CHAPTER 2

¥
LITERATURE REVIEW A
N3

2.1 Introduction Y‘

This chapter reviews the previous studies on_‘governance practice and

performance of firms, specifically in Islamic banks, to identify t g%e ex'@ting
| &
literature on Shariah governance. This chapter esizes the Shariah q‘%‘v\’ernance
? 4

mechanisms and Magasid Shariah and the medi&’s’un M dicat impact on

the Islamic banks' performance. The re Mis chaptemgdas le {providing the

guidelines regarding the theoretical poi%e? P
hypotheses. >’ &
yp ) o 0}

q
This chapter is divided S: ¥ AQQ]—
Section 2.2 discusses rporate g anc@erview that defines corporate

N
governance and its rolesin org%’ o‘C}/

Section 2.3@5 Sha‘iah governa e&ractices by IFls in Malaysian, in terms
of the guidelines, s, and reg t'l'dws @‘%Sharlah governance in Malaysian IFls. This
section ca@ree ?ti ns, Mrhich are 2.3.1 Shariah governance practice in
Malay. W—higﬂli tingthe‘Qegulation, framework, and guidelines, such as the

N
Sh& vernance framewor the BNM, Islamic financial service Act 2013, and

A

uidelines. Subsection 2.3.2 is on Shariah governance and performance of Islamic

Oks, and subsection 2.3.3 summarises the Shariah governance literature. Section 2.4

is on Magasid Shariah overview, which discusses the Magasid Shariah and Islamic



banks' performance and also the integration between CSR elements and Magasid

Shariah. Yv
\anks

Section 2.5 discusses the Board of Directors and performance of Is :
while 2.6 discusses prior studies on the financial performance andﬂk.lrements
Section 2.7 summarises the gap. Section 2.8 contains the underpinningﬂo‘ries, namely,
the Intellectual Capital model related to the current study, and the stipported theory of
the theoretical framework. The present study identified dz;u':al frameworks:
The stewardship theory, stakeholders’ theory, and legitimacy th ectlon 2.9
presents the hypotheses of study, while section 2.10 nts the re clj fr \Work

based on the literatures and theories. Section 2 arlse $ thy pte(5~

2.2 Corporate Governance Overv

o
3}
O

Corporate governance is th

yMco p\ s are directed and
N
controlled. Scholars give vau%lnltl&ws 0 rporqcéj governance. However,

corporate governance has ee\hd in an or@ization to govern the entire

organization. Corpora ance is #e'c@atlon is directed, administrated,

and controlled, of whi hthese? \h@

oméﬁws goals and direction.

The origi &1 L erna was derived from the Greek word

"kyberman" % means to eef 'gdj(a? or govern, and this word in Latin means
"gover % goné?nor " However, the definition of this word has
e%{n different ways b%d‘?;ferent organizations (Tapanjeh, 2009).
CD (2004) defines corporate governance as:

E "The system by which business corporations are directed and controlled.
The corporate governance structure specifies the distribution of rights and
responsibilities among different participants in the corporation, such as
the board, managers, shareholders, and other stakeholders. It spells out
the rules and procedures for making decisions on corporate affairs. Doing
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this also provides the structure through which the company’s objectives
are set and so are the means of attaining those objectives and monitorin
performance” QY.

Meanwhile, the Malaysian Code on Corporate Governance (M@OZD

defines Corporate Governance as: A

"The process and structure used to direct and manage the busifiess and

affairs of the company towards enhancing business sp

corporate accountability with the ultimate objective of realizingdlong-term
|%3

shareholder value while taking into account the interest of other
stakeholders". '

Corporate governance is also known as a system re t M has been

nd laws pl dby.&ﬁe}‘zn'ajor
Ds, dn managers. These
i

ctiom admiu,@bnng the daily
operation, and controlling all its actikcs.‘a)rporate nar@%i)vers the duties,

obligations, and rights of control, a%ects the\pog%' @e primary function of
‘% 2

directed, administrated, and controlled based on the p

players of corporate governance, shareholder

corporate governance is to di the duty te the icipants involved in the

corporation, including B \sﬁkrehll S, anagg“ and other stakeholders. It

specifies the distributi ights andfresp sibi@ among different participants in
’ 4 $ &
gerséafeholders, and other stakeholders. It

spells out the r% pro r ma@f decisions on corporate affairs (Wanjau

¢
etal., 2018) parate govern ceéII(Q/\_IJs he participants to communicate amongst the
NN

membe% har 15 respsﬁ?lbilities. Usually, the participants of corporate

ovg&e in a corporation @?&t of shareholders, management and the BOD, the

r%ﬁms, employees, suppliers, partners, customers, constituents, and the general
0

unity. The participants will support each other towards the business corporation

the corporation, suchsas the Bi)

«Q

grab the opportunities and interest.



Corporate governance initially addresses the conflict of interest between
management and shareholders (Jensen & Meckling, 1976). However, co
governance has a broader scope to ensure a corporation's sustainabili@lays
different roles to ensure a company's success (Abu-Tapanjeh, ZHG&A robust
governance system can withstand the economic crisis. It is due to congovernance
principles benefitting from the economic ups and downs withqut thetdissolution of the
existing corporation (Wajeeh, 2012). Moreover, it Q?;g ificant role in
macroeconomic stability and provides the appropriate r rces orWic growth

Yw

and social welfare (Haddad et al., 2011). | _\C}

nvﬁ\ve'd i com@ﬁes such

ou‘me Inter oébnal in the UK
and US revealed the scandals, coIIaps@uds that the@‘!’ldwide corporate

governance issues. These corporat%s can @te ji(}lack of transparency
N
and inadequate disclosure of th%ny’s%sult Mhanlti?et al., 2020).

The crucial objecti \col
accountability and tra%w for

Numerous studies discuss corporate fail

0

as WorldCom, Enron, Parmalat, Bank of Crédlit,

over GQ% is to ensure corporate

se i :/‘dlvab‘n the policy implementation of

organizations throu echani f WI|| r principal-agent conflict. Corporate
governance |s e se | ed in the policy implementation of
organizatlo 0 gh st[ {} | reduce principal-agent conflicts (Wanjau

.

Y'

etal., 2% b o
A &
closure and Transparency
0 The academic and market regulators broadly recognise corporate
ansparency as the crucial element resulting in the numerous rules and
regulations introduced overtime to ensure timely and reliable disclosure of
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financial information, creating standards to which companies must adhere
(Wanjau et al., 2018). Yv
Disclosure and transparency are the significant elements emphasns@)}

Islam. Allah SWT mentions this as in the following verse: A

"Not upon the Messenger is [responsibility] except [for] notifEtion
And Allah knows whatever you reveal and whatever you cenceal™(Al-

Qur’an, Al-Maidah 5: 99)°
Transparency is defined as disclosing the informatiQrin ZVeaVng the relevant

company's information (Nur'ainy et al., 2013). Disclos f thejin n such as

the company's activities, operations, and transactlo@aws the p b @n the

essential information for decision making ncu{qygorporate
governance disclosure could mitigate the in ation y bet@» shareholders
and managers (Darmadi, 2011a). For wa rs, @eholders, and the

public are always concerned abou%corre(m information concerning a
% Q N

company's investment decision ). Therbanks disclose the information

and transparent in business MI atl € people eﬁ}galn the trust and confidence
anki

of Muslim consumers % slamic %fn ions (Haqgi, 2014).
& . .
Furthermore, &Qscl \)& ead gbe business activities conducted with
justice and hon hari 13). ould also enable the firm to avoid fraud

or dispute affg rans ctl n eféc@? Reporting all activities in the annual report

allows % mer§’ W aﬁ&\ evaluate the level of assurance in the bank’s
aidh,

ope The study of perform%'rée conducted by Bijalwan and Madan (2013) shows

t?mlransparency and disclosure level contribute to better corporate governance and

2 Al-Qur’an. Al-Maidah 5: 99.
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performance. This study shows a significant relationship between transparency and

shareholders' rights and firm performance. T
Disclosure and transparency reflect the level of confidence and i@e the
firm’s performance through financial performance. In the context of te social

responsibility, disclosure plays a crucial role in ensuring corporaté transparency,

developing corporate image, and providing helpful inforgation¥in deciding for
investment purposes (Aribi & Gao, 2010; Gray et al., 198 r‘ et 1I., 2020; Patten,

1990). Strengthening the disclosure in reporting on th rpor e‘ab«gdnce might

‘X
eliminate the business failure that signals the sta , especi II)I r‘&éaators,
regarding the status of the firm, and may also i atia@/mmetry

Y.

rehol and minority

shareholders (Haat et al., 2008). \ 6

Hassan (2010) states that ther(ﬁimitatio\xﬁgan @rcy in several aspects:
the IFIs in disclosing the Sharia%natio the right to atpss the document, and the

necessary information and % ca'I .
(2013) on the extent o% iah g(‘)‘ rna f‘ Fep@‘ng on the disclosure, where they
&
found that only ab(ﬁ\S? perieg e Isgiﬂ banks disclose their annual report
activities. This 5@!30 i at @*30 percent of banks confirmed that the
R T
review process 1S Based jon va aﬂd @ le information against the Shariah review
N
standar% ed by FI sinc{?ﬁis standard is not being applied in Malaysia and

Indm& \C.}'Y.

\M-Tamimi (2012) revealed that the effects of corporate governance on
& rmance and financial distress have a significant positive relationship between
orporate governance practices of UAE national banks and disclosure and transparency.

This result has proven that the UAE banks are aware of disclosure and transparency.

Y/

&
ilar 3@ conducted by Amalina et al.
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However, this result indicates an insignificant positive relationship between the
corporate governance practices of the UAE national banks and the level of perfofv&
Another study conducted by Bijalwan and Madan (2013) shows that the @ency
and disclosure level contribute to better corporate governance and peﬂ';wnce. This
study shows a significant relationship between transparency and shargholders’ rights,
and firm performance. Hassan (2011) found that Islamic_finamCial institutions'
disclosure and transparency practice is still low, and the in me s to improve to
maintain credibility and accountability. Hassan (2011) a rgue tw is a need

@

for the Shariah board to enhance the technical and legalitysof Islamic fi

especially in Islamic values, ethics, and the va d on sl
The need to improve the internal code of cmu\c} r thﬁ Shariah boaé\;z;l enable the

firm to strengthen Shariah’s complia spats and fin

and credibility of the IFIs. Moreov@ysparenc\ldﬁ%sc

the Shariah governance framev\%()nsta'ﬁtly i

investors’ decisions, and s@icel Ider; reholders, and the general
public are always cont%o er the corre a}n’d @Iy information about a company

enh <<the: performance
O

g@?are essential parts of
N

acts EQ st of capital, reputation,

'3

&
for their investme'&?ons( \\2 14).%(./
In IFls, th@ nd i 'se tht‘éﬁériah governance policy and practices in
J ‘

the annual r . The element féhz{ijgl?governance are required to be disclosed by
the boa&vem t fountatﬁ.ﬁy for Shariah governance implementation, and
the IEI’Stoverall compliance V@SY;ariah. Furthermore, the disclosure required by the
is related to their responsibilities towards Shariah governance and their opinion on
he'state of the IFI's Shariah compliance. (BNM, 2019). Consistent with the legitimacy
eory, disclosure is considered as a critical element to gain public confidence, which

is aligned with the aim of Islamic banks to provide services and products based on
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Shariah, which is in line with Muslims' need to fill the obligation of Muslims (Ahmed,
2011). Knowing that most Islamic banks’ customers are Muslims, Shariah com?!e
in the bank’s operations, activities, and transactions are critical to ensur@amic
banks genuinely serve them in alignment with the Shariah principles. A

On the other hand, the information concerning the Shariah contract, the reporting

of non-permissible activities income or source, and the za thution or other

corporate social responsibility (CSR) program conducte co'npany are also

irwual report
.y

allows the customers to review and evaluate the le f assurance. It kl@s the

importance of the banking sector in convincingﬁ;g eh% rds @apability

of the institution. \, u\
The legitimacy theory explains \ islaic banks to @‘nd on society and

the public to realize their businesﬁ%s (Zain \bgull *2019). In this effort, a
N
business organisation focuses %ublicﬂto b ware(:?t?weir business and attract

them, where the demand 'h]d ifiSes the re@és, such as natural, human,
supply, and demand. & cruTilecénsibr the needs and interests of the
community to ewey feie M Wle(j%) in supporting the business of an
organisation. D&% thewi ion @%éd to activities, particularly community

i
¢
activities, pr &@evid ce_t e{)u lic'that shows the appreciation and the welfare

NN
of an o% ion. Iff ret ’it Wﬂéarengthen the transparency policy, improve the
repgﬁh and meet the need @’lnterests of the community. However, the challenge

significant to attract the customers. Reporting the bank’

i ilure to meet society's expectations of its propensity can trigger unforeseen
ctions against the operations and cause restrictions on its resources and demand

usoff & Alhaji, 2012).
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2.2.2 Accountability

In Islam, accountability is related to the Divine law, Shariah, as stated in t
Quran. Accountability has been repeated several times as hisab, referring@hms’
obligation to perform their responsibilities and duties in fairness and justice, They will
be held accountable and responsible for each action performed. Y'

In business activities, Islam teaches its believers to conduct th iness following

Shariah principles such as honesty in every conduct and idi fra':d. The verse in

in the canlah SWT
o

curses the traders who reduce the scale. In addition, ctivity rega e, e@;ry is

prohibited, as clearly narrated in the Quran: P 4 \)Y'
“Those who consume interest cannot i@t.h a\esur@ﬂ
except as one stands who is being bgat Sa insanity. That is
because they say, “ Trade is [just]ihi %rest. So er léeceived
an admonition from his Lord an%s may hav t is past, and his
affair rests with Allah. But er retu 3 'Ph- interest or
usury]- those are the comp%’ ns_of the<Fi Wil.r;%‘ide eternally

t 3
therein”. (Al-Qur’an. Al- 2:275)° 9% (8‘—
N %j N

Accountability in usWealin ist v' id@oubt, injustice, and deception.
In this regard, the business tiviie\ eaﬁ(ujf;d by the concept of tauhid, ihsan,

and tawakkal (Le& 6). @hat, t)@'bly Quran signifies that accountability

is crucial to b@ed the tr s’aln@guﬂen dealing with people. As narrated in the
&
? > -
k who ha ellreved'nghen you contract a debt for a specific

%n, write it down. An a scribe write (it) between you in justice.
no scribe refuse to Write as Allah has taught him. SO let him write
\ond let the one who has the obligations dictate. And let him fear Allah,

his Loard, and not leave anything out of it”. (Al-Qur’an. Al-Bagarah:

§282)4

3 Al-Qur’an. Al-Bagarah 2: 275.
* Al-Qur’an. Al-Bagarah 2: 282.

Al-Muthaffifin from the holy Quran mentions the cheati

R —

Quran:




and

“To Allah belongs whatever in the heavens and whatever is in the
earth. Whether you show what is within yourselves or conceal it, Allar\
will bring you to account for it. Then He will forgive whom He wills

and punish whom He wills, and Allah is over all things competent™.
(Al-Qur’an. Al-Bagarah 2:284)°

They contend that the accountability in IFIs has profound ‘implications for

corporate governance. Accountability in an organisation is iEN‘uanism and the
their

business process that ensure all the managers can con d'Jties and make

s, | Iswsure that
AT

ust be consi n[a@lpful

decisions accountable (Magalhaes & Al-Saad, 2013).

management, reporting, and the entire business activi

in assessing the level of accountability and

I % with the bank’s
activities following Shariah requiremenw ebyv‘incr ing Yc.ommunity’s
confidence level in IFls. \:>

S
Y
&)},

2.3 Shariah Governance

(7}
Shariah is defined a ‘Mai[ ¢ aterin@lace’ or ‘the straight path’.

Technically, it is deﬁn% laws that Gofl révealed to Prophet Muhammad (PBUH)
4 b 4
: 1@Hilmy & Hassan, 2019). Shariah

governance refers to the str proﬁto ensure compliance with Shariah rules
i
¢
and principle%.‘shi (20 At f%a to a set of institutional and organisational
<hv o
arrange% d th nitoring aspects of Shariah compliance in IFIs (IFSB, 2009).
b

A pm&Shariah governance @ﬁework is crucial to differentiate between corporate

in the Quran and nah (I\/‘

ce in Islamic institutions and conventional institutions, besides enhancing the

6 idence of stakeholders, mainly Muslim stakeholders.

% Al-Qur’an. Al-Bagarah 2:284
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Hasan (2012) emphasises that corporate governance in the Islamic perspective is
faith-based rationalism, which consists of akidah, Shariah, and akhlak as eplstewa!d
the welfare of people as a corporate goal. Choudhury and Nurul Alam ( fme
corporate governance by combining the epistemological foundation anﬂ';\(unctlonal
ontology of the Islamic worldview of tauhid that is,

..immersed with corporate social responsibility in the lig of the

moral law of tauhid and its continuous recallinggin processed

functional ontology of the evolutionary learning syst eu |ty of

knowledge involving a decision-making by th
driven by tasbih; that is the discourse induced by mor

Shariah governance embeds the Islamic s and ‘%m hasises eg%l%l-lty and

?geQ gM igzns belief as

the highest level related to the faith toward Creator, (

worship. This spiritual aspect Ieads the le K?

es. &k)a so motivates people to

justice. Shariah governance includes the additioa laye

S s a symbol of

transparent, honest, fair, and just m|
work harder to accomplish thQKE life se plesﬁnpe from God and happiness
[ %
Shariah compllance i Islark |9'tIQ)<ey feature of Shariah governance
@
(Mollah&Zama 01 emphasising the Is@c principles and its values in a business

transaction, s h he prohibi n’bf nlavvful source. These principles provide
Iegltlmac@lc banking practi hich Islamic banking needs to abide by the
Sghies n’
hariah p nt

lesin th i org‘Qmsatlon (Chowdhury & Shaker, 2015). Lacking in

in Hereafter. '

dek e Shariah non- coh(';f‘lant elements can jeopardise the existence of the

%IOH and expose to the risk such as fiduciary and reputational risk (Chowdhury &

onaker 2015).



Shariah governance promotes high ethical conduct, high accountability,
transparency, fairness, and responsibility towards the oneness of Allah. The one
Allah or tauhid posits that the human activities and actions are united t\gion,
whereby humans are responsible and will be accounted for their effort. Mé@ws believe
that God will account for every action, and this belief encourages Wto produce
better performances when such a belief is implemented in the anernance (Obid
& Naysary, 2014). The concept of tauhid urges Musli du?t their business
activities ethically and responsible on their duties in with hw‘teaching
(Kasim et al., 2013). | _\C}T

This principle is consistent with the ste I th% ucingjﬁ'e tauhid,

y

Khalifah, and brotherhood concepts. Khalifah refers toot‘he rd me@t carrying out

e r@?es disclosure and

the duty as a steward by recognising t orporate gove

addressing accountability as an ob ek@.‘, 2015). Stewardship

N
theory encourages the manag% @Nard should know and

understand their responsibilit ir roleS™ to enhance organisational

performance. %

In Malaysia, wre re? t Shariah governance. The Shariah

'issuer:}%ﬁﬁf the Shariah Governance Framework

éo@nce Policy Document (SGPD) 2019 by the

NN
% i cuEn\prehensive guideline for IFIs towards the

imphﬁation of Shariah g@ﬁnce. The SGF emphasises the roles of the Board,

Xthe management concerning Shariah matters. According to the SGF 2010, IFIs
& Id have at least three SCs to function effectively. In addition, Abu Samah and
assan (2014) state that there are three critical features of Shariah governance practice:
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Institutional/organisational arrangement, effective independent oversight (supervision)

on Shariah-compliant, and Shariah pronouncement, dissemination, and Shariahw!n.

\
=5

Shariah
Governance

. \z.
N
Stakeholders é ,J Y:{’)

Economics and
Social
wellbeing

lq i ; ‘ A
Figure 2.1: iah Gevernan Strué@re
“« Q-
\% S’"
N

Figure 2.1 showserpoate gove ;c?rqm 6 lamic perspective derived from
tauhid as a spiritual, value=<Ta && ig{'é}tomponent in establishing Shariah
governance (Md&h‘ Shafii 18), e shura is the system in corporate

NS
_ N O . :
governance t and'to'ac ea mﬁfgal agreement. Tauhid refers to Allah’s SWT

Oneness &I‘Eunt};\t n of | an@hut the faith of Muslims, guiding the Muslims
&lhe T
th

throug ivine law. Tauhi&’@(.js the Muslims to understand and believe in the

Shura '

exiStence of the ultimate judg}which is Allah SWT rather than a human judge. The

reme judgment is the day of judgments (Yaumul Qiyamah) in Islam. Belief on the
S

gment Day is one of the pillars of Islam; Muslims believe that, during the Judgment

Day, humans will be held accountable for their actions, and it will be decided whether
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they are to be rewarded or punished according to their practices (‘amal) during their
lifetime (Md Zain & Shafii, 2018). This belief guides human to avoid evil an?'ﬂo
good deeds in daily life. This value also encourages people to prev@hical
behaviours and leads them to seek forgiveness for the mistakes ey have
committed. Such value leads them to perform their duties w onesty and
trustworthiness in organisational practice. V

The concept of tauhid in Shariah governance practi Xd-thf people toward
high ethical conduct as Islam provides the code of conductsor all nw;l'his code

of conduct follows Shariah or Islamic law. As derive the haly arfa dith,

i a!T s. In_the business

njeh,é(g; According

to history, unethical behaviours cause coIDpse of sev con@‘fes.

Islam encourages and motivﬁ,saople to\rk%ar FA( achieve success and
ﬁy N

emphasises a high work ethic%uctinﬁ busipess (@?l et al, 2016). A proper
governance system is influ@ hig[ ral'and e@ practice in the organisation,
as Muslims believe e n ac‘t‘i g.y?e‘\‘/\’ar@according to their deeds. Allah
&
“And forsall arendegr i ositi h‘a‘(esulting] from what they have
done. Lard ds no liplawué-df what they do” (Al-Quran. Al-
An’am 67132)° (_}
Q Y
’ <>
u must ca od{thel’R’duties correctly be highly responsible, honest, and

S’
tra%e in all activities. The proper conduct in an organisation can be related to high

§nance in the business environment.

