convergent and

ant analysis. This assessment was carried out repeatedly until it reached the

G hold value.
The structural model, also known as path analysis, defines the latent variables'

hypothetical relationship (Hair et al., 2006). The structural model enables the researcher
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to determine the model’s capability to predict one or more target constructs (Hair et al.,

2017). T

Furthermore, this study applied the PLS SEM for following reason{%ht al.,

2018): A

1) When the analysis is concerned with testing a theoretical fram QOI’[( from a

prediction perspective.

2) When the structural model is complex and include onsructs indicators
and/or model relationships. \d
3) When the research objective is to better unde increasin nﬁl@by

exploring theoretical extensions of establi or% torygﬁ~ arch for
y w@red constructs.

a@?pes of data artefacts.

6) When the research is ba%ec:%/?hwako , which may lack a

comprehensive subst on 'h rounds of mgasurement theory.

theory development). 0\

4) When the path model includes

o
8
é"
3

5) When the research consists nC|aI ra |
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3.7.1 Measurement Model Assessment

Convergent Validity :

Internal consistency

| 4
* Cronbach's Alpha » Factor Loadings
» Composite reliability I > = Average Variance Extractive
(AVE)

[ Y. '

Discriminent Validity
« Fornell & Larcker Criterion \d
- Cross Loadings ’
* Heterotrait-Monotrait Ratio ' C}Y'
of Correclation (HTMT) -\
4 b R
N

Figure 3.2: Reflective Meawzt Mo?el essmg@r

el e

The SmartPLS initiated with a me emeqt\m reigto a confirmatory

factor analysis (CFA) and confir hm&a%y is @5&). CFA analysis refers
%ah #8‘,‘ pAg.z he metrics applied in the

CFA for the measurem there:') Int nl I %!%t\ency (reliability) to determine

the construct reliability, such'as C%aﬁajﬁné@}]d Composite Reliability values, 2)

Convergence val'@bass con rgen@dity involves the value of Average

N
Variance ExtEMA )ean h)glva@%»bf Outer loading (item loading), and 3)

to confirmatory factor analysi

discrimin ity forreflective i ors involves three criteria, namely, (i) Cross-
:

loadin w(ii) Forn -Ldrck%‘ahd (iii) Heterotrait-Monotrait Ratio of Correlation

(H%. eanwhile, the Cac!? in the measurement model consists of convergent

o%w

and collinearity VIF.
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3.7.2 Structural Measurement Model

Bootstrapping | Level of R?

Collinearity issues
procedure

Predictive

Effect size 2 > relevance Q7 \d
®

Figure 3.3 presents five steps fo\%
study. The structural model reunes

relevance of the structural

hypothesis and the won hli) \MQ

study also asses{&me - tio

!
Hayes (Rama%t al., 20‘18 e t"{?

Preache/and"Hayes tec bn_i#s. $
4
N

A O
: Nter Summary

: This chapter discusses the research methodology and methods before embarking

the empirical investigation. This study is descriptive and has hypothesis testing using

the inductive approach. This study developed the disclosure items based on the
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guideline and the analysis from the previous study. Thus, the content analysis and

disclosure items adopted in this study were based on the self-developed dis
items. The disclosure items were used to measure the extent and quality a%\sure.

A five-point rating scale was assigned to score the level of annual rep losure of

each item. At least three experts have validated all the disclosure” items. Before

proceeding to the actual analysis, the data had been fixed Milot test, which
: )i g

indicates that the Cronbach's alpha shows more than 0.7, i thrt the disclosure

items are reliable and acceptable for further data collecti \d
| 2
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