~—+

Shariah law contains all prohibitions and enco

environment, ethical conduct is of utmost i

N}

SWT mentions in t oly qul

& Al-Quran. Al-An’am 6: 132.
30



On the other hand, shura is the system introduced since the prophet Muhammad
SAW chose the khalifah (leader) to lead the country. The concept of shura |Vﬂm
allows the members to select the best leader to lead the organisation. T@m IS
based on a consensus among the members in making the decision, wméns based on
the discussion and approval. Shura has been implemented and appm one of the
pillars in Shariah governance. The Shura system is represented by scholars who are the
the Islamic thinker and experts in Islamic principle (Bukha dti) This expertise

is cucial that has been highlighted in the Shariah gov ce fram where the

appointment of SCs are among the scholars will ens bank’s acti tlis @N the

Shariah.
In Malaysia, IFIs are required to mﬂw;Shav\ah ernan,é)ractlce based
on the Shariah Governance Framewo& hEF)ZOlO an th@%inah Governance

Policy Document (SGPD) 2019 b BNM. rAftJes a comprehensive
guideline for IFIs towards t men tion qShgfgt? governance. The SGF
emphasises the roles of the rd, concernlng Shariah matters.

According to the SGF % S Sh0:1‘|
In addition, ther’@ee cr't
institutional or akganisation

compliant, EE |ahp on u en{entcj} issemination, and Shariah review (Abu Samah
0 ).

VhJ t'l e SCs to function effectively.
ures arlah governance practice namely
ment(gﬁ‘éctlve independent oversight on Shariah-
& Hassan,
arlah Governance Practices in Malaysian IFIs
Q The establishment of IFIs has fulfilled the Muslim's needs towards a religious
equirement by providing Shariah-complaint’s products and services. To enhance the
credibility and consistency of IFIs towards Shariah practices, the SGF has been
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developed by the BNM as the guidelines for IFIs as Shariah requirement. This guideline
provided for the IFls, is to ensure that all Islamic bank's transactions and awei!s
follow the Shariah. This guideline allows the institutions to prevent the@ risk
embedded in the transaction or in any part of business activities rﬂAgal with a

prohibited element, such as riba (interest), maisir (gambling), and gha% (uncertainty).

It is also to prevent unethical issues or conduct in an organi iNtkunasingam &
Shanmugam, 2004). The Shariah governance in IFls, com S&t.he SB as stated in
the SGF, has differentiated between conventional an riah OWJ Shariah
scholars represent the SSB to advise and oversee Sh matters in eﬁd@‘ﬁ'he

governorship of the Shariah board is to contr% ank’s< ion b&d on the
he 'Sha .

Islamic law (Ghayad, 2008). The membersff t n'ﬁh board are@'usted to carry

out their duties of directing, reviewinN ervising ctiv@gin Islamic banks

to ensure the transaction follows th@siah princi T ,<\
N
In Malaysia, the SGF i d fo? IFI oueniié)that the proper Shariah

governance is implemented. %Th:l e ntati@the SGF in Malaysia is based
td by

on a centralised model% ‘t‘ B ‘,‘{Nh@enforces IFIs to set up their own

i N .
harlgédwsory Council (SAC) of BNM. The

SC according to the fules form

SAC of BNM isdhe highest ive b %erving Shariah matters related to Islamic

¢

finance in g@a (BNM 2{ @ mandate has been given to ascertain the
% NN

Shariath, nt o Pclud@ Islamic banks, Takaful, Islamic financial

busi , or other financial 'n‘s?ﬁjtions that apply the Shariah principles (Miskam &

%2013).

: The BNM has established the framework and act particularly to enhance and
re

ngthen Shariah governance; namely, i) the current policy document SGPD 2019, ii)

the SGF 2010 issued as comprehensive guidelines for IFls towards Shariah-compliant,
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iii) the act provides the regulation and supervision of IFIs, payment system, and other
related entities IFSA 2013, iv) the guiding principle requirement in ccw
governance for the Islamic financial services IFSB and GP8-I, and the g@s for
Islamic Bank licensed under the Islamic Banking Act 1983 that focus&Agprowding
the basis for presentation disclosure of reports and financial statements'of Islamic banks.

Corporate governance frameworks are provided to achieve effectiveness of
the management and ensure the level of accountability in t mtifm to protect the

interest of shareholders specifically and stakeholders akis Was, 2009).
]

_ "9
corparati nﬂg@éthat

er% m m,@Generally

reflect the firm. Therefore, the organisa ilum\ diréetly ret@s.the lack of

governance practice. % CSQ

Thus, the financial institutio rporate \r%g_s _%ds to emphasise that

these institutions deal with ma mangged ffe@a)anks belonging to other
account holders and inve%uk}[ ¥ Zgé In addition, the corporate
governance code of cc% beenprac ‘e‘d b)b(her international Islamic banks,

mainly in Islamlc\trlesl de gﬁges the guidelines to protect the

However, as corporate governance mechanisms moni

good corporate conduct are practised, the lack

stakeholder’s 1 'IS is aj‘ﬁar to the State Bank of Pakistan (SBP),
which prov ort d!’erU e code of conduct to establish financial
|nst|tut| provid reh ve guidelines to the BOD and the management
(Bu tal ., 2013), \/

G

N
§
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2.3.1.1 Shariah Governance Policy Document and Shariah Governance
Framework (SGF) by Bank Negara Malaysia (BNM)

In Malaysia, Shariah governance practices in IFls has been guided byKROlO

and currently has been superseded by SGPD 2019. Shariah governaﬁe guidelines
provided to ensure the entire business operation complies with the S?%Likewise, a
manager in Islamic organisations extend the responsibility 4owards the Shariah

principles rather than maximise the shareholders’ profit a th%ation (Bukhari et

al., 2013). However, Shariah governance practice is e | toven rle all the right of

stakeholders are protected that can maximise the shareholders? val Weana'r by
o _ / _@

protecting the interest and rights (Hasan, 2009c). T
Recently, the Shariah governance in Malaysia has M sitive@elopments

that-are reacted by the BNM. BNM, as th(reﬁ ory my, tinu&ﬁenhances and
y t&Qure strong Shariah

practices in IFls. This enhancement of >haﬂa&%’n cea)va proven by the BNM
gé 2

q Q—
010. F roviﬁ@sound and robust Shariah

governance that requirei th?l?to adtptt 'ra e@k as a guideline. The Shariah

board is mandated to monitorthe 'K atb(rglj the SGF; this function is to control

the Islamic banks'@tio@ entir ration operated based on Islamic law

. N .
(Ghayad, 200 NSh iah bo dfri]er@g%d are entrusted to ensure all the transaction

conducted ing ye hari y directing, reviewing, and supervising the
(

4
activi '%amic banks (BNM, 2011).

S

\ wing that, the BNMs initiative is continuously presented according to the

strengthens the Shariah governance syste rough its

D

through the implementation

‘%e of the Islamic Financial Service Act (IFSA) in 2013. This act was enacted

Oder Malaysian law to provide regulation and supervision. Meanwhile, in 2019, the

BNM is again enhancing the Shariah governance position as an essential element in IFIs
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by introducing a new policy document known as the Shariah Governance Policy

Document, effective in 2020. Yw

Shariah
as overarching principle in Islamic finance
BOARD RISK BOARD BOARD AUDIT
MANAGEMENT Overall oversight on COMMITTEE
COMMITTEE  —» Shariah governance [ ‘
SENCAS 3 ot SHARIAH COMMITTEE
‘¢— Oversight accountability on
A ‘ . - 4 Shariah related matters . A
T IYYY)
MANAGEMENT vl
* Ensure executions of business & operations ' -
are in accordance with Shariah principles j ]
* Provide necessary supportto the Shariah (4"~ | [ teommmomeemess 1
Committee :
a4 3 5
—— ar i i
Management Control Function Function Function
Function Review business Conduct in-depth Shariah Provide independent
Identify, measure, monitor, operations on regular basis research prior to assessment & objective
report & control Shariah 1o ensure Shariah submission to the Shariah assurance designed to
non-compliance risk compliance Committee value add & improve IFI's
compliance with Shariah
R

| Shariah Compliance and Research Functions
\ \f ‘0
%Q EI D} 2: SI@] Governance Framework
T@or IFIs was demgne‘d%ﬁd established to meet three main objectives:
% Sets out the bank’s expectations on an IFI’s Shariah governance structures,

processes, and arrangements to ensure that its operations and business

Source: BNM (2010)

activities follow the Shariah.
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2. Provides comprehensive guidance to the BOD, SC, and management of the
IF1 in discharging its duties in matters relating to the Shariah. T
3. Outlines the functions related to the Shariah review, Shariah aud(;%hh
risk management, and Shariah research. A
In addition, the BNM emphasises that the SC members and Shariah function to
enhance sound and robust Shariah governance. Based on the Shariah Governance
Framework model, there are four Shariah governance funetions under the Shariah-

compliant and research function. These functions are: ‘\d
"X

1. Shariah risk management and control functi ' _\C}

en% ticallx\,r measure,

monitor, and control Shariah non ceoTisk miti%“e‘gny possible

non-compliance events”. ) 6

“The systematic approac anag@%h Qn'\-%ompliance risks will
N
enable the IFI to cor\é operations and zﬂ&@ties effectively without

exposing the IFI t Xptal’
2. Shariah rewe%t ' 0’

Shariah risk management is “a functi

>

v,

“The Sha Qb\rewe 4 refe“ a regular assessment of Shariah
compl &the \&nd p%“atlons of the IFI by qualified a Shariah
offi en re th hga(tjt?les and operations carried out by the IFI do

travﬂl the @aﬂah” The function involves examining and

aluatlng the IFT’s 1 (L%“'of compliance to the Shariah, remedial rectification

%\ measures to resolve non-compliances, and control mechanisms to avoid
recurrences

Q 3. Shariah research function:
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The Shariah research function “refers to performing in-depth research and

studies on Shariah issues, including providing a day-to-day Shariah ad\wa!d

consultancy to relevant parties, including those involved in @mduct

development process(es)”. A

4. Shariah Audit function: ?
“The Shariah audit refers to the periodical assessment cMed from time to

time to provide an independent assessment an ective jassurance. It is

designed to add value and improve the degree omp 'arw‘ming the

IFI’s business operations, with the primary ive of jensuri g’a Eﬁr}g'zmd

effective internal control system for Shasi m% & \3-

N ap S
Therefore, the implementation o@ by the B ffe@'ﬁe IFls by guiding

this institution towards the Shariah nanm&vw ,<\

N
In 2019, the BNM issued%]olic document %zgt?ariah governance named
Shariah Governance Polic mel 20 q’eplacing the SGF issued in
i PDJ2019

October 2010. UnIike% , the“ 2 @vides more precise and detailed

N
201go)strengthen the Shariah governance

guidelines and dire€tion than It

(Kamaruddin w 19):
¢

accountabilities onithe BOD

i 'cally(:j&e' policy document enhances oversight
Jndé{%r important organs in Shariah governance.
o

Anothe@l(m, t relat e SC's_objectivity in order to support sound decision-

ma@d robust internal co systems for effective management of Shariah non-
nigt

@nce risks (SGPD, 2019). This policy document also emphasises the need for
t

0 demonstrate that the Shariah governance arrangements operate effectively and

Qppropriately to their size, nature of business, and complexity of activities and structure.
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2.3.1.2 Islamic Financial Service Act 2013

Malaysia has placed the IFIs in significant roles in the country. The
development of IFIs shows a remarkable achievement through their business |t|es
such as providing their services to individuals or corporations. The @&hment of
IFIs is also to fulfil the need and obligations of Muslims. The existence'@f Islamic banks
has contributed to the economic development in Malaysia a dNance the social
economy. The legal framework has supported the implem y:ﬂ Is to ensure the

operations are following Shariah in all aspects. ‘\d

The Pre-2013 Malaysia legal provision is based e Central k#o@aysm

Act 2009 (Act 701). This Act stipulates the est\ hau%mdwsory
Council and the roles of the Shariah Advi ncib\to cary OUI,@NY;UI‘]C'[IOHS to
ascertain the banks’ compliance with @ah Befor t, t@al provision was
based on the Central Banks of Mal ct 19 $09 ,Q\rs act was amended in

2003 by enhancing the posmor\éhan% Advi ory |I under the supervision

of the BNM. The amende wdl e new pr n with the establishment of
16B. Theac

the Advisory Council |%

er bllshed as the authoritative body

towards the Islamlc for Islain ng bu s, takaful business, Islamic financial
business, Isla de 'C|al ess or any other business meant for
Shariah p |

T% sianfl tem enacted the Act, specifically for the institutions

prow}hlslamlc financial se \(u\‘yb’(lFSA) which came into force on 30 June 2013. The
I s placed IFIs as a platform for empowering Islamic economic systems in
ysia towards the sounds Shariah compliant system, encompassing the banking
stem, takaful sector, financial market and payment system, and other financial

intermediaries. The provision was enacted to promote financial stability and Shariah
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compliance for IFIs. The rules related to the Shariah governance in this provision under
Sections 30 until 36 of IFSA 2013 highlight the requirement for the establishmeYFGC,
the appointment of SC, duties and responsibilities, and the cessation of n@%& of the
s =N

The IFSA focuses on transparency, accountability, and gow€rnance in the
management and operation of Islamic banking in Malaysia. This currént legal provision
has regulated the SC's specific requirement, highlighted th &Ier'la, and enhanced
the roles and position of the SC as one of the integral partsyof the o:?rpapdiliskam &

ibility of th C]tclﬁe)\‘jt' the

u% & N@G Rashid,
codmgh‘éihe Shariah-

Nasrul, 2013). This regulation has increased the res

same level as the BODs and the Senior Manag

2015). In addition, this Act has enhanced S

compliant requirements and enforcingwalties for om@ﬂ (Hassan, 2016).

In addition, this current rule has pla@ore signhﬂlwol mfthe BNM in regulating
N
and supervising financial insti%payrﬂent temstz?ca other relevant entities,

including monetary and m Ntrke]s eillance @mote financial stability and
the Shariah complianc (Thajudeen, 01'4)0
4 f &
Act-alfocat

In Sections N&BQ, th'e gbe Shariah-compliant matters. These

sections interprw aria iamt r@‘(’ement and specify the matters related to
¢
business acti %Whil th cfic éﬁ]‘a?iah Governance rule has been allocated in
% NN
Section% . The' i gove@nce provision emphasises a strict requirement of

the ;&t needs to meet the e@irement as stipulated in the SAC, whereby the SAC

i%\ﬁghest authority for IFIs in Malaysia. Section 30 in this act has provided more
i

ic requirements that require the institution to apply directly to the Central Bank to
stablish the SC. This Section will enable the Central Bank to have the information and

ascertain the proper supervision towards the activities conducted by the institutions.
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Concerning the SC members, this act highlights the requirement of the
appointment of the SC under Section 31 with a cross-reference to subpa
29(2)(a)(i), stipulates that the SC should meet the requirements to be qu@\x SC
members. Meanwhile, Section 32 highlights the functions and d the SC

concerning the ascertainment of Islamic law. This pI’OVISIO phasises the

«g

responsibility and role by exercising the Shariah governance st h|ch binds with
the functions and duties of the BODs and senior officers h;Iah tompliance
In Sections 33 and 34, the Act stresses the cessati f me b!?sqde SC This

mely, lany. e@ who
as.am . In &Ftlon the

tituﬁYn S spon@ directors,
managers, or officers to provide an ac&%d comple cun@ ThIS information

is required to ensure that the SCs their | ffe

Act emphasises a critical requirement for SC membe

does not meet the requirement is subject to ¢

provision under Section 35 is related to®the i

w:\fy Finally, Section 36
N

gives the SCs a mandate to per%w gdgyxphaszsz@e confidentiality matters

between members and the @d tT uld c ct their commitment in good

faith. (') ; ,,j-'
N s
2.3.2 Shariah Q@nce ' erf@'ﬁlnce of Islamic banks

A subst volume of dljterat e(’a)ncernlng Shariah governance has become

NN
availabl% stugies r I that* Shariah governance plays a significant role to

det the performance of mm (Kausar et al. 2021; Ben Abdallah & Bahloul,
Likewise, in IFls, a corporate governance function is placed substantially to
re the management and business operation work properly. The Shariah governance

Iects a few elements: Integrity, transparency, accountability, and responsibility with

the Islamic principles to preserve maslahah for all stakeholders (Ahmad & Ishak, 2020).
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The literature has proven the importance of Shariah governance, which states that the
implementation of Shariah governance to the firm performance shows a

relationship between the SSB and the performance of Islamic banks. A stud ayad
(2008) on corporate governance and global performance of Islamic banfétgw that the
Shariah board's roles in the performance of Islamic banks include theygovernorship of
Shariah board and Shariah board profit. The governorship of t board controls

the bank’s transactions based on Islamic law. They a lwith directing,

reviewing, and supervising the Islamic bank activities sure tth comply
B
with the Shariah principles. | .\C}

In addition, IFIs have additional roles re nciples that need

to respond by implementing a Shariah-compli eir business

activities following the Islamic prinm@Amin et 021@3”% governance

provides comprehensive Islamic p Ies to c e@‘e business operation,

differentiating between Islam%onv&ttlon pract' (Wasiuzzaman, 2013),

unlike the conventional pri k&asej elf- tere houtc0n3|der|ngthesources
duct

of income and how th% Is co ‘."

Concerning th&%)orati ce sy : |t is noted that proper governance

mechanisms |n the rs managers, and dependents in the
corporatlo Ie e e rn{; c{:'(%g -term capital, retention of confidence of
smg

’?«;

flnanC| I eff ver (Musibah et al., 2014). Ho (2005) explains
that orporate governan@‘hld increase competitiveness and enhance financial
p nce. The literature has also proven a positive relationship between corporate

d rnance and corporate performance, consistent with the prior studies (Haddad et al.,
011).
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On the other hand, a study on Islamic banks and the Islamic bank window
conducted by Bukhari et al. (2013) revealed that the most significant d|
affecting corporate governance in Islamic banks is the BOD and Ssqm/
Ghayad (2008) conducted a study on corporate governance and the glo formance
in Islamic Bank. This study analysed the SSB and the performancY.Iaamlc banks
whereby it was found that the existence of the Shariah board the amic bank with
their role is significant to ensure the profit is complyin &h.e slamic law and

indirectly influences the financial performance. Other tharithe SSB, twdiscusses
B

other Shariah governance mechanisms, namely, Sha udit and S 'alj r@'hese

mechanisms are highlighted in the previous guigeli SCF\Q‘O d th@w policy

rna secu@\ the Shariah
governance mechanisms were |dent|fN is study. oll@&g subsection will

explain each of the Shariah mechan identifie w A
q

2.3.2.1 Shariah Commltte ur for

Corporate gov%

maximize the bank' value gll|

document (SGPD 2019). Thus, in this riah’ go

Iosur isa es§er~®' actor for Islamic banks. It could

'3

a se 6;Dru|es and regulations that provide
transparency a ntab aIIa}C%Bahloul, 2021). In Shariah governance,

theterm“SC’ his sous adthe S B”, is an independent committee to observe

the busi ratloyzb_J}ure thé&akeholders conducting the business for the SSB

d ndent boards to mveeI;g‘ate audit, and provide Islamic banks with Shariah

s at ex-ante and ex-post for all financial transactions using a standard policy

6 tainah, 2012).
The SSB was selected based on the qualification and knowledge in Shariah. The

Shariah background is significant to monitor and lead the Islamic banks towards Islamic
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governorship to ensure the bank's activities comply with Islamic laws and that they
build the Islamic values in the organisation. In the Shariah governance pra

Islamic banks, the institution must implement the Shariah requirement stlp@iy the
BNM for IFIs. Therefore, the SSB plays a significant role in ensurl the entire
operation is Shariah-compliant. Also, the Shariah supervisions unde we.SSB present
various objectives, including providing legitimate solutions L%. rs and conflicts

l

Recently, numerous studies emphasised the functien of th SW] essential

@

and improvements for the future (Garas & Pierce, 2010).

mechanism in Islamic banks to ensure the activitie

Islami¢ b dox@v\:vith
sig@ onVYt-s of IFls

(Grassa, 2013). The primary function of th Bisto ur etrar%non in Islamic

to )nsure the mic <<k|ng operates on

Shariah compliance would cause m opI eto \co fld the Islamic banking

Shariah. It is considered one of Shariah gover

banks follows Islamic principles. Fai

/?

system, especially the Muslim |ty( Inas ,c20

In addition, AmallnY' 013)state tth of the SSB is also to assure
Id

the Shariah complianc% in Iﬁe‘ ah is related to disclosure in the

annual report in ic ban study Ghayad (2008) on the corporate

governance anddhe glebal p ce of |c Banks state that the roles of the SSB

¢
on Islamic EE%)erfor ance clﬁd%ﬁ? governorship of Shariah board and Shariah
board a% . The'y ?rshlpﬁhhe Shariah board oversees the bank transaction

bas slamic law. They ar@t‘usted with directing, reviewing, and supervising the

I ank activities to ensure that they always comply with the Shariah principles.

Q study, Bukhari et al. (2013) also argue that the SSB allows the financial activities
as

ed on fatwas and will review whether the transaction follows the Shariah. In

addition, the execution of the SSB by Islamic financial institutions deals with the
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transaction in the business activities towards Shariah issues in financial transactions to
ensure compliance with the Shariah requirements. T

A recent study reveals that SSB has a positive and significant im@?&OA
and ROE (Abdallah & Bahloul, 2021), which indicates that good g ce had a
significant association with higher performance in MENASA Islamigfbanks. A study
by Mollah and Zaman (2015) investigated the impact of Shari Wision, including
the supervisory or advisory role of SSB, on performanc iSystudy found that the
effect of SSB on accounting-based performance is pos whe tWah boards
hen the Shaah/bodrds have

(2% [ eth@B as one
al pe\rfor nce Q@ga.mic banks.

Masruki et al. (2018) revealed that th pia al result e pr@s([udy on SSB and

have a supervisory role. In contrast, the effect is nega
an advisory role, such as Mohammed and Mu

of the critical stakeholders affecting the

performance are a mix. However, %studies ?_B_q\'rdgp @association between

N
SSB and financial performance%ion tud sd"lndgggs)on corporate governance
disclosure practices in Islami MS hT Iven the @nce on the SSB as positively
significant with the R OE inithe samé mby This result concludes that the
’ 4 f &
function of SSB pl n inte@ the gwrmance of Islamic Banking. Mollah
and Zaman (2015) fotind a i 'nd siéﬁsﬁfcant impact for SSB supervision on the
¢
Islamic ban erformance_d 'ng thecjf'i?‘ancial crisis. This result indicates that the
@ NN
y han@Mc banés\ performance during the financial crisis (Srairi,

Y—
201ﬂhcontrast, a finding i@dy conducted by Khanifah et al. (2020) reveals that

>

as

SSBs sli

t cial performance of ROE is not significantly related to the disclosure of Shariah

& rnance. Even though the regression results provide evidence that Islamic banks
i

th a higher level of corporate governance disclosure reported a high operating

44



performance measured by ROA, they conclude that the insignificant result is due to the
small data and observation of the study. Yv

However, it could strengthen the Shariah governance in Islamic @ased
on the literature on the SSB and performance, most of the studies sh ignificant
association with the performance of Islamic banks. However, the funetion of the SSB
as an independent body specialising in Figh and Muamalat is net influenced by
management, board, or shareholders (Nienhaus, 2007). T kri.m r

ily responsible

for ensuring investments, business activities, services, aneyother finaneialtransactions
B

comply with the Shariah principle (Tawfeeq & A@, 2017). l _\‘-}
Y-v

? 4
2.3.2.2 Shariah Audit Disclosure and Perﬁ@ ce u\ %\
Shariah audit refers to the w assess to éﬁride independent

assessment and improve compliancqls (Ba \&%h y 2016). Shariah audit

N
concerns the auditing process ;%ﬁariaﬂ-co liant p@ces of IFIs on financial
N &
reporting, Shariah-compliant matters, r re@documents (Haniffa, 2010).
g, t Vr

According to the BNV% he Sharia auHi&@nction “provides an independent
4 2

assessment on the%lity ail \kg 1ven$£§o% the IFI’s internal control, risk

management systemsigove oces <’\élnd the overall compliance of the IFI’s
| &

operations, business, affairs, a acfivi(ijs ith Shariah”.

In% ard,

experienge could enhance the ir\(%mal Shariah audit’s effective essence and experience

%Nfe position of the SSB as the ultimate oversight organ in the IFIs, the SSB could
G ence the internal Shariah audit’s effectiveness in IFls. Meanwhile, a study
onducted by Kasim et al. (2009) examined the expectations and actual practice of

Shariah audit function in Malaysia's Islamic financial institutions (IFIs). It highlights

: N :
‘gt aI.-@lS) contend that the SSB’s independence and

45



several issues in Shariah auditing, namely, in framework and scope qualification and
the independence’s issue. The discussion of the issues reveals that the actual de?'m
auditing does not coincide with the actual practice, indicating that the Sha(@}dit in
IFIs was not conducted properly (Bahari & Baharudin, 2016; Nawal Ka: 1., 2009).
Meanwhile, Yahya, and Mahzan (2012) reported that the Shariah pms of IFIs in
Malaysia are still minimal, and therefore, it is necessary for e\u%&rs to promote a
Shariah audit. % '

On internal Shariah audit’s effectiveness, Khalid (2018) glthe role
of the SSB in Islamic financial institutions (IFISs) in ain. Thro rjv@‘zg‘the
literature and structured interview conducted wi % d OQ/% internal

Shariah audit department, they argue that the,SSB, mdeﬂen e and.ép?e:ience could

enhance internal Shariah audit eﬁectiwae and experience. @ﬂo the position of

the SSB as the ultimate oversight or@'s the IFIs; B £odle influence the internal
o S

Shariah audit’s effectiveness i q (3-

On the other hand, ,Q :h au'i I ncyég sential because it is often
in

associated with financ% g bi/‘ how, ‘g'it@formance progress (Bett, 2014).

Concerning SharK:mg |n'l anks, has been a noticeable improvement
in the significaw
C:

(Khalid, 2 O).’Mgéa/er, Shariah auditing is crucial since it is one

hari , W?@"includes consulting with IFIs on their

¢
Shariah COEE :
\
of the ir% ts fore P]g Shaﬁ?h governance and, as a result, reduces violations
or r@hich can be either\ nal or external. However, the absence of Sharah
r ﬁbns and a supervisory structure might make Islamic banks less effective, which
otld make these banks appear less Shariah-compliant (Algabry et al., 2020). Through

e internal audit, the company can monitor the operations and increase the

organisation's value through systematic risk management. Several studies argue that

46



audits in an organisation could improve the firm's performance. Alaswad and Stanisi

(2016) found a relationship between audit function and a firm’s performance,
correlation plays a significant role in the performance of financial instituti@other
study conducted by Awdat (2015) reveals that the importance of t nal audit
function had positively impacted a firm's financial performance. Th&c’re, this study
concludes that a practical internal audit function positively “affects financial
performance. However, this is contrary to a study conduc %%rrki et al. (2018)
where they found no association between Shariah au iscl UWI;{OA and

gearing. They argue that this result is due to the lack

control system and opine that this area is still a

\ ala@
y wi@;riah in all

organisation-related aspects. The auowa ies requi ea (ﬂ to examine the

status of financial treatment and % on m%e

company are following Sharia es Iga

information may lead to bus%tiv]
etal., 2013). Thisrole %\ datetat

Shariah audit also essential to en

[72]

2 s

practices to enhanc nspareii:?m akerQ@ms that points out a positive influence

on a solid firm 'gﬂorat re ( et al., 2019). Khlif and Souissi (2010)
& ¢ ' C?]

point out a influgnce o séli firm on corporate disclosure and reveal that the

NN
appropr% rmation,_mi refle&\an excellent signal to investors. Otherwise, the

potentialinvestors may have @(/rong signal reflected, which may negatively affect

tg\lhestment decisions (Salem et al., 2019).
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2.3.2.3 Shariah Risk Disclosure and Performance
The function of Shariah risk is to identify non-Shariah compliance risks tw
arise from the business transaction, which is to identify the possible risk,@e the
level of risk, monitor and facilitate effective risk management, ntrol the
recurrences of non-compliance risk. Risk ultimately cannot be avoidedybut the function
of Shariah risk management is to deal with and mitigate th Mhus, the proper
oy

guidelines shall be developed to facilitate and assist the committee i n]anaging the risk

(BNM, 2011). Shariah non-compliant matters as reg d unde SA 2013
B
_ _ » _ 9
emphasise the Shariah matters by providing the us require mj t@ and
implementing Shariah compliant system i ga isati IF.@Tstringent

@E‘; risk of the

requirements and regulations towards the 9&3@
Shariah non-compliant identified in bainess activities. | <(ddition, adequate

internal controls, risk managemen@unting @dit, and transparency

might build confidence in th in corpor «govsqi?nce (Chapra & Ahmed,

2002). N
|

As discussed abt% 'gnifi:‘

The IFSA 2013 cl thates ]h
’% n '

u

£

ilure pply the Shariah compliance in the

28 @ikewise, the IFSA 2013 emphasises that

transaction WiIIK

i
tele en{ inéu?ness activities is an offence under the laws.
NN
ent a term not exceeding eight years or fine not
exc%twenty-five million Riaggit or both (Chik, 2012).
Rilg
e finding of a study conducted by Grassa et al. (2020) reveals that Islamic banks
eem to be more secretive about material risk than their conventional counterparts. In
e same study by Grassa et al. (2020), multiple tests were conducted to determine the

relationship between ROA and risk-related disclosure (RRD). Different results were

48



obtained, of which the coefficient on ROA in (RRD) equation remains positive and
significant. On the other hand, the coefficient on RRD in the financial perfow
equation is statistically insignificant. Another study conducted by Rosli @%&Ol?)
examined the determinants of voluntary risk disclosures of Stﬂ!&;ompliam
companies in Malaysia, focusing on the religiosity factor and the ownership structure.

The study's findings reveal that the average voluntary risk disclost¥es in Malaysia’s
Shariah-compliant companies is not more than sixty perc h finc'ng suggests the
importance of risk management information in the al réports.of /Malaysia’s
X
Shariah-compliant companies as Malaysia is grow@eading ou ilﬁ @amic
economy. Khlif and Souissi (2010) reveale?ng c% vern@é has a
relationship with the level of risk disclosura\, u\ g
Meanwhile, Salem et al. (20\ ;oad that t sk @‘rosure quality is

significantly associated with the ins(“'sns. The\k% c ﬁE}Ent with the empirical
'j" y N

g@ively and significantly

&

associated with the director%htion[l e nderg\ contrast, a study conducted
by Abdel Razek (20% an l‘nﬁgﬁ

&
disclosure and p@ce.m Masruki’/et al. (2018) found no association
between Sharia% isclos i | OA@’gearing. They argue that it lacks Shariah
¢
practice int %xalc trbl\%e% @pine that this area is still at the infancy level
NN
? <>
f
&
\

é. Xhariah Governance Measurement

findings, revealing that the ri i osurg qualitys is

ht Qative relationship between risk

D

%

—

in Malaysi

Q As discussed above, this study employed three Shariah governance mechanisms,
amely, the SSB, Shariah Audit, and Shariah risk. Prior studies have widely empirically

examined the SSB and performance. However, the empirical studies on Shariah audit
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and Shariah risk are still limited based on the literature analysis, especially by
measuring based on the disclosure method. A recent study by Sencal and Asutay )
employed the Shariah governance disclosure, consisting of the age Qb\jhriah-
compliant activities that have started, the number of Shariah scholars, age level
of education, and the popularity of the Shariah board as the indR?s of Shariah
governance disclosure. Other studies by Islam and Bhuiyan (2021)"and Khalid (2020)
measured the compliance level of Shariah disclosure using '%e index developed
based on the BNM and AAOIFI guidelines for manda and oWisclosure.

X
Likewise, Zain and Abdullah (2019) proposed th@h governan iicl@ asa

mediating role in their study between CG mechanisms'and_firm rma@-

n a&dan (2013)
var@%s: Transparency,
disclosure, shareholders’ rights, an(%orate @\'&ym&e qh\%?’and practice. On the
other hand, Al-Baidhani (20%\struaed rporaéeﬁvernance mechanisms,

including ownership stru e\hard cture, au unction, and other control
variables, such as bani% , and typ bahk&b

Researchers %HOUS
based on the mﬁf\(&ﬁhe r 'or e@ﬁle, Haniffa and Hudaib (2007) produced
¢
the Shariah %isms n thei n‘ﬁy

N
study u% surefit jneasﬁhe independent variable, and it can be measured

using&scoring method or r@based performance or index. For instance, Ramli et

Meanwhile, in the study of corporatésgovernan

<5}

constructed four corporate governanc tor&s indepen

@(8 the ethical identity of Islamic banks. Their

a .\5) studied the Shariah governance disclosure to assess Shariah governance
0

Q liance. The SGF provides comprehensive Shariah matters to be applied by IFIs,

hich can be used as the Shariah governance mechanisms. Likewise, Shahwan (2015)

used the corporate governance index to identify corporate governance mechanisms,
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consisting of four corporate governance mechanisms to assess the quality of corporate
governance practice. These four mechanisms are disclosure and transparenvm

characteristics of the BODs, shareholders’ rights and relationship with the i \, and

ownership and control structure. *

Based on the literature analysis of studies on Sharia vgancf, Table 2.1 was

.

2.3.3 Summary of Prior Studies on Shariah Governance

generated that summarises the prior studies on Shariah nan

Table 2.1: Summary of Prior Studie
Authors/years  Elements
1 MdAminetal.  The study measured the complian

(2021) Shariah disclosure using a disclosure i
developed from BN a
guidelines for mandato

disclosure, respectively:

2  Abdallah & Investigating the impact 1y -
Bahloul (2021)  and the Shariah go ce on the a? /;\
performance in N
3 Muhammad et This study aimed of /

al. (2021) intellectual
academic
supervis
performa

e g

3  Islam & The st a
Bhuiyan (2021) inf e
sed a

it and / /
ittee ( role for
tiveness in

a
4 Khalid (2020) N‘study

. b*lk
5  Abd Rahmh BSlamic légal maxim for /
al. (202 it in Isl rﬁigbanks looking at
% ' I;g&naxims (ILM) could
pﬂ) r?1sis forsShariah audit practices

practice to ieve Magasid al-Shariah

(MS). ™\

:% in assisting theVﬁstitution’s managerial

Islamic banks’ performance in Asia.

6 W)& Zahid This study aimed to investigate the impact / /
? ) of Shariah and corporate governance on

idwan & This study aimed to investigate the effect of / /
Mayapada sharia governance to corporate social
(2020) responsibility  disclosure in Indonesia
Islamic banks.
8 Norman & This study aimed to examine the impact of / / /
Haron (2020) the Shariah governance mechanism on the
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Table 2.1 Cont.

performance of Islamic banks (Islamic
banks) during the financial crisis of 2008.

9  Al-Sartawi &al  This study aimed to shed light on the / / /
Musleh (2020) relationship between Shariah disclosure
and the performance (social performance
and firm value) of listed Islamic financial
institutions in the Gulf Cooperation Council
(GCC) countries.
11 Alametal. This Qualitative study examined the
(2021) influence of SG mechanisms on Islamic V
banks.
13 Shivaani (2020)  Developed risk disclosure index to capture /
both quality and quantity of risk
disclosures. l
14 Mansoor et al. This study aimed to investigate /
(2020) association between corporate governance "
characteristics, ~ Shariah ~ governamce \Y'
characteristics, and the credit rating J ' C—)
Asian Islamic banks. ‘\
15 Hasanetal. The purpose of this paper was to explor P ¢ ’ ’ Y*/ /
(2020) Shariah governance practices ic \ NV
fund management companies (IFMCs) in Y'
Malaysia.
17 Khanifah et al. This study aimed to exami effect.of <’Q
(2020) corporate governanceédgdisclosure on ban O
performance by buil
governance disclosure index (C .\
Islamic banks % in Iran &
Arabia, and Malaysia. g,}
18 Omaliko et al. This study i i i the /
(2020) effect of N i Q%
performanc&non i i
Nigeria.
19 Hanefahetal. Thefpurpo / / /
(2020) iss ed to governan al
control SNCI #in (@ in
ey 0
20 Ab Ghanietal. £ This%paper examined the m ment of /
(2019) ctive interpal riah a unction in
A, N O
21 Roslietal. amined t er?‘miﬁmys of voluntary /
(2017) risk fdisclosukes™ o hariah-compliant
% companies/(ShCCs) ‘i Malaysia, focusing
om the religiosity @r and the ownership
structure. o~
22 Bukair & Abdul  Empirically e ed the influence of the / /
(2013)  SSB and it acteristics on the level of
\ corporate  social responsibility (CSR)
disclosure.
“Hassan etal. Identified the impact of Corporate /

Governance determinants on Islamic banks
performance. The study analyzed the effect
of BOD size, Board independence and
Shariah Advisory Board on Islamic banks
performance in Pakistan.
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Table 2.1 Cont.

24 Ahmad & Ishak  This study explored how far the element of
(2020) magasid al-Shariah is realized through the ?
practice of Shariah governance in Malaysia.
25 Grassaetal. The study examined and compared the / /
(2020) relationship between risk disclosure and
corporate attributes in Islamic and
conventional banks. Using a
comprehensive risk disclosure index.
26  Md. Zain et al. The study explores the reporting of Shariah / / /
(2020) governance in Islamic banks by developing V
the Shariah governance disclosure items.

27 Sencal & This study aimed to determine the ethical /
Asutay (2020) disclosure in SARs to identify how close
the Shariah disclosure is to the standards set
by AAOIFI and the substantive morality.

Islam. The research also aimed to examine
the factors  determining

performance.
28 Aslam & Haron  The purpose of this study was to
(2020) the impact of corporate governance (C
intellectual capital efficiency Y
Islamic  banks (Islamic Y'
Organisation of Islamic Co é
countries. 2.
29  Muzammil & The study assessed Wr 6 /
Siddiqui (2020)  regularities of Islamic in Pakistan
using an exploratory stud \w%e _\
Qualitative inter%were conduc /\
using a semi-Structured @ content (,}
analysis appr. 4 Q=
30 Zain & This study discusses the potential influence,“)" /
Abdullah (2019) and relationshi t e Gl
mechani firm |perfor e of%
Islami e
rol cj_orsnu%
31 Iryanietal. This res ss the‘effect of /
(2019) ncial per s?dﬁhariah
mn riah gov%ance asa
R,
32 Salemetal. e potential / /

(2019) governance

disclosure quality.

awu | reports of Tunisian
non—financial;l-igg firms
33 tal. The study ined the role of SSB on / /

8) internal Shariah audit effectiveness in

01
K Islamic financial institutions (IFIs) in
Bahrain by reviewing the literature and

structured interview with the SSB and Head
of internal Shariah audit departments.
34 Rusydianan & Measurement ~ of  Islamic  banks’ /
Al-Parisi (2016) performance using the Magasid index and
profitability.
35 Mukhibad The research was conducted to prove /
(2016) whether the corporate Governance, Sharia
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Supervisory Boards (SSB) (DV), and
Corporate Ethics.
36 Musibah & The objective of this study was to determine /
Alfattani (2014)  the influence of SSB Effectiveness (SSBE) %

and Intellectual Capital (IC) on Corporate
Social Responsibility (CSR).

37 Wan Abdullah The study aimed to examine the extent of / / v
etal. (2013) disclosure on the Shariah Supervisory
Board (SSB) and the content of the Board’s
report in the annual reports of 23 Islamic V
banks in Malaysia and Indonesia. The study
also investigated the disclosures about
zakat.

Udit, SR= Shariah Risk

N

| &
2.4 Magqasid Shariah Overview =\
s

Magasid Shariah is well-known by manyvher St -Ghazajsrs theory.

T
Magasid-cum-Masalih has been related to WIﬁe, ﬁf‘erpre d as R&am well-being
ﬂ(. : ’ :

(Mergaliyev et al., 2019). Scholars ¢

daruriyat (necessities), hajiyat Gﬂylementb\spx sﬁzj\?at (embellishment).
I " w2
ia

Daruriyat is broken into fiv: ements: Dar t al khams or Magasid

Note: DI= Disclosure Index, SSB= Shariah Supervisory Board, SA=S

Shariah, enumerated as pre ion ofidin, pre rva_t@sof ‘aql, preservation of nasfs,

: : I \}
preservation of preserv% sl, and,prese gxlcznv mal.
Necessities & absol te\ssity ﬂ%&ﬁe individual’s survival and spiritual
the i

well-being, Wh& i
instance, t ,aaltery ancha
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Complements are defined as the benefit that facilitates human life. These
complements are given to humans to manage their life in hardship without new
their obligation to Allah SWT. For instance, Shariah guides people in perfo@adah

in hardship and complex situations, for example, Muslims can shorten rayers.

Maslahah

|
I I l

Necessities Complement Embellishment

|
| \ I I |

Preservation of Preservation of Preservation of Preservation of Preservation Al-
Mal Nasl "Aql Nasfs Din

\.o)"
}h Ademe\d
Figure 2.3: Theoretical Fra_\q-gwak q %va 1’s M?qasid Al-Shariah

o Q
\H &
Principally, Magasid ? rej t humﬁing. It translates into human
life regarding the ne ans to' ensure fhexhll-being of humankind without
’ 4 ¢ &
compromising the re ant@ther%oﬂvever, the al-Ghazali’s theory is well
applied in the related™studi 'nslatet-i}%ﬁto institutional practice. To match this
¢

study, the s &@.ﬁe Ibn As J re'@;?pretation to translate the Magasid theory of
% NN
al- Gha% apted’ ‘bamm!ﬁ\et al. (2015).

w

o -
M&Qmed et al. (2015)
A

T

history of the dev@ent of Magasid Shariah has a long discussion and

sgéxt involve many scholars. This development of Magasid Shariah has contributed
e

& knowledge as the mechanism that may influence the performance of Islamic
anks. It seems significant for the business organisation, of which currently the prior

studies found that the Magasid measurement has been developed for the financial
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industry (Rahman et al., 2017). Similarly, to meet the study's objective, the current study

adapted the application of al-Ghazali theory to examine the performance ofw

k. _\(,}

2.4.1 Magqasid Shariah and the Performance of Islamic Banks Q
Magqasid Shariah’s concept has been applied in the industry, andfiumerous studies
were conducted to observe Maqgasid Shariah's achi Zt. 1Iign with the

contemporary scholars’ effort, the Magasid Shariah subj as acqui e att
B

ention
| S | o
in academic and industrial practices and, as such, yielded a |tWe.£o‘Iﬁan|d

Shariah standard, application, methods, cha an% e m\tBé' society
(Shinfaki et al., 2017). The Magasid Sh%&lcﬁnm ed ir@a?nic banking
institutions because of the significant“relatiopship betw: Ma@ Shariah and the
objectives of business transactions wealth \*b%pr ec'\eeﬂto prevent incoming

N
hardships from occurring in th i (AbQi Rahman et. C"\ZOZO). Mergaliyev et al.

&
(2020) interpret the Maqas@ah ls chigving g&l good as a consequence in
go

addition to well-bein ence, S be)@ traditional (voluntary) social
’ 4 $ &

responsibility". Wture\iﬁ}j&w the th and development of the Magasid
Shariah as current knewle ver,(-}@%nana and Haron (2019) argue that the

e
\ B ! (,2
Islamic ban ilbdo not full aﬁ)l)(.l\J/l gasid Shariah as an indicator and in their
NN

practice% the 1a¢t ntio Islamic Banks' managers.

ntly, numerous st@ have been conducted concerning the Maqgasid

%} including in the Islamic banking industry; however, it is still lacking (Ahmad
h

ak, 2020; Rahman et al., 2017; Razali et al., 2021). The Maqasid Shariah's
chievements disclosure through social activities becomes the attention of stakeholders.

The disclosure of the Maqasid Shariah guides the Islamic banks’ stakeholders to believe
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that the banks are more concerned with their social welfare goals than with their
commercial purposes (Iryani et al., 2019). Through the Magasid Shariah dlsw
Islamic banks have revealed their responsibility towards the interest of stak@z that
may extend beyond the financial interest. It includes ethical, reli nd other

welfare, even though ensuring the protection of the stakeholders %uwes a moral

consciousness and commitment by many players in the market EHas et al., 2020).

Several studies were conducted on the Magasid -bas'ed performance

i

rnin tyw Iryani et
X

w that the acﬁs@ariah

roKIfi i Ien@‘ﬁion and

e d’\sclo e ind@;\ﬁheir studies

of Magasid Shariah to see the exten Its_achieveme he @ents of Magasid

(Amaroh & Maturin, 2018; Arini et al., 2020; Asutay

al., 2019; Mohammed et al., 2008, 2015). Prior studi
was applied to measure the performance of

achievement. Accordingly, most researchels‘@

Shariah in the IFIs are also frequent d to achi Krm ased on disclosure, which
N

indicates an organisation thatl ted tgw rdst cczlgga nity. A study conducted
by Said et al. (2016) exami th xtelt asid iah CSR disclosure in public

vea }h!at@Maqasm Shariah CSR disclosure

listed companies. How%\ stud

index is generally I \lg
The Maq me@ere conducted based on the Magasid

Shariah in |ch as b Jeve;?ed specifically for the financial industry
(Rahm 4 ZOJJ)V,J nsta a study by Mohammed and Tarique (2015)

a Maqas1d Based Pd&;)f—mance Evaluation Model (MPEM) to measure the

p% nce of Islamic banks. Syafii et al. (2012) applied the Magasid Index approach

easurement to indicate the performance of Islamic banking. Likewise, Asutay and

&rmngtyas (2015) also developed a Magasid Shariah index to evaluate the social
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performance of Islamic banks, while Mohammed et al. (2008) have proposed using the

Magasid Shariah to measure the performance of Islamic banks. Y-
Meanwhile, the Magasid Shariah disclosure in this study was @d to
examine whether the achievement is associated with Islamic ban ormance.

Hence, this study integrated the elements of CSR based on prior reSearch that has
formally discussed the Western perspective consistent with an_investigation by Said et
al. (2018) in a study of corporate social responsibility di uz indfx of Malaysian

Shariah-compliant companies. Likewise, Arshad et al. 2) e mw effect of
B

n corpora e@t@nd

t% R %&Tosure is

significantly positively associated with corpetate pum{ons d firmég%rmance.

i socié‘éporting index on

Magasid Shariah of Islamic ban rough \an$ua

emphasised the stewardship th% the ﬁank'

service to their customers and_co un[ 0 a ieve& aqasid Shariah. Concerning

the ethical, social, an% mental di Q‘s|onbnany studies also explored the

Islamic corporate social responsibility (ICSR) disclo

firm performance. The result of this study

Azmi et al. (2020) examined th ect,of the Isla

;@\ort disclosure. They

N

ommi t to providing the best
&

’ &
\Uﬂi g ofg(Mergaliyev et al., 2019). In addition,

determinant of soci d ethici
sed @Maqasid Shariah, providing a significant

a recent study examined th '
¢
insight into G@Um d nattre Jf @ among Islamic banks across sectors (Razali
% NN
etal., 2% er studi ored+thie element of Magasid Shariah through the Shariah
| Y | |

overnance practices and has e:%zﬂed that the Magasid have been realized through the
pgm of Shariah governance in Malaysia in two elements, namely, ensuring the
ility of Islamic banking institutions and promoting transparency (Ahmad & Ishak,

|
0520).

«Q
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Furthermore, Ahmad and Ishak (2020) explored Magasid Shariah's elements via
practising Shariah governance. The study on Magasid Shariah by Arsad et al.?ﬁ)
assessed four corporate social responsibility mechanisms (CSR): @&Iace,
environment, community, and marketplace Shariah-compliant comp e in line
with the objectives of Shariah. The author argues that organisationRu?t show their
accountability to the public even though CSR is only part of voluntary disclosure. The
implementation of CSR is an obligation to Muslims as a Rh.oflUmmah. Many
studies relate the Magasid Shariah with CSR. CSR in an nisat nWe‘s afirm's
responsibility towards the community and envi@ aligning wi hg\M}Esid
Shariah's concept. The environment and the co a% ed injc'man life.

ewso\he slah an essential

element of human life by exercisi\ Ee)velihoo

Magasid Shariah with regards the Al-Shatibi,

intellectual, and practical life (Ahm%lshak, ,<\
N
Lesmana and Haron (20 that slam nkﬁformance has evaluated

their social responsibilities%n. IaT ra Wor@rough implementing a CSR
im i

program, the compan i ltr@orthiness, and thus, support the
relationship betwe INQKehoI
studies support %ive i "
arguing tha rojects :ai aJmiQizs't?ative costs and cause financial burdens to

NN
corpora atongVa. e 201&£\F his argument is contrary to the Islamic view,

Y—-
WhQMaqasid Shariah co@ emphasises that humans need to support each other

t Xgood deeds. Moreover, by understanding the concept of giving and sharing

G nance, Allah SWT will reward and replace what we spend with something better.

|Ieraé£al., 2007). However, some empirical
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2.4.2 Harmonising the Corporate Social Responsibility’s Elements with the
Principles of Magasid Shariah

Islamic banks play a significant part in the development of the national\m
Islamic Banks can empower employees, shareholders, and busines mers by
focusing on sustainable economic wealth. In addition, it can als bute to the
sustainability of state treasuries through the social develop increase the
shareholder’s and the entrepreneur’s wealth where the economicigon 1but10n of Islamic

banks can be seen in its contribution to general economig,@developm n! and benefit the
customers and society (Abdul Aris et al., 2013). \
Islamic concept emphasises equality and@em every a ect'%fgh?e and
\d~gg onal |s not the
e

requires Muslims to be good in their actions. Ifterest

ultimate goal in the business transaction. @nco

od CQ< t in line with

the faith because Islam promotes good s a d|r um to avoid harm. In
practice, encouraging good deed aou;‘ I nsm’%{}twnh the principles of
Islam in achieving the Maqa5| h iah (Ars Z%Esen 2015; Hag & Wahab,

*

2019). The Magasid Sh |ah een discus d'In @ perspectives by researchers as
a crucial element that% reI es't aﬁé}@, It includes the minor level of the
individual, organ |on, 0 nit nd u se

The M har hg fro aﬂ oraagméatlon perspective, particularly in Islamic

banking, i d| cyn s@d at the academic and industrial levels. Many

studie g onducted®on {he&&ﬂevement of Magasid Shariah by Islamic banks
C.)

Ishak, 2020). In Iin\wth optimising the Shariah-based system, the Magasid

( \
@r\ aims to meet the needs of Muslims and promote human well-being by

Qamsmg the activities and programs and emphasising all stakeholders, such as

employees, customers or users of Islamic banks and the community.
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Islamic banks have provided a Shariah-compliant system, encompassing a general
understanding of usury elimination, trade, and efficiency incentives. It also emp
social objectives, such as social justice and environmentally friendly mon@hcy,
thus, advancing a human-oriented approach that encourages public partt%n and the
state and private sectors (Sairally, 2013). These understandings and es aim to meet
all parties' expectations in the context of Shariah to encourage a more excellent vision
in promoting human well-being based on the Maqgasi ?h.a hievement that
potentially serves the social interests better (Dusuki & Abdullah, Oquon, the
religious factor guides the philosophy and principles mic financ a’raﬁ‘(;lsy
The Islamic finance paradigm is identified by th id h\ mve:;@%~ t. It leads

0 |F|s,@bugh the CSR

programs and an effort to achieve m Shariah. eov@ﬁslam covers the

to a comprehensive Islamic view and pos' i e respon

_,8

elements of agidah, akhlaqg, and flq his the en I,ﬂ\%t is unlikely to change

according to the current sﬁuat%deveﬂ)pm Sy WQ:?— s in contrast to worldly
andy fle

related activities that re anl )@les depending on current

developments (Dusuki Iah, 2007, éll 9).
4
In general, C as borr \n’\an or%\z‘atlon s concern for the impact of its
actions on the C|e we i

Carr Q‘& Buchholtz, 2006). Through the CSR
program, ths anle can i
organls% comp PIS adv%age can be obtained depending on the ability to

icate and deliver m{@{atlon regarding the company's achievement and

p% nce to the public (Mamun et al., 2017). Thus, CSR activities become a subject
highlighted by the company in their corporate report as part of its program. The
oncept of CSR embeds the ethical and values practices in assisting the social or the

environment for human sustainability as part of a firm’s responsibility. CSR in an
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organisation is an obligation beyond the law requirement to portray their commitment
in contributing their roles to meet the interest of the public and all stakeholders?!ud
et al., 2015). In addition to the compliance with the governmental policies @ﬁ\sbrms,
Islam also necessitates the welfare of the individuals, society, erM&‘uent, and
universal creatures compatible with the Islamic teaching (Rehman (RTZOZO). Even

though CSR is a voluntary program, it is an integral part QfM's activities in

In addition, a theoretical perspective has exami the roles R and the
X

importance of disclosure to the firm’s performance.%ne of the pri rj o&fgﬁons

of Islamic banks as a form of Islamic banks bI{ d h@gn beings

(Ridwan & Mayapada, 2020). The CSR an di osunﬂare nside@‘ga firm being

%‘fo

N
increase confidence, build re iony and ccompéaiveness in the business
field. Consistently revealiv%SR I 1tie§ in @mpany’s report is a way to
promote a firm's busin lustrates the osﬁti@ontribution to society. However,
’ 4 f &
in Malaysia, Bursa WSia hzis \N margofy for the publicly listed company to
disclose CSR a %in thei al re@i Disclosing the activities in the annual

i

¢

report as a % of commu 'caﬁo represents the company's accountability to the
kn

NN
public, strengthens its’r Pn, am{ﬁcreases the connection in government and other

Y—
privﬂ,&anisations as they s@%he responsibility to the society (Baba, 2017). Thus,

\hcomes an obligation of every organisation to show their accountability toward

& ociety (Arsad et al., 2015).
Besides CSR, an organisation's commitment can be translated as sustainability

development, which relates to the company's responsibility towards society and

contributing to social and environmental awareness.

ciet)@% the environment

,@H benefit the firm to
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environmental awareness. Schaltegger and Wagner (2006) addressed sustainability
performance management's social, environmental, and economic aspects re?‘o
three management frameworks: Connecting environmental and social man@with
competitive strategy and management as well as integrating the enwl%ental and
social information with financial business information and sustainability reporting.
Therefore, the concept of CSR that embeds ethics and values 18’aligned with the
requirement of Islam. Islam encourages its followers to hel mr 'wth good things
and not support evil. The value of society in safeguardin rights o n‘d|V|duaIs
has been translated into the concept of Magasid Shari safeguardi dv@/\/ell-
being. The CSR activities focus on the welfa S me(y ge L@Eerve the

ansfo&he elements

of sustainability into the Islamic per Ive,Jwhich is ate@‘l\/laqasud Shariah

objectives of Shariah (Tarique et al., 2017). 4Arini et al. (é\OZ

achievements. Meanwhile, Said et 018) arg (;@\Cept of CSR fixes the
Magasid Shariah spirit. From ic pe%pect eucszgs a set of operation-based
activities aiming to achieve ST refo II the activities, transactions,

and programs providet% trlbu} ;tf E\'Jm ell-being that act as worship, of
which Allah Swwunt@
In line with the"ebjec R, t |nC|pIes of Magasid Shariah benefit the

interest of t I dual nd co meth(?vards the improvement of life and protection
asadut lims ‘;al 2&) In this regard, realising and understanding the
t Maqa3|d Shariah b@lndlwdual or the organisation has mirrored the idea
un among Muslims; it is consistent with the principles of CSR, which

:m ementation has framed the business ethics by addressing morally right and wrong
the business context (Ahmed & El-belihy, 2017). Furthermore, this argument has

been theorising that CSR can be defined as a firm being accountable for managing its
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activities by acknowledging society and the environment in which it operates (Ahmed
& El-belihy, 2017).

Moreover, several researchers argue that the theory promotes social @ment
by emphasising socioeconomic goals, such as social justice, equity; peration,
poverty alleviation and human well-being that inevitably have recourse'to the Magasid
Shariah (Sairally, 2013). Furthermore, the dimension of CSR is censistent with the
concept of Islamic teaching to achieve Magasid Shariah ba %:eran and sunnah

(Arsad et al., 2015), which is also stated in a study by ammed and Md.

Nesarul (2011).

Al-Ghazali Ibn Ashur’s
Magasid Interpretation
Dimensions
Preservation of Freedom of faith
faith
Preservation of life  Preservation of hu
dignity
. Maslahah
Protection OM (Arsad et al.
- : : 2015;
:T]rtzslferg{[atlon of Prpp gati Ahmad &
Ishak, 2020)

Preservation of
Progeny

@eﬁolder’s right (privacy)

hj

F &
Preservation of “Utilising the wealth -
wealth inimising in e and (./Community/SociaI
% ealth disparity” J° C') responsibility
Source of income

A Envifonmehta Warﬁoss

w ? YSSource: Adapted from Mohammed et al. (2015)
A S
N
\fherefore, the discussion of CSR is more advanced than Magasid Shariah in its
ementation and achievement within the organisation's scope. Nevertheless, the
ssential function of CSR implementation in Islam is Shariah. Shariah applies values
and ethics in all aspects of human life, such as individual, social, political, economic,
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and intellectual (Tariq et al., 2017). In addition, Zinkin (2007) contends that Shariah is
a legal framework inculcated with values and morals different from secular views:™

which ethics and law are separated. The meaning of justice is the core \ that
strengthens the relationship between business activities and justice thal'ﬂ&s in Islam
as an essential element for equitable distribution of wealth between the'ich to the needy
(Graafland et al., 2006). Hence, Islamic financial institutions should¥romote Magasid

Shariah in order to establish justice, equity, and equality ciety. 'Iihis is following

the Magasid Shariah elements discussed in the scope o s rel ewnterest of

t
‘'Y
Islamic banks’ stakeholders, the Muslims, tt@ny, and t erf\/@ental
4 X

sustainability. T \ Y

2.4.1.1 Product and Service \,
In Islamic banks, providing t@riah-co \Taq&n

N
Islamic banking business. The %omp“ant m is@(ﬁdamental in IFIs to serve
the Muslims with the Sharin-cmliarI M@g uncertainty, and protecting
the consumers from th% in the trans tidn.d@rm strictly prohibits the elements

4 4
of non-halal sourcwm b(ii \CBQ med%ﬁ?pQMuslims. Any consumption from

prohibited elemgnts Wikl aff rship(t;%ﬁdlah SWT. Therefore, abidance with the

O
A
2

nd services is a core

i

i
¢
relevant Iegal%‘nst devel rﬂin@érglated to financial products can be related to

"
the Ma% riah achie ‘g]ent a&e transaction level that binding under the legal
Y-v
reqwt (Ahmed, 2011). c,}'
\

\oreover, it is essential to develop products to achieve the goals of Shariah, and
a same time, meet the economic needs of society (Al-Salem, 2009). It is adhering

the principle of Islam by executing all the commands and leave all the prohibitions.

This Shariah-based practice implies divine rules by avoiding elements of usury (riba),
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uncertainty (gharar), gambling (maisir) and the things that are categorized as forbidden
in Islam, such as alcohol and pork (Rosly, 2010; Siddiqui, 2008). Thus, this ins

promotes the Islamic-based system to fulfil the Muslim community's ne d\void
oppression and injustice. This facility might preserve the Muslims frd‘l&ling with
Shariah non-compliant elements and other prohibited matters in Islam allowed them

to practice according to their religion. \,

e{pro ucts to fulfil the
riah. hwcl Shariah
@

T
by emphasisi g[th@ariah-
uc% ces @ with the

$ m\eds hmed@\g). Thus, the

Islamic finance products as guided in Igh'Muamala st @Sed on prudential

principles, in which that the produ uld cﬁw‘h gﬂ%h principles (Qoyum,
N

2018). The Shariah contract beb%!ler aﬂd buyer is az?quisite to the two parties'

validity as part of the lega mmIt ition @ contract (‘aqd) needs to be

emphasised and condu iR, the transaction Th’ere@E, the status of Shariah complaint
’ 4 f &
is only recognisw th \hsa ion gﬂully complied with the contract's
requirement atrﬂd sly, Q"
¢

Regar 'haqas' Sha h,’A@ (2011) identified three types of Islamic
NN
financia% t

s; i) riah<sased product fulfils both the legal and social

requi nts, ii) A Shariah-c\0?5’11f)|iant product would be one fulfilling the legal

@ents, but not the social requirements, iii) A pseudo-Islamic product fulfils the
orm b

ut not the substance of Islamic law. Hence, it is significant for IFIs to determine

From an Islamic banking perspective, creating Islami

need of Muslims is a commitment to achieve the Maqgasi

achievement can be seen through the product develop
compliant product and services. Shariah-compli

contract as a legal requirement to serve th

Q,

e right product to ensure that the Maqgasid Shariah is achieved at the contract level,

according to Shariah.
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However, the effort in developing products compliant with Shariah has become a
significant challenge for the industry. It is aligned with Al-Salem’s (2009) opin t
the Shariah-compliant products need to be maintained in the market. The@ and

services are developed continuously by focusing on the quality and div products

and services by Islamic financial. ?
2.4.1.2 Employee’s Welfare z
A welfare scheme is an initiative that needs to be ided y |zation to

@

increase the healthcare, comfort, and safety of empl This initiative Pa@prove

employees' loyalty and productivity in performi
classify employee welfare schemes into twQ categori

statutory. The statutory scheme refer\

ddle\/‘i@I. (2018)

y, st@m y, and non-
@‘e provided by an

organization based on employee and %&v : IK&entrast non-statutory
N
schemes differ between one org%n, aslvell e |r@ry with another.

In the Magasid Sh aman on | |s study, welfare refers to
;I Eum

(¢]

%

preserving life, protectin e and 'ty( sén, 2015). Preserving life can be

achieved by servin indivi e ba eeds The basic needs or necessities
include food, &loth me baS|c need can be interpreted as the
employers co ent or@ tgwtosqhe employees in an organisation. It is not a
smgle Iore¢ ussedé?nplrlcally or conceptually in academic research
conm the employees’ Welt%v It has been discussed broadly in CSR studies and
bject (Aribi & Gao, 2010; Haniffa & Hudaib, 2007; Platonova et al., 2018).
%rmer was studied by Haniffa and Hudaib (2007) in their study titled “Ethical

entity of Islamic Banks via Communication in Annual Reports™ where they developed

the ethical identity index.
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The welfare provided by the employer, such as health care, insurance, retirement
program, workplace condition, and safety as Esen (2015), Md Zain and Shafii :
and Razali et al. (2021) classify the healthcare as a protection scheme, @\50 and
emphasising safety. This welfare will encourage the employees ﬂ%orm and
motivate them to feel secure at the workplace (Md Zain & Shmm). In an
organisation, the employees’ welfare is essential because it eNap the workers’
morale and motivation to enjoy the working environmen tale of employees
includes psychological, economic, moral, cultural, intel cw(ilopment,
making them good workers, good citizens, and g@:ily memb Ir' li <‘I"this
notion, the finding from a study by Tep (2015) ha% i ares@;ﬁficant in
encouraging and motivating employees to k derpﬁ)er bettgé}nxa effectively

S t@b-related support

achieve organizational goals. Howevewza)ﬁ) also

and organizational support are pre as incenti i g@e public employees’
N
interest in their work and work . o 4 ég)

Furthermore, the wel mis[ for study rel o certain facilities provided

by an organisation, ing the housi g,' t
’ 4 ¢ &
accessibility, and WQ{SS progir \Sv ral sg.le examined the relationship between
employee’s per%&e an 'ee W, 1%{6 benefits and services. For instance, a
¢
study reve poar em y&\ @Cr:gfits, including healthcare, transportation,
§v NN

educatiw he wor caussé*reduction and low worker productivity (Waititu
et al.A

7). Moreover, Agusi@ét al. (2019) opine that the staff welfare is consistent

@portation, medical, knowledge
S

human capital theory to ensure a proper human resources practice and optimum

Et
@ performance.
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2.4.1.3 Employee’s Development (Knowledge and Training)

Magasid Shariah plays an essential role in enhancing intellectual reform“?ﬁul
abilities and qualities and civilization renewal (Monzur-E-Elahi as cited i um,
2018). Knowledge is essential for individuals to preserve their mindsﬂ%rect them
to act rationally, especially in making decisions. Shariah also encourages people to seek
knowledge for intellectual development. Seeking knowledge iiﬁc'“' n Islam as Allah

l

In Islamic banking, Shariah matters become the main fea rw the need
X
ensufing atltr@lamic

e S% S, th@ployees’

X
ye nowledge a@*experlence to
pon@'for providing its

knowledge, such as

SWT raises humans' status who pursue knowledge.

of Muslims. Knowledge and experience are essen

policies held by Islamic banking are always bas

development is a program that can enhancw
perform in Islamic banking institutio %stitution I

employees with knowledge (Asuta‘&j—(aming \ZWl 4
N
training and development prog% ex gse thezemplo to new information and

enhance their thinking Ieve*\kn;heovf e exposur also lead the employees to
work independently an% he abi‘l'# éiSkbmaking. For instance, in IFls, the
e

p:
Y
SC is selected b%&wﬁ% ow\‘%‘? xmgemce in a related field. They are also

kn
provided with % ining 'ce thz%’knowledge, especially in banking and
finance. Th gﬁr)h kn WI:;%U{{ etéz:?ience of SC are critical elements due to the
responsibility and duty termi'n;&\he progress of Shariah-compliant matters.

Aaddition, besides fo m@"knowledge, skills are also essential in a workplace.
al. (2014) argue that training should be implemented to improve individual
erformance and enhance productivity, affecting the quality of work and corporate
age. The efforts towards knowledge enhancement are the basis of the development

of an organization that will benefit the organisation's effectiveness. An organisation
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often implements this effort to improve work effectiveness, learning, and support

X
A0

An individual or a party who deals with a company can béfclassified as a

technologies that facilitate knowledge (Abuazoum et al., 2013).
2.4.1.4 Stakeholder’s Right

stakeholder. The individual stakeholders are those affected by. Mn, objective, or
policy of the organisation. Hence, stakeholders include cre s:irec'ors, employees,

suppliers, and shareholders (Wikipedia, 2018). The stakehelders 'gr‘ﬂ*&fdo the right
B

rogeny in dt{s‘&@‘ging

Spect an onsi%mg/ among

ir em@g:es' rights by
din@%/thing that could

bring down their dignity. In this c the rig\*s%ve b{}nterests of employees
N

regardless of the level and posi%lreat%g th equgégnd promptly responding
i ali @2021) also highlight that the

i ‘r_léh@'e respected. Moreover, Islam has

&
encouraged protekw dignit gby prohibiting acts that can embarrass

others physical Iﬂ 201?)-.?*’

In an 1Sation fempl er;arb&e?ponsible for protecting employees' privacy,
NN
but eve%' ual m ﬁ for héhignity and safety. They must also safeguard the

rigwher individuals and\ ct each other. For instance, the behaviours that can

t Xhe image and self-esteem of others, such as slander, sexual harassment, and

of parties related to an organisation. The protectio

individuals' rights and respecting their privac

different genders (Afridi, 2016). Employersﬁqj}

protecting them from harm and em ising’privacy, I

to the enquiry (Arsad et al.,.2015) %L ik

workers need to be tre

ullying will cause a person to experience depression, and cause resentment and
evenge. An organisation should avoid activities that can harm the society and work for

the betterment and welfare of the society (Tariqg et al., 2017). Indeed, Islam forbids
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behaviour that can harm oneself or others. Islam punishes those who commit an offence
or crime. Each country has its laws to safeguard the country and society’s 1 A
preserve human rights, and prevent crime from any perspective at all. Th@ also
created to preserve the people and nature to achieve the well-being oFﬂ&very law
created revolves around the damage done by the society itself. Indeed, the laws and
punishment could prevent and teach the offender or the indiv@.ﬁm repeating the

In this context, the organisation needs to consider the, stak owcghts. They
B

| | X
can affect or be affected by any action of an organi . Each sta o#ie_{%’ch as
shareholders, customers or employees, is playi F roles’t nce%?business

activities. Preserving dignity has been catégorised a

mistake.

ssary VTin Magasid
Shariah, which is in line with Islam. maasises

res@‘communities and
,Q\avoid the enormous

individuals towards the dignity t ould b\m V

N
consequences and preserve the %ﬁl sogiety, ?r e gg%?ition born (Afridi, 2016),
m

which eventually will affe }hunt a@'erefore, fostering a sense of
responsibility may er% e compa

ny’ relpm%bn and provide it with greater

legitimacy in the e f the st;i@ A
N
O

\ P ! (_?
2.4.1.5 Envir enta Soc ||{95@1 ibility
Is% anceﬂ'ixa%pon of Islamic economics that has been translated as
X

MagasidySyariah. The Islami @ﬁncial system based on the principles of Magasid

Q

%has promoted welfare to the society and nurtured it with community activities
Q ed, 2011). In Islamic institutions, mainly Islamic banks, promoting the Magasid
hariah has become a platform to deliver their concern especially to the community by
providing aid, contributing to the needy through distributing zakat and sadagah,
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improving health, providing education, and enhancing social development (Abdul Aris
et al., 2013). They deliver their responsibilities to the society throug?V!!E
contributions to improve the socio-economy. (’}
Preservation refers to where the wealth is being used and expand alth other
than business expenses. Islam encourages wealth to be used and maWwisely. For
instance, sources need to be well managed to avoid wastage. They neéd to be distributed
and mobilised wisely and through the right channel for %bjing and human

development. For example, Muslims are required to zakat WH specific
B

requirements and encourage charity. The rich need to

Yw
late a porti oﬂth&ﬁv}vealth

or % rity\)lyganwhile,
is Usyally a;égza:ed with the

ef ((of Muslims from
O

for zakat. They are also encouraged to give to t

in the Islamic financial system, mainly, M

element of riba that needs to be eliwa preservi
engaging with illegal activities. Mer, in t\s@%m p@\qasid Shariah is also
':h"" y N

emphasized to promote the A%n ofﬂweal in t% ciety, sustainability on

investment and disburseme%id\efl om proﬁh‘ly for society to satisfy their
needs, and transparencyi g ;ﬁ?ﬂra& 2015; Qoyum, 2018).

&
Moreover, fo ﬁ@y’s dr
to build the natiqlkb%rovi i
¢

ent, thi anisation can contribute their wealth
human dev wt. Other _t

Compan% 1 resfooajJ?y. A G&n environment will affect the life of humans and
thQ C-?T
0 eings.

\

6& Magasid Shariah Measurement

The recent study conducted by Rusydiana and Al Parisi (2017) measured the

ing
4

catio ‘éf/campaign or providing the facilities for

ﬁatc}%? effort to preserve the environment is the
NN

performance of Islamic banks. The study constructed the weighting Magasid Shariah
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index based on Mohammed et al.’s (2008) Maqgasid Shariah measurement, which
successfully developed the performance measures based on the Magasid Sharia I
of Abu Zaharah’s classification as the basic Islamic bank’s primary objective. Likeéwise,
Mohammed et al. (2015) developed Magasid Based Performance Eﬁ&pn Model
(MPEM) to measure the performance of Islamic banks. Y'

The terms of Shariah mechanism have been successful Md by measuring
the performance. Commonly, researchers used disclosu "z: collecting all
related Shariah matters to measure the performance of Islamic ba sWr‘ned etal.
(2015) developed the Magasid performance evaluation model _t Qva_@vthe
performance of Islamic banks. The study rela ve dimensi of.&zahazali’s
d we%sg their five
respective elements into a reinterpreta %n Ashu qasi %ory.

The Magasid Shariah disclo@as cons %in I}Q\study to examine the

N
relationship with financial p%ce. ﬂ/laqa' uSh @disclosure items were

developed to measure the }M ST closu et\'he Magasid Shariah in this
Ibn

study interprets the Magasi ariah’ sﬂu@ory, synthesises the elements of
’ 4 ¢ &
CSR, and harmormm in;i::}?qas d Shariah. Further, based on Magasid Shariah
mechanisms, th% ar 've eleiéﬁts into five classifications, as presented
¢
in Table 2.3 % 4 (_}
Qv NN
& v <>

easurement According to Magasid Shariah

theory: Preservation of religion, life, int% ro

=
7]

A Table 2.3: Classificatiar
4, Magasid Shariah N Classification of measurement
Preservation of faith Product/ Service
N (Riba Free)
v
opreservation of life Employee’s welfare
Preservation of intellect Employees/society development

(Knowledge/training for employee)
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Table 2.3 Cont.

ey
Preservation of progeny Stakeholder’s rights and privacy
(Shareholders, customers, employees, and
government servants).
Preservation of wealth Contribution-wellbeing of society and

environmental awareness Y‘
MOlS) using the

to ﬁeasure Islamic

banking and finance’s social performance. The above stu as I\quowey
objectives: Safeguarding human life, human se\é and phy Jnv.kcg?ment

he sl'udy used the

Another study was conducted by Asutay and Harni

Bedoui’s (2012) formula to calculate the Magasid perfo

Then, it diverged into eight consequences to de

Simple Additive Weighting (SAW) c f: nd tr‘ﬁ

level, an ndust@evel At the bank

level, the highest score was perfo the |a$ b n,@The other study by Ali
and Hasan (2014) develope aqamw |'ﬁdex35 indicate dimensions by

proposing a family of multl ional mea \

(28

is he study was

conducted at three levels: Bank level,
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2.4.4 Summary of Prior Studies on Maqasid Shariah \z

Following Table 2.4 shows the summary of prior studies on the Magasid Sharia@

Table 2.4: Summary of Prior Studies on l\% id Shariah

Author/years Elements of study MS (Faith/ life/ intellect/ Other elements
Progeny)/ other elemets
1 Razali et al. The study's objective was to examine the extent of CSR based \ ‘ Classified Magasid Shariah in
(2021) Magasid Shariah in terms of four dimensions. four perspectives, namely,

workplace, environment, society
and marketplace.

2 Abd Rahman et Looking into how the Islamic legal maxims could provi -~
al. (2020) Shariah audit practices to assist the institution’s managesi pra'\g \T
achieve Magasid Shariah. Q \ N\
3 Duguri et al. Exploring the application of Magasid Shariah in ngn pol f Discussed in general perspective.
(2021) Islamic states. t) 6‘3 Not specified the specific
a i Magasid Shariah elements.
4 Arini etal. (2020)  This study examined the effect of sustainabili eports @\tha' > Education, Justice, Welfare
performance of Magasid Shariah in Islamic >
5 Ahmad & Ishak  This study explored how far the eleme aqma‘hahzﬁ'
(2020) realised through the practice of Shariah rna a@a
6 Azmietal. (2020) This study aimed to analyse the e ec?me Isljml oCi I«Eportlng Individual education, creation of
index moderated by Sharia com;éj the 5;1 Sbrlah index. justice, and attainment of welfare
(Mohammed & Razak, 2008)
7 Md. Zain & Shafii  Discusses five elements of N Sh\m\? IFIs @tspectlve
(2020) X
8 Iryani et al. Assessing the effect of fi N for gw qa5|d Shariah Zakat, infag, sadagah and
(2019) performance with Shari ern oge;atlng variable. awqaf, and gordhul hasan.
9 Kurniawati et al. This study's primary to evelop-Shariah governance and  Individual education
(2020) MAgasid Shariah %ln |m\g g‘th formance of SMEs in Justice creation
Surabaya, Indon«% Achievement of the public
interest

10  Tariqueetal.
(2017)

The research fo M on the CSR activities of the leading Islamic bank.  (Necessities, complements,

performed according to the levels of Magasid Shariah  and embellishments)
(necessities, plements, and embellishments)
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Table 2.4 Cont. \Q

11 Rusydiana & Al-  This study aimed to measure the Shariah Magasid Index and the ucating Individual,
Parisi (2016) Profitability Index of Islamic banks and compare the Syariah Magasid ustice, Public interest
and Profitability Index (iv). X~
A\ Magasid Shariah performance

12 Mukhibad (2016)  The research was to prove whether the CG, SSB, and Corporate Eth%
have contributed to the achievement of Magasid Syariah (iv).

—
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Table 2.4 present the analysis of prior studies on Magasid Shariah. The literature
shows that many studies were conducted on the Magasid Shariah. It reveals w
study on Magasid Shariah had been conducted as the independent va% ost
Magasid Shariah studies measured the performance using the id Shariah
performance index based on the three elements, namely, individual edycation, creation
of justice, and attainment of welfare or social interest (Mo th al., 2008). In

\'

addition, several studies used the social contribution elem h aslsadaqah, zakat,

infag, awgaf, and gard hassan as the elements of Magas ariah. ‘\d
B

classifications developed based on the Islami

% ives. Thew Magasid
eseoo‘atio of Iif@Se;ervation of

intellect, preservation of progeny, an seryation of w (Seéﬁbles 2.2 and 2.3).

This study also developed the M@S Shariah™~i g gnfbn the CSR elements
o N
discussed in subsection 2.3. over, unlike «the p{%\’/ious study, this study

constructed the Magasid S?E\\ﬂ%s t[ ndepende t\ﬁriable instead of dependent
pen

variables. The Maqgasi iah as ind nt'va@les were to test the relationship
’ 4 ¢ &

with the performaN fin\dl’ﬁvh ther gu\/\aqasid Shariah achievement may

. : 40
influence the &w nks‘ " nc(e'.)o
O

o >
2.5 B% irect P the Péﬁormance of Islamic banks

Acorporation, corpora\(:e\)governance is a critical factor in moving the whole

Shariah elements include preservation of

0 \Mtion. At the same time, the banking industry has a higher level of inclination

& importance to corporate governance. It is related to the bank's function in carrying

t its responsibilities in handling public savings, which require the community's trust

and the involvement of a broader range of stakeholders. There have been many events

77



reported and discussed in finding the solutions and causes to the failure of a large
company; however, most will relate to corporate governance problems (Chang :
2004; Cormier & Magnan, 2014). It is found that poor governance has led t \lapse
of an organization. Likewise, banks were found to be going through th risis, i.e.,
poor governance led to the collapse of these organizations during the ckisis. In addition,

financial scandals involving owners and management can hav Mmatic impact on
e

the economy. In Islamic banking, a greater attention shou n as Islamic banks

are exposed to more risk of non-compliance and the ne mwstitutional
X
aker quiq
genﬂanflict in

st Jogts | olde@gxting much-
needed proper governance mechanis\co'a)tect their eres@ﬁd maintain their

confidence. Due to the various stakﬁjsers of t sugh,governance mechanisms

N
need to be disseminated and di%ﬂ corﬁorate portsé?rmadi, 2013b). Thus, the

&

BODs is considered an impt%\'ml tc’ ec hare@rs and help control managers

when they try to maximi interests at he'e@Se of the company's profitability
’ 4 f &

(Khanifah et al., 20 Esser@ unctiéﬁ.o‘f the BODs is to ensure an effective

system of intew trolsis “fai 'dowr(*%ﬂ conscientiously observed (Chapra &
¢
Ahmed, 2002). ditign, im m‘gnt@(?]e company's strategies starts with the BOD

"
to achi% oal @Mﬁise its profit (Muhammad, Mengawing & Salsabilla,
X

ZOZH& BOD is a key fac@d corporate governance to reduce conflicts between

S ders and management and avoid conflicts of interest between banks and
egulators (De Andres & Vallelado; Klein, as cited in Srairi, 2015). Therefore, the board

nd management must be united in promoting integrity and creating it as a culture at all
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levels to understand the importance of discharging responsibilities honestly and

efficiently (Chapra & Ahmed, 2002). Y~
Concerning the mediator's function in this study, the sing@orate
governance seems to be not enough to explain the Islamic bankin r's value

creation and stability (Nawaz, 2017). Thus, with the BOD as an intermediary, this study
was conducted to test Shariah governance and Magasid Shariah " influencing the
performance of Islamic banks. Furthermore, this study hig E:rclles of the BOD,
consistent with the agency theory. The agency theory re 0 the reWe between
the BOD and shareholders. The agency theory stat le t]me ‘ge are

crucial to meeting the expectations of the prinei

0 Ie@nd make
decisions (Borlea & Achim, 2013). In Islanﬁ'\bay ingsthe BAD is r@;‘;sible for the

decision-making, while the roles of Smﬁavemance

comply with Shariah. However, t@D may\d\t? hi b@\monitoring that may
N
: 4]

maximise the company’s value #1 terms of t ODy company's performance

0 eré% all the activities

as the characteristics o% , SUC}] ;%‘ ﬁiz@’ld BOD independence have been
icalor h

in‘ei empgayresearch (Darmadi, 2011a).

widely addressed i mer theo[e
25.1 BOD %’\K ‘?7' ('70
U SO

number of directors, including the CEO and

&
depends on the corporate g%;hte ili' ors) attrib, (Bukhair & Rahman, 2015),

for each accountin 3@1‘ (Shakir, 2008). Concerning BOD size, autonomy,
S x and effectiveness, the characteristics of the Board have been widely analysed
in both theoretical and empirical research (Srairi, 2015). The size of a board is one of

e factors that influence the effectiveness and performance of an organisation

(Khanifah, 2020). Thus, it is crucial to determine the appropriate BOD size to ensure
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the effectiveness of its functions (Agoraki et al., 2010; Gavrea & Stegerean, 2007;
Samuel, 2012). In a study, Htay et al. (2013) related the agency theory and th?!!v
size and explained that the larger Boards are unnecessary and effective. @}ize IS
widely used in the studies on corporate governance and performance; ing to the
agency theory, the smaller BOD size may associate with firm performance (Agoraki et
al., 2010; Isik & Riza Ince, 2016). It has also been examined Naller BOD size
will result in better communication, management, and bett: k:re'quality (Htay et

al., 2013). ‘\d

‘X
In addition, Uwuigbe and Fakile (2012) argue e board c isﬁn@nany

op'ne‘fh maI%‘EOD size

uceuo\he preblem o@&:rider banks

in Nigeria. Isik and Riza Ince (2016) indi ate)\at the B ze s@%cantly positively

members would assist with the agency proble

could provide a better financial performanc

affects financial performance. Meanwhile, Gavre %e r 'n\(2007) found that the

N
BOD size has a negative and véwt cdtrelation awit @A and ROE. This result

suggests that a smaller B §h p] higher,_performance for the firm. It

indicates that the Iarge% ze W(}

2015). Likewise, Uwwuigbe and'

between BOD '% ba

\contrast, Al-Saidi (2013) found an insignificant relationship between BOD size
ndvbank performance. Due to the absence of corporate code in Kuwait, they conclude
at the smaller BOD size may be manageable for coordination and communication,

leading to an effective monitoring and fewer risks, improving bank performance. This
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study finally implies that the smaller board structure is associated with better bank
efficiency through better credit risk management. The study by Agoraki et al. ?ﬁ)
examined the relationship between BOD size and banks efficiency,@} was
measured in terms of cost and profit efficiency. They infer that smaller are more
efficient and directly present the negative correlation between BO[W This study

implicates that larger BODs are usually associated with mQEeMe coordination,
The study by Guest (2009) on the relationship een Bbﬁ\sd and firm
X
the BAD sizé has i@ative
i ty,%’ ,and@e return.

l?‘r. .
ct pr S In carrying
out the advisory role than the monlwae That 1 sis@ith a few other

communication, and process problems.

performance with a large sample size in the UK foun

impact on firm performance measured using p

This result implies that the large BOD size m

extensive BOD size studies faC| SS effec op\ erable coordination,
communication and decision- , Qhe excessiv of CEO. Meanwhile,
Hassan (2013a) reported a reI shi Wlth performance measured by
accounting-based me |n Iasm He D size will decline the firm's

C
4
performance. Ha s\(ZOlsbi m d a atlve and statistically significant
relationship beb@ pe of Jarééﬁlan banks and bank size.

Shakir ) fo nd t 1‘ eI ionship with market performance has a

'\
consist egative rélationship w th% obin’s Q, suggesting that the smaller BOD size

WOLMA more effective in mKnIgjhng The study by Sanda et al. (2005) on corporate

g ce mechanisms and firm financial performance in Nigeria reveals that the
size is significantly and positively related to the firm performance. This study
oints out that the large BOD can affect the firm. This result is consistent with the study

conducted by Aljifri and Moustafa (2007). The study conducted in Vietnam by Drobetz
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and Drobetz (2003) indicates that BOD size does not reflect the company's role and has

not reflected the performance. Yv

Consistent with a study conducted by Haider et al. (2015), increasi@ size

will produce better performance, indicating that larger BODs encoura ppreciate
accountability and transparency to maximize firm performance. However, many
empirical studies suggest that large BOD size is hard to man emss effective due
to the accruing of the different costs and the procrastinati some clritical decisions
(Gavrea & Stegerean, 2007). In addition, Al-Baidhani opi eWger BODs

Yw
seem less efficient due to the slow pace of the (@wakin an eldif@ty in

arranging BOD meetings and reaching consens 4 \,\T

N

The other study conducted by AI-Saiw am‘yse e rel Vzs;lip between

BOD composition and bank perform@wg the sa of@‘?e listed banks in
Kuwait sample between 2006 and The res% gd }QAsrgnificant relationship

N
between BOD size and bank p ce uslihg th markg%zasure due to the absence

of corporate code in Kuwai hﬂpl restlts ir& that BOD size is positively

related to firm perforr%
such as the stud%ghadr
(2013) investing thers '
¢
of Pakistani % 4 (j)
NN

& v <>
25;@| dependent N
5. ndependen

p O

\an organisation, the BOD carries out the crucial roles in providing a clear

& tion for the management in determining the effectiveness of Islamic banks. An

dependent directors' existence can influence the profitability of Islamic banks

e in(i; sin Eid)D@e has increased its profitability,

&
A Fig& the study by Ahmed Sheikh et al.

gove r&(ce mechanisms affects the performance

(Muhammad et al., 2021). The BOD consists of three types of directors, namely,
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executive director, non-executive director, and independent director. According to

BNM (2013),
1) Executive director: A staff of an Islamic bank on payroll and empl@der a
service contract and involved in the Islamic bank’s day-to- agement

responsibilities. ?

2) Non-executive director: Not a staff of an Islamic bank and notwinder the Islamic
bank’s payroll. He is not involved in the daily man ez of the Islamic bank.
3) Independent director: A director who is indepe t of arWt and free

from any business or other relationship, whic d interfere thltr@rcise
of independent judgement or the ability t% interest Q@E Islamic

T
bank. \, 0\ %\
BOD composition is related NaOD inde enc@versny of BOD

members, and CEO duality. In con BOD in %n }Q%rs to the independent
N

directors entrusted by shareholt%pres@nt th d(;/h(&; educe agency problems,
N@ ﬁ?‘ e

, 2016). Clifford and Evans

consisting of independent %E dlrr
(1997) define the inde;% |recto‘£ sou | dé d@‘[ors who have no affiliation with
’ &
the firm except tKﬁi\ectorst]i : r, th a55|fy the non-executive director as
the number of indepenhdent
1S

number of E:&% (B ejl e I,f2(t13), as in the study conducted by Sheikh and
Kareerr% Ghaff ) refe&o BOD independence as the number of outside
non fA

-y
tive directors preser@(he bank's board.

utiv ctors on the board relative to the total

D independence has been widely addressed in either theoretical or empirical

Q rch (Darmadi, 2011a; Muhammad et al., 2021; Shatnawi, 2020). As most previous
u

dies were conducted, the BOD composition was seen as having a significant

relationship with the firm's performance. A recent study by Isik and Riza Ince (2016)
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shows that BOD composition correlates with bank performance in Turkish. The study
conducted at the listed bank in Nigeria found a significant relationship betwee

composition and the performance of banks; this reveals that the indepen@tside
directors perform better than others because they must protect theﬂ%tation as

influential independent decision-makers (Bebeji et al., 2015). Ghame) found a

significant relationship between BOD independence and pro{'ltm and the author
S

bi
concludes that increasing the number of outside di willy increase bank
profitability. According to Htay et al. (2013), more inde ent 're‘?m@@l result in
B

better disclosure quality, consistent with Norita and ul Nahar’s (as 4itgf} Htay
s X

\ \z}»
ree 2015)$dicates that the

BOD composition non-executive dim no signifieant @fionship with the
financial performance of Islamic c@ﬁrcial ba\'m?a S 'n\Likewise, Hermalin,

et al., 2013) study.
In contrast, the study conducted by %;nd

N,

and Weisbach (as cited in Uwui%kile,ﬂmlz oncI%Q at the BOD composition

is not associated with corporate perfo e. YAgor k&t al. (2010) measured BOD

C
composition using cos% y an(} gﬁ‘fikie@. The result of the study reflects
ompo

:
a negative relation Iﬁ\betweer

ﬁi.ﬁns and cost efficiency, while profit
efficiency indicates afwinsi

relatiééfﬁp. Likewise, Brick and Chindambaran

i

¢

(2007) state %D indepen nc€ a@cb%nk size have adverse and significant effects
% NN

on RO eanwhileSBri d Chigdambaran (2007) argue that the increase of BOD

Y—-
mdemﬁnce could reduce t@idence of corporate fraud. Likewise, according to

h (1988), the independent boards are likely to replace poorly performing

G gement.
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2.5.3 BOD Meeting

The BOD meeting is one of the elements of corporate governance |nd|ca t
commonly relates to a firm's performance. The BOD meeting is referred t@mber
of BOD meetings conducted in a year. Most empirical studies fou the BOD
meeting has a positive and significant effect on financial performa Yr.he frequency
and allow them

of BOD meetings can assist the board members to engage with mem

to discuss and understand the bank’s operations in p ing re board tasks

eeti gWrms could
oy

appropriately. Al-Baidhani (2014) states that the variatio

better represent the degrees of monitoring across fir

meetings is an inexpensive way to increas

Moreover, the meeting frequently conducw ng ﬁ\e boatd giv@;‘; members a
chance to share the information, ralsew}wd work utléisues and discuss

the assignment (Laksmana, 2008)

Following a prior firm p%nce &udy Vaf 1999) contends that the
number of annual BOD m \IS r IM@DV% the firm's performance
(Brick & Chindambarq*g'rhl rlsult s Jo nt with an argument by Gavrea

and Stegerean (200 &a hlgf'e cyo é.QD meetings allows better monitoring

-—o

activities. In additionwGia Olzt)-\jédncludes that a frequent BOD meeting
enables ma tto an efer Q}C?ness operations.
/s ‘zé\
2.5, I|m in BOD VY
he study on the Islam\clz? organisations consistently emphasised religion as
=

ributing to the organisation's performance. They argue that the religious
nground is a factor that influences an Islamic institutions’ performance due to
religious background that may influence the decision and action based on beliefs. A
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firm's performance is not restricted to financial health, but the religious factors may
contribute to the ethics that every religion brings values. The Shariah has specifwﬂmt
Muslims must follow the guidelines and apply Islamic values in all aspects@% lives
and every affair (Jaballah; Nomran as cited in Shatnawi, 2020). Moréﬂ&the board
with religious background knowledge has an advantage in knowle&?elated to the
financial system and Shariah. \,

Generally, previous studies have proven that relig mﬂrence corporate
decisions (Shatnawi, 2020). The composition of MuslimBQOD in an believe
their actio bz{sei‘e}vt'heir
n % ncy\sﬁ'cifically,

minVen applyj@‘gamic values

into their operations and work by in Inggreater co te nance disclosure

t is consiste Wit H@\wn et al. (2015) study

ious Deliefsasone @e mechanisms that could

that the direction and the Islamic values would infl

beliefs. This value is significant to explain th

the corporations that portray a more outstan c

é%

(Albassam & Ntim, 2017). This ar

on BOD diversity. It also menti

/,;@

enhance firm value because, diversity T

which leads to better %J 'catio:l

there is a commitment,to be re m

accountable by @T i

Muslim dir &s)o L

informa% the flon- ?im d@ors.
b 4

off (2010) states th@porate board diversity improves decision making,

&
ectogéexplain their ideas logically,

nd isibr@king. Muslim managers believe

£ &
0 th&ﬁekeholders and believe they are held

—%

i et @OZO). He found that a higher number of

i
ﬁlo |§|'7

b result in a higher quality of accounting

>
=
@D
o

policiesy procedures, and business networking. In contrast, in his study, Shatnawi (2020)
evealed no positive relationship between the number of Muslim directors on the board
nd the corporate performance of Jordanians where the study was conducted in industry

and service listed companies. The influence of religion is more pronounced, and as a
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result, it becomes more important in management practices than in any other setting
(Baydoun, et al., 1999). T

Religion can influence managers' behaviour and attitudes (Baydoun, @hn, &
Mohmand, 1999). The behaviour is reinforced by the idea of reward ishment,
which influences the managerial functions that advocate no separatioRt.vVeen worldly
and religious aspects of life (Hassan & Christopher, (2005), Unlike other religions,

Tayeb (as cited in Hassan & Christopher, 2005) con zat I'slam is an all-

encompassing creed. It governs every aspect of life, public and jpri I‘itical and
economic, relevant to business activities. l _\C}

The number of Muslim becomes one of thesindiC&tors of | this study. BOD
Muslim has been applied in previous stu$ ther @BD Muslim
influence or not to the performance irm/(Shatnawi 0). @1 , this study used
the BOD Muslim as one of the BO IIowing\b\\ex @\Nhe summary of prior

studies on the BOD. % “« Q-
&



Note: IV =

Author/years

Muhammad et al., 2021
Abdallah & Bahloul, 2021
Khan & Zahid, 2020

Grassa et al., 2020

Ridwan & Mayapada (2020)
Alam et al., 2021

Mansoor et al., 2020
Elgattani & Hussainey, 2020
Khanifah et al., 2020

Harun et al., 2020

Shatnawi, 2020

Aslam & Haron, 2020
Saidat et al., 2019

Khudhair et al. 2019

Iryani etal., 2019

Salem et al., 2019

Shatnawi et al. 2020

Hassan et al., 2017)
Mukhibad (2016)

Table 2.5: Summary of Prior Studies on Board of Di[@%a
Indepr
A v.ad

IV/DV/Med/
Mod/CV
v
v
v

v
v
v
CcVv
v
v
v
v
v
v
Mod
v

Independent Variable, DV= Dependent Variable,,CV

Board Size

:4(:
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X

4

/
/

Meeting
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2.6 Financial Performance

Performance can be defined as the potential over efforts and actions taR?ht
lead to achieving objectives. According to Lesmana and Haron (2019), er ance
refers to the potential for future successful action to achieve objeenxA firm's

performance, however, not only can be observed based on the qua Ratl'(/e measure,

such as financial or accounting-based, but it can also be measured tatively, such as
non-financial measures or based on managerial performa anC| | measures can
be observed from financial ratios (Fredendall & Hill, .Inc nt fmanC|aI
measures can be observed based on customer satisfac |-Beshtawi te’ @ Md
Zain & Shafii, 2018) and effectiveness (D053| A 20

Most of the studies agree that cor ate oveﬁ?an ractl uId directly

influence financial performance. Poor% governa racti (ﬁ-nay impact weak

financial performance. The flnanc@%ﬁforma wb rpg%sured using financial

N
garmance. Khanifah et al.

gher s@orate governance disclosure

indicators, such as financial r xplaﬂ1 the i
(2020) revealed that the Isl \nks
zm

eastired thOA. In contrast, the financial
:

reported high operati ance

performance of R is not Iy ré to the disclosure of sharia bank
governance. &

Meanw n a , Illei? al. (2020) found that intellectual capital
dlsclos angg |sclo%?e and corporate governance disclosure have a

s1g cant mﬂuence on firms’ p%fbn’nance of ROE, while Lahrech et al. (2014) found

a e relationship between transparency and financial performance. Ghaffar (2014)

s that banks should follow a sound corporate governance system to have better
:

ofitability. Effective corporate governance guarantees the safety of the invested funds
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and the returns on investment (Bijalwan & Madan, 2013). Ghaffar (2014) supports that
corporate governance practice has a significant relationship with bank profitabi]Y'-

Similarly, Aljifri and Moustafa (2007) argue that corporate @}ance
mechanisms significantly impact firm performance, such as the payo idend ratio,
debt ratio, and governmental ownership. The other study conducted bygHifza Inam and
Ageel Mukhtar (2014) found that good corporate governance si any impacts bank
performance, mainly in capital adequacy ratio. Further, LX.in'iicate that good
corporate governance is directly related to the expense m ement Wlss and the
banks that have good corporate governance to im@e perfarm z{nq\ﬁa}‘i‘tain

? 4

the interest of shareholders. T \ \Y
&

2.6.1 Prior Studies on Financial Pe\‘@e’s Meas ent<5<

The performance variables \%utilise gai I;hg\relationship between
S Al

governance and performance , 2013a).2In fi@c?al institutions, a good
corporate governance pract@quelt?ﬁg}m@n organisation because good
governance leads to t veness of naben@t and the health of the business
’ 4 ¢ &
rfor

rgﬁce. Thus, profitability is one of the

environment that reflects the ' \3\9
measurements %I i estonﬁ"an indicator to determine a firm's ability
NN
an@ositive impact on CSR disclosure. Likewise,

i
.} 20&5? Nawaiseh (2015) found that firm financial
perforn‘% s a i
ity e
e

acc to Maskun (2013) level of leverage, company size, and profitability
e’
|%\he the CSR disclosure, improving the society's welfare. The financial
erfor

mance in this study was measured based on three financial ratios, namely, return

QAsset (ROA), return on equity (ROE), and debt-equity ratio (DER), in line with the
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summary of prior studies on the financial measurements (ROA, ROE, and DER) shows

in Table 2.6. T

Table 2.6: Summary of Prior Studies on Financial Measureme

Author/years Profitability LSé?agg
ng

ROA ROE DER

1 Muhammad et al. (2021) / \ v o d

2 Balqgis (2021) / /

3 Abdallah & Bahloul (2021) / N, Y /

4 Shatnawi (2020) / /

5 Nurhikmawaty et al. (2020) 'Y and /

6 Shatnawi et al. (2020) / /

7 Khan & Zahid (2020) / Y= 1

8 Nomran & Haron (2020) / /

9 Masruki at el. (2018) . U Y / /

10  Szegedi et al. (2020) / /

11 Nurmawati et al. (2020) A\ /1 } 1 .&

12  Elgattani & Hussainey (2020) / /

13 Khanifah et al. (2020) ™~ /v 4 v~

14  Prasojo & Hadinata (2020) / / )

15  Omaliko et al. (2020) ¢ - N\ P

16  Sencal & Asutay (2020) / /

17 Saidatetal. (2019) f N /.| ad .

18  Khudhair et al. (2019) / /

19  Nurmasari (2017) . W a 'U /

20  Tumonggor et al. (2017) / /

21 Rusydiana & Al-Parisi (2016)& ONY J AT

22 Hassan et al. (2017) ) / /

23 Mukhibad (2016) _— 9 Y a?/

24  Musibah & Alfattani (2014) /

/
v 7 y A’V
Table 2.6 illustrates thglp.rior studies nltb@ﬁa\ncial performance indicators.
s 4
(S

These indicators have been tsed

of financial ratio&mon
financial perf@e indlicato

of Isla % Tyeby“a

numer& studies, while DER i{l)e;gused than the ROA and ROE.

\
\Qofitability is a financial indicator that is commonly applied in many studies
=

icate the ¢onipany’s health. There are many types

ligd in d@ent studies. This study analysed three
|
RO%;RDE, and DER) to measure the performance

d are the frequent financial ratios utilised in

ah & Bahloul, 2021; Balgis, 2021; Muhammad et al., 2021; Khan & Zahid,

020; Shatnawi et al., 2020). The profitability concept indicates the company's actual

performance representing management performance and measures the benefits obtained
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(Rusydiana & Al Parisi, 2016). Meanwhile, Siswanti et al. (2017) state that profitability
becomes one of the indicators specifically for investors’ investments decision-w
because profitability is used to determine the company ability to generate p@j}/hich
was also applied by Grassa et al. (2020) in their study. Moreover, the ify that the
relationship between ROA and corporate governance practice shows ag@ifferent result:
The outstanding corporate governance practice shows the low: tMof ROA. A firm
with outstanding corporate governance practices shows mst' mean of ROE,
whereas the lowest corporate governance practice indicates the b‘s}aq;ldforporate
governance practice (Bijalwan & Madan, 2013). Inc t, the firm with [a r.i&%‘z;ble

corporate governance practice indicates the hig ns.of R \‘}r

nce oén‘sfirm. In the
es w@% are measured by

'm:q\-based performance is
N

e. Hifza Inam and Aqeel

Several studies have been conductedﬁ\%; he
’S

current study, dependent variables are m

preferable to investigate corpor.

Mukhtar (2014) indicate Q;m rL $ positively associated with
profitability, bank int% me, f‘ re r“n'on@uity. They also state that good

corporate governan ovideﬁ men%ﬁoh to sustain the growth opportunities,
and

help to improvesthe quality E?J%‘(cial indicators, such as income, earning

|
¢
on equity, a rning per shar EfS)(j)
N
A% erforf S con'ugﬁtionally been evaluated based on financial ratios

o

usiwcial ratios and sev@duantitative indicators, translating into a company's

fi strength (Shamsudin & Mohammed, 2015). Generally, financial ratios
ontribute to the analysis of profitability, efficiency, liquidity, leverage. The current
udy adopted several variables found from previous studies and were used as the

measurement of financial performance to measure the dependent variable. For instance,
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the accounting-based variables of ROA, ROE, and profit margin are extensively applied
to measure firm financial performance (Abdallah & Bahloul, 2021; Aduda et aIVﬂ;
Balqis, 2021; Muhammad et al., 2021; Mollah & Zaman, 2015). According.t ioya
(2009), the profitability of measuring financial performance is due to t?ﬁ;wability of
data and the choice of statistical analysis. He employed four variables¢of performance

im Tobin’s Q.

rate jgovernance and

e an pw related to

manageri v{ng@‘g are
nét dy %‘Eﬂang and

rmYce ith the L@;\;rformance,
namely, ROA and dividend payout uswagression sis.@ﬁ/ also used return

on sales (ROS), ROA, and grov%te of s\\&R ,{0\measure the firm’s

measurement, namely, ROA, price-earnings ratio, return on e

Ahmed Sheikh et al. (2013) examined the impact

firm performance using ROA, which shows the signifi

the ROA and revealed that the outside director

>

statistically significant but negatively related t

Leng (2004) examined the elements of corp

@D

N
soci:ﬂ resp sibilitgg‘?d corporate performance

&

udyl uda et a$013) and Uwuigbe (2011)

in China. Meanwhile, in inr
constructed two fina% formi‘n ;jigblesbROA and ROE, as dependent
&

variables. \ g %(J
Meanwhile, the'gearin i Ieve@ﬁ"is one of the indicators of financial ratio

appliedto i &ahe financia talﬁs Qr:;?rformance (Grassa et al., 2020). Leverage is

"
conside% sentidl

r thatvarious researchers have studied leverage or debt-
equi io in the past (Abd{ & Bahloul, 2021: Balgis, 2021; Dasgupta, 2003;

performance in their study on ¢

4%

1

\lhmwaty et al., 2020). Revealing this information enables the public or
takeholder to evaluate the ability of the firm to pay its debts on time and, in turn, reduce

gency costs (Ismail, 2002).
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However, DER may differ with the other industries and depending on the
characteristic and types of a business (Nurdiwaty & Faisol, 2017). A high deb
ratio can be good because it shows that a firm can easily service its deb@uons
(through cash flow) and is using the leverage to increase equity returﬂAQr instance
Solihati (2021) opined that the higher the DER, the higher the finawg-made by the

company to run its company. In addition, if the company earqENt, the company
I

tends to use the profit to pay debts rather than dividing divi

The analysis thus implies that high bank leverage®is, the pWideaIized-

@

T
world baseline for analysing bank capital struct@e pres ce*? a’de d for

liquid financial claims per se (Christopher, 2 High DER may con5|der as high

\\ A V'
obligation that cause a difficulty for a compa ‘(t,o obtaln the fund from other sources.

'nting etal. (2017).

However, for certain industry this ob\ ot necessasi he company can
generate the income and provide tt{;sflt to ﬁe% fr 'Phe debt such as in the

banking system Heikal et al. (2
Dasgupta (2003) ar c nie havmgénore debt in their financial
structure would disclo% to rest re c flbe amongst shareholders that their
company is doing On the T \h'an ! An poulos and Kriklani (2012) revealed
that the compa 's%h fln Ieverage tend to reduce disclosures due
to the disclo p par |on b gé CQ.J‘? procedure. However, a study on disclosure
by Mal isted € Fs co cted by Abdullah and Ku Ismail (2008) revealed
that verage does not ag@r’to influence the level of disclosure significantly.
, Masruki et al. (2018) in a study found no significant association between

ing and Shariah governance, supporting numerous disclosure studies, such as Aly

., Hussainey et al., and Hassan et al. as cited in Masruki et al. (2018).
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2.7 Summary of the Gap

Further, this section summarises the gap found between this study and pvv

studies. Table 2.7 summarises the gap of study.

Table 2.7: Summary of the Gap

o
A0

to examine the SG (Shari the

Current Study Previous s

1) Shariah governance and Magasid 1) Each variable was ¢ cted in a single
Shariah were conducted in this study as study. E.g., SG only, '"Magqasid Shariah
the independent variable. only, or SSB on

2) Financial performance as  an i 18) - SG as a
independent variable. rmance as independent.

3) BOD as Mediator. independent variables

4) SG disclosure. I. ,(2020) - Shariah

5) Interpretation and harmonisation of SG in a case
Magsid Shariah of five and CSR ariah -compliant
disclosure.

6) SG and Magasid Shariah relationship to Iyted ﬁ'r}score
the performance. aqgasi hariah

7) Unlike Hanefah et al. (2020), SGF and the aysia and
SGPD were used in this study as the @65 discuss
main ref. / source in developing the SG fo orkplace, 2)
mechanisms concerning this study o V En , 3) cial, and 4)
Shariah governance. . %h

8) Magasid Shariah was the dep t sid m disclosure items
variable to examine the relati% wer don ducation, Justice, &
between Magasid Shariah and fihancial :\AQ re masid performance- ratio -
performance. % oham K al. (2008), Rusyidiana,

9) This study was conducted on ?i ical ¢ 16, Aﬁ.g 2020 — Magasid Shariah

performance).

/ts:q/
C;S:

pérfo@ce.
6) Ah Ishak 2020- Conducted a case

Islamic banking on the Magasid
h in the Shariah governance. The
asid Shariah is discussed in general
rspective.
Hanefah et al. (2020)- Illustrate the SG
in Malaysia by discussing SGF and
SGPD 2010.
) Iryani et al. study - Financial
performance 1V, Shariah governance as
moderating, Magasid Shariah as DV.
There is a limited empirical study on
Shariah audit. Many studies were
conducted on the effectiveness and are
qualitative studies.

Firms from financial or non-financial industries can create economic value due to

§nderpinning Theory

practical and innovative management of resources. Numerous resources are available
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to create competitive advantages, firmly moving on to ideas creation, experience, and
knowledge. Whether financial or non-financial industry, utilising the resourcew
the firms manage the resources to create a competitive advantage. (’}
There is a need for management best practices to plan and managégresources
wisely since the resource is an important mechanism that influénces a firm's
performance (Bontis et al.,, 2000). For instance, concer 'nM performance,
according to the resource-based view, firms achieve com %vrntage and high
performance through the acquisition, shareholding, a se t e‘gic asset
(Wernerfelt, 1984). Hence, RBV via intellectual @usedt expl in[th&ﬁéz;for
b

a resource with specific knowledge of Shariah % oss%gfhe SCto

ereiisan consolidate

play their role in Shariah matters and created¢onfidenc

and explicate Shariah governance pr%@ough inte

with the study in IFIs. Since this int@scarries ?es @ility of implementing
E y N
Shariah governance practices a%votin Shar. hxcon({l@nt products and services

to Muslims, failure in prex@helﬁ ah- mpIi& ractices might create a bad
reputation for this ind% az (f‘ 7) f l:‘n'd @nificant positive relationship by

studying the effec;%htellectur on figﬁolal performance, which indicates that
intellectual capital om 'sentié‘lj\<ﬁictor in sustaining performance and
competitive % the FI‘. e’in lleCtual resource enables the organisation to
developQ:%
iy

adv. fulfil the needs of ific groups, and maintain the industry's reputation in
li

ual <<(.lrces compatible

N
gie§’ ?n thewﬁ?ection to enhance the industry in a competitive

@M its developments.
Q In this regard, the current study adopted the intellectual capital model (ICM) to
xplicate the practice of corporate governance and Shariah governance. Therefore, the

following section discusses specifically the intellectual capital model to understand how
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this model shows the flows and the relationship between Shariah governance and

X
A0

Unlike the corporate governance practices in the non-Islamic fichial institution,

performance.
2.8.1 Intellectual Capital Model (ICM)

IFIs has two board independent, namely, the BOD and SSB (Netha Ribiére, 2007).
The existence of the SSB or SC in the IFIs is to ensu e holf operation and
transaction are complying with the Shariah. Therefore, the or‘bbqt'dpvernance

B
Yw
stakghol [h@ and

is@ itional r@gl to meet

plieth by Na@:";nd Ribiere
ptedéﬁ’n Nicholson and

theories, namely, agency theory, shareholder t

stewardship theory are applied in a single board

the requirement of SC in IFIs. This modelshas

(2007) to study corporate governanc\ islaic banks,

Kiel (2004). Like the study cond%in Isla \ba Ks, l;(\corporate governance

N
theories and the ICM are app%to erIain he SQQ' governance, corporate
governance, and Islamic in hl czilr In alis@'e implementation of Shariah

governance, the achi% of M; asid P&riab’and explaining the concept of
&

disclosure and trarm’@:y. Tr]u i ellecﬁ.llcapital model can be seen as a model

to guide the stu&{ aria

'nce @)&ds performance.
ffst @ duced by John Kenneth Galbraith year 1969
(Haghs)% arzegy g Kaﬂ'ﬁ% et al., 2015; Meihami et al., 2013). Further, the
inte@ capital was explai@y the management guru Peter Drucker in year 1993

i \scription of a post-capitalistic society (Haghshenas & Barzegar, 2014). Many

chelars agree that a firm rich in intellectual capital could achieve a highly competitive
dvantage. There are four levels of professional intellect increasing importance that lead

to higher performance, namely, cognitive knowledge (or know-what), advanced skills
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(know-how), systems understanding (know-why), self-motivated creativity (care-why),
which arise from the knowledge, information, and brainpower that become the w
source for the competitive advantage (Quinn et al. 2009). Further, Kariuki%\OlS)
opine that the combined effect of the intellectual component between'éwn capital,

social capital, and organization capital might influence more excelleR organisational

performance. V
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Tacit Explicit
I G i e LT >
Human Capital Sacial Capital (Teams) Structural Capital (Organisation)
(individual)
- Intra Boards - Process
; - Creativity - Boards Mgmt. - Procedures :
- Knowledge - ExtraOrg. - Routines
; - Skills - Relationships - Practices :
- Ability - SocalTies - Audits
- Trust - Corporate governance
routines
Board of Directors Roles Shariah Supervisory Boards Roles

Firm Performance

E\ Source: Natthan & Ribiére (2007)
Figure 2.4: Intellectual Capital Model
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Intellectual capital can be classified into three, which are human capital, social
capital, and structural capital. Human capital is at the individual level, and t)?m
supports the social capital and the structural capital derived from the orgar@% : The
BOD controls this group of intellectual capitals, while the SSB pla le in the
Islamic perspective. However, at the SSB level, all the activitiesw)zrvisory and
advisory will be reported and reflected in the BOD to ensure%. 's effectiveness,

whether in the Shariah application or the entire business o i thaf shows through

the firm’s performance. ‘\d
"X

2.8.2 Theoretical Background 4 b

Theoretically, previous studies opinew th

persp e that guided

the current study links the idea tha ks}/ith an effieient QOrate governance

structure have a better performanc ussain,

on corporate governance, seve%ies v{/‘ere i
Obid and Naysary (2014),§J/k~ ras r raki é ), and Bebeji et al. (2015)
ard theary,

adapted the agency th% sr}i “'ansgakeholder theory in their studies
of corporate gove@& anw nceﬁwise, Obid, and Naysary (2014)
conducted a stu@aﬁa 'nce i{t%fs to explain Shariah perspectives. Peters
and Bagsh %4) and ;:e?sguré?ependency theory are the most important
theoriesé%] intheir Fy as e&.\;tive and efficient in monitoring and controlling
cormA

governance functior@'

e;{%viewing the literature

N
n 'fie@’oe applied in this study.

e agency theory is widely used in academia on corporate governance to explain
heWnature of corporate governance and the possible issues in an organisation. The
akeholder theory attempts to address the question of stakeholders that deserve

management's attention (Peters & Bagshaw, 2014). Stakeholders consist of
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shareholders, employees, investors, customers, and suppliers as direct stakeholders.
Stakeholder theory considers the interest of all parties affected by theirvﬂ.
Concerning this study, the stakeholder theory is appropriate for defining th@nship
between stakeholders' roles and the firm's performance. A

In a corporate governance practice, stewardship theory is nec¥r~y to address,
apply, and link with the nature of corporate governance. JThe ardship theory
addresses trust and acts as a steward to guide the m &o.ploduce the best

performance and gain high satisfaction by achiev the [organi nal goal.

X
Meanwhile, the stewardship theories focus on the @ws that empawer 4ng\fa}llitate
the manager to perform the duty (Habbash, 201% 4 \Y
[

d to e><5$r‘nz~ the board's

orate value (Bukhair &
S

Rahman, 2015). The agency th%gest@that edinfo ion asymmetry between
er the ex

agents and principles can al MUCI @n of monitoring mechanisms

to promote the level ofidi informati }éra@et al., 2020; Jensen & Meckling,
4 QQ
1976). Through th ﬁj,glosure'

n excess the information to reduce
uncertainties ane, informatio etry.&

Therefore, two theories in this stuzg\w?

function. For instance, board attribute m'aimize age

(Haniffa and Hudaib, 2007), whichfwill,lead to |\m/?
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NN
?s thr‘ssah performance improvement (Yusoff & Alhaji,
ey argue that the ste{%dship theory is linked to the performance that meets
\Mders' needs and balances governance and performance. Moreover, stewardship

heory concerns the company’s interest as a priority by reacting to the conflict situation
orlea & Achim, 2013). Secondly, the stakeholder theory argues the right of the

wn

stakeholders to participate in the decision-making process (Obid & Naysary, 2014). It
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concerns the interest of both parties, which are the stakeholders and shareholders
(Yusoff & Alhaji, 2012). A study by Rehman et al. (2020) states that this thewl!'a
valuable tool for further improving the company's performance. The man@t can

perform their responsibilities as best as possible regardless of their inte?é&

2.8.2.1 Stewardship Theory
The agency theory first applied by Jensen and Meck 1§6) Tentions that the

manager acts as an agent, while the shareholders are “principa .Mcally, the
B

Yw
tative of re.\o@ The

cia.l{ e exp\c¥t~ations of
. .

the principles on behalf of them to lean anw orlea,é\chim, 2013).

The agency problem appears when WD intention dec@or their interest
instead of fulfilling the principal's b%erest.ﬁ(%en goal etween shareholders
N
W

and managers leads to the age lem, whereby:the r@ager as an agent focuses

principal empowers the management to decide a re

agency theory states that the roles of the boar

on achieving his personal Is ohl e M@ned, 2017). In addition, the
t n@y between agents and principles

agency theory suggest information as
’ &
can also be reduc@he @ mo@dng mechanisms to promote the level
of disclosure in&@ n( 'I., Z(tz-js'flensen & Meckling, 1976). Through the
3 ‘

disclosure, sharehaolder éx%g? the information that would reduce the
N

uncerta% infofmati symmE?try.

L, %

.&elation, the stewar s@?’ theory was introduced by Donaldson and Davis

T

( s a normative alternative to the agency theory (Subramaniam, 2018). The term

:‘s ard’ refers to the person who protects and responds to the needs of others. This
e

ory's fundamental is based on social psychology, which is the behaviour of the

executives of managers. The stewardship theory refers to the manager responsible for
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making decisions on behalf of the owners and protecting the interest of shareholders or
owners. In this theory, the managers are left independently and act as s
responsible for their controlled assets (Maliah et al., 2015). This theory als@ that
managers with a solid self-esteem and self-fulfilment will improve théﬂ%ormance
eventually meeting their needs (Obid & Naysary, 2014). From the mlogical and
sociological perspectives on this theory, the steward is entrus thful, influential
people, and thus, they are classified as good administra LXZ]t'usted resources
(Borlea & Achim, 2013).

The stewardship theory suggests that the succe n organisati ’s &&}ed by
the steward's need (Uwuigbe, 2011). This t er e| ong\gatlonshlp

perfo@ce (Yusoff &
gun@%xpressed in firm

between the manager and firm success by i oving thv\fir

Alhaji, 2012). To this extent, the steW eory ist

performance that meets stakeholde ' needs an \du¥ Q@ailibrium of dynamic

performance for balanced gov% In s ppos the agency theory, the

&

stewardship theory assumesﬁ_' m t g for their interest but acting

in a given conflict of i% uation g lth tthe interest of the company as

a priority instead o welr ad'v orle Achlm 2013).
e,

From an am |v
#

banks are t to act a Wﬁdsc_‘;growde the best service (Azmi et al., 2020).
ry at SS

tewardshlp theory explains that Islamic

This th ta P] the &E\rlah principles in serving the customers and the

at the best posmbl@dchleve the Maqasid Shariah. Meanwhile, in Islamic

‘% he BOD acts as an intermediation between implementing any policy and
Q gy and monitoring any progress on the corporate objective. The Board is acting as
n intermediation between the policy and any activities of banks toward the

performance. Thus, with the stewardship theory, the BOD and SC will perform the best
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possible to achieve the Magasid Shariah and finally impact the banks' performance
(Azmi et al., 2020). Management, performing its stewardship function, needs tow
that compliance to Shariah is being met for the promised Shariah-compliﬁy}aes to

be delivered to the shareholders as the investors’ concern with Shariah-mkant values

motivates them to invest in the first place. Y'
2.8.2.2 Stakeholder Theory z l
r

Empirically, the stakeholder theory is applied to ibe the n f‘the firm,
the way of managing, the board's reaction to the inter (#f ‘@‘gate
constituencies and the way the corporation is m n% ia'specifi¢.corporate

»1he \:Ider theory

@

states that the main objective of an 1zafion is to mis cholder’s value

emphasising the stakeholder-relate(i;ses in an\ﬁmﬂ a p@Rehman et al., 2020).
%ﬂ P >

The stakeholder theory is be kno cbeczaé? many researchers have

1 I aff@ternal environmental factors
ility to bto

a@' scope rather than limited to the

This is in&{ th i @forate governance, known as the system,
B ! (,rg
to ensure th rdland corpor n{m@ ent strike a balance between the interests of
NN
various% Iders” FUW’ x{%S). Mitchell et al. (1997) provide three

charjg&tics of stakeholders: (%Wer, legitimacy, and urgency. The manager needs to
N

@E of the entities in an environment where he is in power and intends to execute

d interest in the firm. Power and urgency must be taken if the manager serves the law

nd the interests of legitimate stakeholders (Mitchell et al., 1997). According to Salami

et al. (2014), the stakeholder theory builds a satisfaction. It promotes stakeholders'
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interests that always aim to ensure each area receives some satisfaction. Furthermore,
stakeholders are recognised as assets, while managers are expected to manangh
effectively (Rehman et al., 2020). This theory is the nexus of a contract@n the
firm and interested parties that known as stakeholders, such as employe€s; eholders,
creditors, government, and other stakeholders (Obid & Naysary, 2034; Sanda et al.,
2005), by participating in the role of the management process of the/firm and control
(Igbal & Mirakhor, 2004). y. l

However, some studies argue that this theory is ow since“sha glde;zs‘ are

considered the only interest group of a corpor@y (Yusoff A[h:i'{;})ZOlZ).
der's

According to Phillips and Reichart (2000), the sfg ificant weaknesses are

lv‘een stak@e.rs and those

who are not. Similarly, according tw Il et al. 6), (ﬂjefinition of the

stakeholder is narrow as the managﬁﬁannot at\*tgall @I or potential claims.

This argument views that corp ernaﬁce st mrezg{;?light stakeholders’ right
by reducing the informati %net ﬁﬁp?h;@ enforcement component to
protect the rights of sq.t (Bo[af s-éo@r, 2005; Donaldson & Preston,
1995; L’ Huillier & Miarie LI—@ 4), %CQ

e s older theory does not mention the

Unlike the agemcy
B ! (..)
information as try betweenm na@s and the shareholders. However, it argues the
rightof%k

201 concerns with the i (%e’st of both parties, which are the stakeholders and

identifying the stakeholders’ identity, distinguishing be

holdérs.to ‘uicip in the decision-making process (Obid & Naysary,

S N&ders (Yusoff & Alhaji, 2012). A study by Rehman et al. (2020) states that the

6 holder management assumption of the theory is a helpful tool to gain profitability.
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2.8.2.3 Legitimacy Theory

The legitimacy theory is the central thought of the social contract b

Y

organizations and society by considering the rights of the public in genera \erely
focusing on the right of investors alone (Yusoff & Alhaji, 2012). In t?ﬂé‘@rt, a firm
will disclose the social activities information to the public to stren&e?their image
towards socially responsible for attracting their stakeholder gr UN

From the CSR perspective, the legitimacy theory em %.

tha' the community

allows an organization to use natural resources legally allo Wizaﬁon to
B

cal commupity] \L\ﬁﬂ)\‘tz;ese
sinﬁ cingjf products
and services, yet unfortunately, pollutes thw nment threugh itsé}‘z;e (Aslam et
al., 2018). To maintain this relationsh %anization sto@’ronstrate its good

behaviour as a corporate member tt@sommun‘l—g\xhs y y{s\a corporate body that
shows that the community need%u po?t by Vldlﬂi,ﬂillltles and assistance. In

response, the community a \1

obtain human resources by employing people from

resources, an organization utilizes them to benefit.i

san @lon However, failure to meet

the society's expectati rope S|ty an'tr@r unforeseen actions against the

'3

operations and cau stnctu@ souriéahd demand (Yusoff & Alhaji, 2012).
h

For instance, healt e so@v's main concerns, and it can change the

i
society's peﬁ&@ if r tﬁdlesj mphasise the importance and provide this

NN

fauhty% (G :199555\
Y—-

cernlng the aim of a\ ess, it is recognised that maximising the profit and

hareholder values is a direction to gain the business success. Therefore,

rous studies have examined a firm's performance based on profitability since profit

aX|m|sat|on is an indicator of corporate performance (Yusoff & Alhaji, 2012).
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However, according to Ramanathan (1976), in the legitimacy theory perspective, profit
is seen as an indicator of organisational legitimacy in total.

On the other hand, many empirical studies applied the legitimacy th@ocial
and environmental reporting and related corporate disclosures mmunity
expectations (Deegan, 2004). Hillman et al. (2000) consider exterW/ironmental
factors' potential influence and reduce uncertainty to reduce tr &M costs related to
external relationships. Consistent with Gales and Kesner hte] that legitimacy

potentially reduces uncertainty. ‘\d

e Sharjah- ec'el@'gﬂ'sin
cial sfs eparting on the
NG

operation's background, activities, and trampsactions vince.@» community,

especially Muslims, because their inv %With Islami nan@‘products is due to

the Shariah-based system fulfilling ligation gria req irements. If the needs

Therefore, it is essential to explain the validit

providing products and services in the Islamig«fi

N
of these Muslims are not met, | turﬂ and find ot@‘_?lternatives to meet their

needs. In addition, Islamic @HII nue to strig% ensure that their companies

are seen to operate ac% o th f: M‘l‘eé a@horms of society, and they also
&

\m ies aéatcepted by external parties (Azmi et

always ensure that their corporla
gitirta-)%’, in the effort of Islamic banks to seek

al., 2020). Bas
legitimacy f r Jthw ternal parties, they need to disclose relevant
informa@% betvvéSn Banks and the public. Moreover, by providing
infow&n on his company's@ls:mance, the community will be confident to be his
c rs. Likewise, disclosing the information about banks' activities in supporting

hescommunity can attract banks' customers to respond to banks' efforts in serving the

ommunity.
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2.9 Research Framework

The previous discussion on underpinning theories led to the study's r
framework, as shown in Figure 2.5. The independent variables (IV) %\were
Shariah governance (SC, Shariah audit and Shariah risk) and id Shariah
disclosure. These independent variables were hypothesised to e significant
relationships with the dependent variable (DV): Financial perfcme (ROA, ROE,
and DER). This study also intended to investigate t er mediating the
relationships between the Shariah governance dimensions,and a&kj{dariah with

| 2
Islamic banks' performance. Figure 2.5 presents amewprk o t'e @gsed

research. Y. \f \/Y-

Independent

Variables Dependent

Variables

ROA (3)

ROE (b)

DER ()

0 Figure 2.5: Theoretical Framework of Study
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The conceptual framework was developed based on the previous literature and
theories. The underpinning theory in this study is the Intellectual capital model?l)
and three other related theories to this topic, namely, the stakehoh&}eory,

stewardship theory, and legitimacy theory as discussed in the previou adopted
in this study to explain each of the study's variables. In addition, this SWSO provides
an additional model, namely, the Intellectual Capital Model (I Na to the Shariah
governance. This study is appropriate since the corporate t&:
the agency theory, stakeholder theory, and stewardship t , Were i i:l asingle

. the IEM pljiri@:giah

t% mic@ﬁkg were
T

is Study exp@hs the Shariah
|ah,@<|<0h require the SC

ce' theory, such as

board. Since this study was conducted in Islamic
governance and corporate governance. It wa

involved with the additional role by SC. Tliw

matter concerning the Shariah governwaDMaqasid
to implement the Shariah governan%d ach&q?si

N
concept of disclosure and trans ect(u?apital model can be seen

ds performances.

s@iah by explaining the
as a model to guide the stud@ i
2.10 Hypothesis&@pmm

Based on .ihe reviewe itera{lfw' and underpinning theories discussed in

the previoui igﬂl)s this sect &ev ops the hypotheses that give tentative answers

to the r(e{c)

bac d of this study. In th@se, the study hypothesised the relationships between

N
uestio }Were&ended based on the problem statement and the
t Xiah governance and Magqasid Shariah with the Islamic banks’ performance. The

t also hypothesised the mediating role of the Board between these independent

ariables, namely, SC, Shariah Audit, Shariah risk and Magasid Shariah, and the
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dependent variable, namely, ROA, ROE, and DER as the financial performance

indicators.
The disclosure quality of annual reports is considered a critical@nt in
corporate governance because it illustrates good corporate governance 2013). In

addition, Htay et al. (2013), Beekes and Brown (2006) revealed that an excellent

Thus, the study on the Shariah governance and Magasid S erpance disclosure

company in corporate governance provides a complete an irmtive disclosure.
i Vi
e

is consistent with the legitimacy theory to emphasiseyth ewclose the

oy
rmation to sta%rg der’s
T % ed @bulation,
. X

namely, Shariah governance, is crucia custo@s, and other

stakeholders for their decision-mak\g%)those se t)@%gitimacy of an

organisation. On the other hand, thasitﬁv\Sih hi Liﬁbted in this study will

benefit the society, employ% oth%r st ol%zg:}The Magasid Shariah

information emphasises th %Of a anisation t&]eet the need of society and
[ for

shows a symbol of cor%x suppc‘J‘r s‘ §oc®mterest.
N
ER
2.9.1 Shariah (‘% ee Di e an(t‘é&formance
¢

i
The Sc%ndep nden om'miét-}gao observe the business operation and assure

the stak%k thatﬁhbgz ess is‘conducted based on Islamic principles (Aribi &
Y-v
Gao‘@). he SC is an inde[@dent Board to investigate, audit, and provide Islamic
\
ith Shariah principles at ex-ante and ex-post for all financial transactions as a
G ard policy (Quttainah, 2012). The SC is selected based on the qualification and

nowledge in Shariah. The Shariah background is significant to monitor and lead the

information to provide accurate, practical, and realisti

public. The information related to the compa

Y

Islamic banks towards an Islamic governorship to ensure that the banks’ activities
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comply with Islamic laws and build the Islamic values in the organisation. In Shariah
governance practice in Islamic banks, the institution must implement the w
requirements stipulated by the BNM for IFIs. The SC plays a significant r@}nsure
the entire operation following Shariah compliance. Also, the Shariah su Isions under
the SC present various objectives, including providing legitimate solutions for barriers

and conflicts and improvements for the future (Garas & Piercel m

Recently, many studies have revealed that the S ing las an essential

mechanism in Islamic banks to ensure that the activities 0flslami mely with
B

o | o ¥
Shariah. It is considered one of Shariah governance nificant co o;jer&&} IFls
(Grassa, 2013). The primary function of the SC'Y:; ns% acti%w Islamic

har,

banks following Islamic principles. Lack e pra would cause

g

most people to lose confidence in th mig'banking

community (Alnasser, 2012). CO

In addition, Amalina et

N
Egc:t'he SSB is also to assure

ated disclosure in the annual

the Shariah compliance tha Mflul

report in Islamic banks.,Li e, Ghayad’s 20{)85@@ on corporate governance and

&
ts tgoles of the SSB on the performance of

the performance of Iﬁgqic banr
Islamic banks, @ th
% 4

i
and profit. ition,| the veﬁméﬁa of the Shariah board controls the bank
NN

transacl% d onJslami€ law en&sted with directing, reviewing, and supervising

T

the g&c bank activities @ﬁsure the activities always comply with Shariah

pg\lms. Bukhari (2013) also states that the SSB is responsible for ensuring the
inanc

ial activities in an organisation are conducted based on fatwas and will review

rship@‘&ﬁe Shariah board, and the Shariah board

hether the transaction is under the Shariah. The execution of the SSB by Islamic
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financial institutions deals with the transaction in the business activities towards Shariah

issues in financial transactions to ensure compliance with Shariah requwementsY'

Almutairi and Quttainah’s (2017) study found a positive relationshlp%xﬂ the

size of SSB and financial performance. This information is essential to'ﬁ&closed in

the annual report to increase shareholders’ confidence in dealing with \Fls (Tawfeeq &

Alabdullah, 2017). Likewise, Mollah and Zaman (2015) inyestigated the impact of
X-

Shariah supervision, including the supervisory or advisory S l)n performance.

This study found that the effect of SSB on accounting-based pe o‘r%apds positive
Yw
when Shariah boards have a supervisory role. l _\‘-}
Meanwhile, the study conducted by M i_et al (Zf) und\v}(~ t SC and

, the %@3& IS negative
ed @e discussion, the

disclosure are significantly associated wﬂl\&O} In

when the Shariah boards have an admae Hence,

following three main hypotheses wi velope \T ,<\
. E ? N

Hla: Thereis a S|gn|f| ionsh p between E‘Sd‘fsclosure and ROA of

Islamic bank \ , \A
P

H1b: Thereis a 5|gn|f|cant relationship between SC disclosure and ROE of
Islamic banks.

Hic: There is' signi Matio@)‘lﬁ between SC disclosure and the DER

of @;%ic banks.

@
D 78 ¢
d‘??ty) p

iah Audit Dlsclosu\eand Financial Performance

he roles of the Shariah audit are crucial in serving the public assurance on the

Oducts. It becomes the immediate support to ensure the Shariah-compliant (Abdul

Aziz, 2013). Shariah audit provides an independent assurance to the stakeholders and
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engages with a periodic assessment to meet the effectiveness of the internal control
system towards the Shariah compliance system. Thus, the firm must disclw
information as a medium of communication to inform the stakeholders r@hg the
Shariah audit involved in the Islamic banks. {

In addition, the implementation of the SGF has had a significant impact on the
audit function within the IFls, as studied by Shafii et al. (20 ONm et al. (2013)
argue that the current Shariah audit manual is considere ti.en

' and emphasise

that the proper Shariah audit framework is essent 00 idwioners in
oy
11) opine at]thi%ﬁariah

pa% ackqf;?actice in
g
ancial status.

Several studies argue that the exiStence of audits in

the performance of the firm. Khali%l. (2013_;_N_\upp$rt
performance are positively co% Witho
e

Similarly, a study conducte wa
audit function and a firm.’ %
performance of fin Wnstinitl :

internal audit ha

implementing the Shariah compliance auditing. Chi

audit function is needed due to the possible negati

IFIs, which might influence the financial OW

an ifternal iah audit effectiveness.

181 (@&f‘;‘ound a correlation between
i ;&n@on plays a significant role in the
dat ( ) revealed that the importance of the
ely @écted a firm's financial performance.

¢

i
Therefore, &Dﬁy canclud tlﬁt @ ffective internal audit function positively
, 201

NN
influen% ial pérformapce (B&t\
X

.&fficient internal au id;*important because it is associated with the financial
r%\\) reflect its performance. Similarly, the audit function might signal the entire
gement where is lacking in an organisation. It is also to ensure that work is

%perly done based on guidelines. Any problematic issue is subject to be discussed
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with the management to find a way to solve them. Consequently, this will help to
improve the organisation performance.

The Islamic agency theory and its proponents emphasise that |nte

:
[
=>

auditors as experts in their field assist the IFIs to achieve growth in acc with the
ability to deal with the process and accomplish their tasks with superWlity (Khalid
et al. 2018; Safieddine, 2009). Hence, based on the discussion ebov hree hypotheses

were developed:

H2a: There is a significant relationship between riah udwsure and
ROA of Islamic banks. S\ qy l _\
H2b: There is a significant relationship between Shariah audit dlsclosure and

ROE of Islamic banks.
H2c: There is a significant relatinship betweerWiah @TI disclosure and

the DER of Islamlcéb \ >\YT §
N
and Fi ce

9
RN
; N
2.9.3 Shariah Risk Dlt: ? 'anm 'e@an

Banks are, in essence, fiIsk-t m@ pn's hey are expected to ensure a proper

flow of risk rep \the nlnarke Iace ey & Shrives, 2006). Such a system

would help anager f'lltlt towards risk exposure, foster banks'
transpa decre et n gap between both sides (Grassa et al., 2020;
/ :
Ilng, 1976). Y'

Jense
N
Ac rding to Yazid and bruda (2006), risk disclosure provides better assessments

J;

nlng the risks they face. Disclosing on the Shariah risk is consistent with the

Oitimacy theory, of which information disclosed may reduce the legitimacy gap.

Disclosing the information of the Shariah risk may give the information to the
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stakeholders regarding the policy, the action, and the representative in discharging the
Shariah risk. This information is crucial that it may influence investors in thelr
based on the status of the compliance risk and capability of the firm in dea@hﬁ the
risk. A
Furthermore, Rosli et al. (2017) opine that the corporation Wlsclose the
policy's information, especially on their possible risk. Disclosi nformation may
% firm intends to

reduce the legitimacy gap between corporations and sta

inform the stakeholders about the policy, status, and bilit thce their

perception (Lindblom, 1994). | .\‘v}
Grassa, Moumen, and Hussainey (2020) th% anks\gém more
secretive about exposure to material rlsk nv ionak, Diff results were

obtained in the same study, of WhIC est was cte Qf the relationship
between ROA and risk-related dlSC|%(RRD) \*s ffi mi%n ROA in the (RRD)
equation remains positive and Oﬁ the other ha e coefficient on RRD in
the financial performanc u on is*sta t|caI S|gn|f|cant Another study

conducted by Rosli, San S‘I‘ ’(2@ examined the determinants of

&
voluntary risk dlswof % pIia%Qompanies. The authors found that firm
size has a significant entri 'voluatéfﬁ risk disclosure. The finding reveals no

B
relationship E%n religiosit goa@ embers and directors’ ownership to the level
of vqu k dist rThe ‘s&nrlcal findings reveal that the risk disclosure

osmvely and mgmf@'ﬂy associated with Board independence (Salem et al.,

ence based on this discussion, three main hypotheses were developed:

0
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H3a: There is a significant relationship between Shariah risk disclosure and
ROA of Islamic banks. Yv
A
H3b: There is a significant relationship between Shariah risk disclosure and
ROE of Islamic banks.
H3c:  There is a significant relationship between Shariah risk dis%sﬁre and the

DER of Islamic banks. \,
V™

&
'Q\‘ |
2.9.4 Magqasid Shariah Disclosure and Performan ‘\d' \V("
| &
Islamic banks practically and principally dif%[he ‘go Jal Q%‘rik, which
can be seen in the corporate objective, the cantrol syst nd pringi

pé les of the
corporate governance system. The obje@}llsl Q|'\: s towards the Shariah

principles is the main one that can relate ' with the M S&Q]. Other than that,

Islamic banks consistently empha c@fara,ﬂ%vd resp_o to all the stakeholders
o <{-
that lead to the Magasid Shalﬁk ievem This reéénse has noticed the public,
. Ny
employees, community n(wsﬁkeh ders ha n them values. As a result, the

(LJ 'S
public is aware of an organi

tion_thdt lels with their norms. Therefore, from the

@
Islamic banking@btive ‘\/Iaqa d Sh@ achievement through its disclosure

g
becomes one cMec nisms ?lm luence the performance of Islamic banks.
t

o@‘ére is a contract between an organisation and

Acc@o legitima
. ’ . | .
the soeie lam et al¥] 20f8) bé¢ause it depends on the society to achieve its goal.

oy

TWI as a part of their\Norkers, and the environment or natural resource are

*

%the factors that the organisation needs to consider in achieving their goal. In this

Oard, the organisation needs to present their responsibility to the society when they

share the natural and human resources to perform the job on behalf of the organisation.
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Failure to emphasise a particular community's right could lead the community to treat
any activities as harming their norms. Thus, an organisation should create the Iegw
gap between the society and organization by presenting an excellent corp(rjs izen
to the society to preserve the right of the community to achieve thei rate goal
(Haniffa & Cooke, 2005). Y'

According to Deegan et al. (2000), the legitimacy theory has inereased the annual
report's reporting following the controversy of moral and ke.sare on the proper
reporting. In addition, according to the legitimacy theory;%a,CSR isw‘intended

to affect the stakeholders and society’s perception

oghiemstr 0002@ CSR
and fro take@aers who
y (Boesso,& Ku@g:, 2007). By

providing social information throug nu@reports, om@’ can enhance its

reputation to stakeholders by meetirﬁ% needs a\veh_g%r @ community (Hassan

N
etal., 2010). ¢ =

o <{-

&
Furthermore, since bel elated to @Aaqasid Shariah by several
studies and has been h% in this‘;yg Eaﬁb’concluded that a CSR disclosure

&
may affect a firm@mam‘s, S coﬁmnt with the legitimacy theory as the
Magasid Shariah, disclesure: ' et al~(2017) conducted a study on the Magasid
¢
Shariah to % the firm dlrm@ and uphold Islamic values and objectives.
\
Meanw%k

galiyev e (2019) studied the elements of Magasid Shariah about
soci ethic reporting dei\g@d to measure Islamic banks' performance. Magasid

disclosure has gained the popularity following

intend to access the information about th

s

%} was also applied in a study by Asutay and Harningtyas (2015) to measure the
evel o

f performance of Islamic Banks in several countries and rank the Islamic banks

Qom the best to the worst. Matuszak and Rozanska (2017) found a positive relationship
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between CSR and firm performance based on the stakeholder theory and legitimacy
theory, like Freeman (1984) and Suchman (1995). Y-

Therefore, to implement social responsibilities and achieve the Shari asid,
disclosing the information in the company's report an advantageous‘wamote the
social activities to the public and encourage the CSR program by pr activities
towards the social well-being. This approach has demonstrated accountability to Allah
SWT from the Islamic perspective, which is essential t '&w.th ir stakeholders

regarding Islamic principles (Arsad et al., 2015). Ho as udMsen et al.

X
(2019) found that the Maqasid Shariah and Islamic so porting we oj s&@cally

n% IS sﬂ.@~ used the
ie\m‘ne Hengé\ggsed on the

discussion of previous studies and thew is study thesi hat:

significantly affected by the profitability of |

Magasid Shariah disclosure to indicate w

- -

Ny [, A
H4a: There is a significant r%ship be&g\en Vla 3@‘Shariah and ROA of
N

Islamic banks. % 0\; 4 Q(?
N &
H4b: There is a significant relationship between Magasid Shariah and the

ROE of Islamic banks.

HA4c:

Medi&j%ct d c},‘i"

\Fur er, this study aim&!‘ to test the mediation effect by testing the Board's

%n in mediating the relationship between Shariah governance disclosure and the

Gformance of Islamic banks. In many studies, the Shariah governance disclosure has

been developed to measure the Islamic banks' disclosure level (Abdallah & Bahloul,
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2021; Al-Sartawi & al Musleh, 2020; Md Amin et al., 2021; Norman & Haron, 2020).
The Shariah governance in this study consists of the SSB, Shariah audit, and

risk. This study attempted to prove that the roles of the Board in this stud@e the
relationship between Shariah governance and Magasid Shariah discmAg with the
performance of Islamic banks, following the hypotheses developed'@n the mediator

(Board) to examine the relationship between Shariah gouirWdisclosure and

NY.
2.9.5 Board Mediates the Impact of Shariah G@ce and/Per nﬁr@
' 4

Islamic banks e
M issu t{g’arises due

. Jepsen and Meckling

performance of Islamic banks (H5.1, H5.2, and H5.3).

In a business corporation, an agency prob isa

to shareholders and management's inter@ma i

(1976) theorise that the agency problerm

a en&{h is a_{QIated to the higher

level of ownership concentratio at}ada %r bl &etween controller and
o <{-

shareholders (Shleifer & V‘% 1997). Iatitﬁ(the corporate governance

[
gh%{ilfyel of significance to minimise this

conflict since th@ry 's'deali Wit@arge number of public funds and to
N
maintain the @Must Darma ',;blmg-/

The one of the gritical rs in ensuring the effective implementation of
4
good w governance. 'ﬁw@ﬁome a leading player in dealing with and resolving
C.)
co% f interest between Rmks and regulators (Klein, 1998; Nawaz, 2017) and

%ring the management, affecting a bank's performance (Fama & Jensen, 1980a).

Othis regard, the Board and management must be together to promote the integrity

culture and consistently cultivate such culture, so that all parties understand the job

—S

N
any res ar@who found that the corporate

mechanisms have bee x;&ﬁ' by

governance in the banking indust

Be

¥/
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scope in performing their duties honestly and efficiently (Chapra & Ahmed, 2002). It is
debatable that the Islamic bank’s Board may enhance the management in improw
performance (Bukhair & Rahman, 2015). Numerous studies investigated t(eJ'\SMCt of
the Board (e.g., BOD size, Board independence, CEO duality, and coﬂ‘Asyion) on a
company's performance (Bukhair & Rahman, 2015). They also ex&?ed the social

contribution to the performance of Islamic banks. \,

tCIe "n realising the
mis ioWOlZ). For

@
Yw
ring tgol ¢ erisu.rfrh t the
to% or @decision

king j@b‘gry is crucial
to b@ng as an industry

MCCG 2012 states that the Board holds a signi

excellence of corporate governance practices (Securities

instance, the corporate governance mechanism as a

financial statements can deliver valuable inf

Q@*asset and investing to
N

esponsible for managing

generate wealth. Meanwhile, fo%c
the bank prudentially and b h’tht’af i Darmadi, 2011a). However,
the single corporate %ze seems no ‘e'r{oubto explain the Islamic banking

i 4 az,Zg;/

sector's value creat nd stabil

In relatio '&OD i 'sible(f)&'/the decision-making, while the role of
Shariah gov &3 isto ns‘ revall €1e eé@ities comply with Shariah. This supervisory
board Qi%@s efine ,religisg?\ scholars responsible for decision-making
con%

d by a Shariah boar, t sanctions or rejects any proposals by considering
T

t%%ﬁmic law (Ghayad, 2008). However, the SC comprises prominent religious
chel

ars appointed by the BOD. Likewise, the BOD is responsible for managing a firm's

usiness operations (Ghayad, 2008). In a business corporation, the leadership role lies

with the BODs. It carries an essential role in creating a climate of integrity,
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transparency, social responsibility, and compliance within the business operation
(Hassan & Christopher, 2005). These elements are crucial to establlshl
maintaining good corporate governance. Consistent with the agency theory; t es of
the BOD are crucial to meeting the expectations of the principles on bﬁ;spf them to
lean and make decisions (Borlea & Achim, 2013). T

is factor is also

In an Islamic organisation, religious factors are more pr nd influence its
management practices than other elements (Baydoun et a ?) TI]

associated with most Muslims, such as in Malaysi ndot, 1 n Islamlc

organization has implemented Shariah governance an

lied the un tzinq@)f the

st% IOU\\E~ ues have
ubsea;@g; control the

ddit@ﬂslam emphasises

nd:\accountability in all

transactions to preserve Masla ehol (A@a & Ishak, 2020). These

Shariah principles in performing tasks. With thi
affected an individual's behaviour, tendenc
human action and behaviours contrary

the concept of integrity, respon trans\nc ,

concepts are for human a t, e ellef every action will be held
accountable to Allah @;ch:’ bas d“ bn\@ reward for a good deed and
punishment for an %ed (jﬁ&\ r 2005).

Moreoverglsla strict ntrol the financial reporting system and

i
the regular ::%Jre 0 pertl ntflnfej ation and ensure its reliability (Safieddine,

2009) car valld&ﬁormatlon indicates that the banks are practising
tran cy in their busmess\l.n\)éddition, Islamic banks are highly recommended to

a% ancial reporting standards to address the specific issues of Islamic banking
i

m & Archer, 2013; Chapra & Ahmed, 2002). The information and reporting are

stentlal for shareholders as they are entitled to obtain the company's information.
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The BOD plays an essential role to ensure the business plan is conducted
correctly. They are responsible for getting and improving the policy and s?gy
monitoring all the progress towards the corporate objective, ensuring acco \'My on
the management, and protecting the right of shareholders and mvestmeﬂ’éqosnors In
addition, an internal control that functions independently supports tmementaﬁon
of a policy. The internal control is also responsible for ensuring that‘the management
implements the policies set by the board, and they are req %e.po[t directly to the
board (Chapra & Ahmed, 2002). ‘\d‘

Chapra and Ahmed (2002) state that the board anagemen O'I|d @ware

of the risks and develop a sound risk managem ithin LK& rthe@%-re banks

m\for Ir expé;\,r; to all risks
since many risks are inherent in this mMD the case 0 Iure@hanage such risks,

the banks will experience the decli deposno\co_r& fid nee wards the bank that

N
influences the economic dev of Q COURtry: (@adi, 2011a). Hence, the

need to be highly cautious concerning rlskw me

banking sector needs to pro h&eff man ent, and banks need to have

adequate capital to dea% se nskE}wa’dl\ﬁlla)

Moreover, indu Q(U%oth corporate governance systems

in h&lamlci
are led by two@
[
2007). The %roun and

combinatio enh& comp&/ s performance further. They play a role in

Y—-
nﬂ&ntmg each other n@bortlng the business goal that is aligned with the

i ntatlon of Shariah compliance to meet the need and expectations of Muslims.
: combination is consistent with the ICM that emphasises the dual roles in the
lamic banks that explain the dual board function practices.
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The potential conflict may arise from the information asymmetry, and this study
is consistent with the legitimacy theory on the Shariah governance dlsclos
legitimacy theory explains that a company must comply with the society's @lons
need, and norms (Mohammed & Muhammed, 2017). The Iegitimacy suggests
that all the company's activities must be disclosed and published to Wn the public
concerning the transactions and the company's activities. For i n Islamic banks,

”Y;

the Muslim’s community is concerned over the transaction overnance system.

According to Darmadi (2011a) and Labelle (2002), mo ing a dWaI control
can be enhanced with the features of good corporat ernance, fl’l‘t@[ can
improve the company’s performance. The info dls& md;/ s report

enables the public to excess the mformatl th m| assist in t ecision. The

empirical finding reveals that the IN theory h

’%

po@‘é and significant

association between a risk disclos allty an i @mence (Salem et al.,

2019). This relationship |nd| th@ gov nance cture is related to the
company’s risk dlsclosure X, erous studies emphasise the
importance of risk dIS(% mit“;#fﬂold& demands to assess a company's
risk and market vaI Salem eit ) A&fﬁmg to Darmadi (2011a), in a study,
it was found th he ensi 'ard sk is substantial. Therefore, it is vital to
improve th S |scI sur p&l y during the crisis or when dealing with any

o
challen% aluate forn&e (Salem et al., 2019). Hence, based on the
b 9

discg&and related theory, tlo%t' main hypotheses were developed:
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5.1 The Function of BOD in Mediating the Impact of SSB and
Performance of Islamic Banks Y‘
AN
H5.1a: BOD mediates the relationship between SSB and ROA.
H5.1b: BOD mediates the relationship between SSB and ROE.

H5.1c: BOD mediates the relationship between SSB and DER.

5.2 The Function of BOD in Mediating the Impact olvuih Audit and
Performance of Islamic Banks '
A \ J
H5.2a: BOD mediates the relationship between Shariah audit and ROA
H5.2b: BOD mediates the relationship between Shariah audit and ROE

H5.2c: BOD mediates the relationship between Shariah audit and DER

5.3 The Function of BOD in V\@Yhe ImpAac Sh(a)ﬁ'@thisk and

Performance of Islamic Banks : T d\

H5.3a: BOD mediates the reIatiAonship between Shariah risk and ROA
H5.3b: BOD mediates the relationship between Shariah risk, and ROE

H5.3c: BOD mediates the relationship between Shariah risk and DER

2.9.6 The Fun S‘B D
Perfor f Islarfi
Th %te governapce
ik
it

prom 3

ffectiveneSs because it achieves competitiveness in winning the
c N}ity's trust (Borlea &\Achim, 2013). This function requires an effort to

iati(rl)@le Impact of Maqasid Shariah and
nks
O

e@based on maximizing stakeholders' interests has

erstand and meet the community's interests and needs of stakeholders. From the
Oamic perspective, meeting the needs and safeguarding the interests of all parties is an

essential element and a basis in achieving the Magasid Shariah. In a corporate
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organisation, every decision and planning are linked to corporate governance, where the
BOD is one of the essential mechanisms in a sound corporate governance systeYNe
company's performance depends on the corporate governance indicators' @s by
emphasising the BOD. Bukhair and Rahman (2015) state that the boﬁ%y lead to
higher monitoring, which may maximise the company’s value thrOIR;.study on the
board structure and social contribution to the Islamic banks’ p Mce.

Concerning the roles of Magasid Shariah disclosure k.he‘ performance of
Islamic banks, the relationship between the performanceyof Islami ‘has been
discussed in numerous studies that prove a significa lationship ‘en Mﬁqasm
Shariah and the performance. However, in Isl rga@ons the
board 's roles are pertinent. The board is r e fc:\set and a@“rovmg overall
policy and strategy and monitoring oward co te <<Ctlves (Chapra &
Ahmed, 2002). T &

In addition, a study by aI (gs cited in Iszf,{h et al., 2015) emphasises
the principle of full dISC ro[T cc ntabé n meeting the community's

needs by providing t)% ry |n“ \ﬁ} fo ty about their transactions. This
e.Communit

concept prowd tions i& nderstand the influence of business
operations to eet ep are nsure that they conform with Shariah

requweme a|r aﬁ n, 013). Consistent with the legitimacy theory,

Which t ctsthe ptiblic ban@eed to expose the activities that will benefit the

com&uty showing that th@ﬁtutlon is aware of the community to gain profit and

: Islamic banks principally differ from the conventional banks, which can be seen

the corporate objective, the control system, and the principles of the corporate

governance system. The objective of Islamic banks towards the Shariah principles can
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be related to the Magasid Shariah. Other than that, Islamic banks consistently emphasise
the welfare, need, and response to all the stakeholders that lead to the Magasid Th
achievement. This response has noticed the public, employees, commu@}d all
stakeholders and given them values. It will lead to public awareness of‘ﬂNstence of
an organisation that is consistent with its norm.

Thus, the Magasid Shariah, as discussed, which arose_from™the relevant CSR
elements, became a phenomenon influenced by the Yo the board by
emphasising the relationships of the board within the em tWI‘ders, and
ion, the s hblgf}wv;ory
cted\f' i res@' win the

trust and improve the company's economic4erfo anm\(Bo a& A@K 2013), and
&

finally, achieve the Maqgasid Shariah. \)

In addition, the stewardship t also em '?s g@nks‘ responsibility to

provide the best practice and QWithﬂhe

customers and the communi mlt

theory always stands Wi Sharia
’ &
community at tthsiblf ﬁ'ehl ve gcmid Shariah. Meanwhile, in Islamic

banks, the board,acts as inte iation be <<efn implementing any policy strategy and

society as a whole (Money & Schepers, 2007). In

ensures that all relevant parties' interests are

N
ineipl Q(? Islamic banks for their
20; ldson & Davis, 1991). This

pri c}dle&b’ serving the customers and the

¢
monitoring %s)orp ate_o ecfveej d activities toward the performance. Thus,
NN

with ths% ship theor boa'lé,\and SSB will perform the best possible to achieve

Y.
the M&id Shariah and fin@(npact the banks' performance (Azmi et al., 2020).

@ased on the discussion and related theory, this study hypothesized that:
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Hé6a:

H6b:

Hé6c:

BOD mediates the relationship between Magasid Shariah and ROA.
BOD mediates the relationship between Magasid Shariah and ROE.

BOD mediates the relationship between Magasid Shariah and DER?

Therefore, based on the theory and the discussion of prior studies, T able 2.8 shows

the hypothesis statement generated in this study.

Hila:

H1lb:

Hic:

H2a:

H2b:

H2c:

H3a:

H3b:

H3c:

H4a:

H4b:

H4c:

5.1

H5.1a:

H5.1b:

Table 2.8: Hypotheses Statement
Shariah Committee and Performance
There is a significant relationship between SC disclosure and ROA.
There is a significant relationship between SC disclosure and ROE.

There is a significant relationship between SC disclosure and DER.
Shariah Audit and Performance

There is a significant relationship between Shariah audit disclosure and ROA.
There is a significant relationship between Shariah audit disclosure and ROE.
There is a significant relationship between Shariah audit disclosure and DER.
Shariah Risk and Perfegmance
There is a significant relationship between Shariah risk disclosure and ROA.
There is a significant relationship between Shariah risk disclosure and ROE.
There is a significant relationship between Shariah risk disclosure and DER.
MagasithShariah and Perfarmance
There is a significant relationship between Magasid Shariah and the ROA.
There is a significant relationship between Magasid Shariah and the ROE.
There is a significant relationship between Magasid Shariah and the DER.
Mediation Relationship
The Function of BOD in Mediating the Impact of SSB and Performance of
Islamic Banks

BOD mediates the relationship between SC and ROA.

BOD mediates the relationship between SC and ROE.
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Table 2.8 Cont.
H5.1c:  BOD mediates the relationship between SC and DER.

5.3 The Function of BOD in Mediating the Impact of Shariah Risk andt %"

Performance of Islamic Banks
H5.3a:  BOD mediates the relationship between Shariah risk and ROA. Vv

H5.3b:  BOD mediates the relationship between Shariah risk and ROE.
H5.3c:  BOD mediates the relationship between Shariah risk anq E},
A

6 Mediation Relationship of BOD between Magqasid Shariah and Islamic Banks’
Performance

6.1a: BOD mediates the relationship between Magasid Shariah and ROA.
6.2b: BOD mediates the relationship between Magasid Shariah and ROE.

6.2c: BOD mediates the relationship between Magasid Shariah and DER.
VoY X

2.11 Chapter Summary \% 6
This chapter has reviewed r@sw \n«
governance, Magasid Shariah%, financial
theories. This study is essential to derJ i S%

Magasid Shariah studgl chap‘t‘ hi I‘i‘qht@iariah governance in Malaysia's
perspective and r@la&@e in tgﬁbader scope of studies. Likewise, the
i

relevant Maqa3|dS\h hr ndus erspectives by integrating the CSR into
¢
the Magasi gﬁ'aah. he fu tiJn efj%e Board is reviewed in the Islamic and

NN
conventional perspective since the mﬁ?s of the Board is similar in both views. Finally,

Y—-
bathhe relevant litera Lﬁ:@'and theories, this chapter produced the research

fr?\brk and hypotheses.

128



