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Abstract

This research aims to examine the correlation between the Sharia Supervisory Board 
(SSB) and corporate governance in terms of the performance of Islamic banks’ Profit-
and-Loss Sharing (PLS) ratio, zakah performance and non-halal income ratio, and to 
analyze the relationship between risk and income for both PLS and murabahah financ-
ing and the PLS financing ratio. Non-halal income is a bank’s income that is not in 
accordance with Sharia law. The object of this research was a sample of eleven com-
mercial Islamic banks in Indonesia. The data are collected from each bank’s annual re-
port and corporate governance statement, for 2009–2016. This study uses the multiple 
regression analysis method. The results show that:
1. The size and educational background of the SSB has a significant and positive 

effect on the zakah performance (Islamic tax), and has a negative effect on the 
ratio of non-halal income. The size and educational background of the SSB has no 
impact on the PLS financing ratio. 

2. Corporate governance has a significant and positive influence on the PLS financ-
ing ratio and zakah performance but has no influence on the non-halal income 
ratio.

3. The mudharaba risk and PLS revenue have a positive impact on the PLS financing 
ratio. 

4. PLS financing risk and murabahah income have a negative impact on PLS financ-
ing ratio
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INTRODUCTION

Islamic banks are banks that use Sharia law as their operational system. 
Law of the Republic of Indonesia No. 21 of 2008 states that the Sharia 
principles used in Islamic banks are based on the fatwa of the National 
Sharia Board (DSN). The law also explains that, in order to ensure the 
fulfillment of Sharia principles, Islamic banks should establish a Sharia 
Supervisory Board (SSB).

In reality, the implementation of adherence to Sharia principles places 
more emphasis on the use of contracts or products owned by banks, 
such as mudharaba, musharaka, murabahah, etc. Sharia compliance 
reports, submitted by the SSB in the annual reports, emphasize the 
suitability of the products owned by the banks, in terms of their Sharia 
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principles. Islamic banks’ financing products can be divided into those that are equity based financing and 
fixed income based-financing. Equity based financing is a kind of financing where the bank would receive 
income based on a profit-and-loss sharing system. There are two contracts in the PLS system, which are 
mudharaba and musyarakah. On the other hand, fixed income based-financing would yield a fixed in-
come for the bank. Murabahah, salam, istishna and ijarah are kinds of fixed income-financing. Basically, 
the general public demands compliance with Sharia principles, not only in terms of the products used by 
Islamic banks, but they also need compatibility with Sharia law in all the banks’ operations, including in 
measuring bank performance.

The measurement of the performance of Islamic banks should be different, the performance mea-
surement shoud be based on Sharia law. Kuppusamy et al. (2010) and Hameed et al. (2004) have de-
veloped a performance measurement formula, which is suitable for Islamic banks. The performance 
measurement are the PLS financing ratio (mudharaba and musharakah), income from PLS, and the 
halal revenue ratio. Mudarabah financing is a special kind of partnership, where a bank provide 
capital  to its customers (mudarib) for investment in a commercial enterprise. In musyarakah financ-
ing, all the partners (a bank and a customer) could participate in the management and act as capital 
providers for the business, and can work for it.

This study was conducted to analyze the performance and compliance with Sharia principles of 
Islamic banks in Indonesia, with their SSBs’ profiles as the predictor variable. The use of SSB varia-
bles is motivated by the task of the SSB, which is to oversee Islamic banks in fulfilling the principles 
of Sharia. Sharia compliance principles are measured by the PLS financing ratio, income from PLS, 
and non-halal revenue ratio.

The SSB profile variable is used to predict that the performance of Sharia compliance is limited, espe-
cially in Indonesia. This research is needed to fill this void and as a preliminary research to illustrate the 
effectiveness of the SSBs in performing their functions.

1. LITERATURE REVIEW

The main characteristic of Islamic banks is their 
compliance with Sharia principles. Islamic banks 
use Islamic law as the main source for their mana-
gement and operations. The motive for developing 
Islamic banks is because of the practice of inter-
est, gharar and maysir maysir (Mersni & Othman, 
2016) that are commonly used by conventional 
banks. Interest, gharar and maysir are transactions 
that are not suitable with Islamic law, so they must 
be replaced by other transactions which are al-
lowed. The replacements for  interest transactions 
are mudharaba, musyarakah, murabahah, salam, 
istishna and ijarah. 

A further transformation occurs in an Islamic 
bank’s accountability model. The different trans-
actions of Islamic and conventional banks require 
different models for recording, recognizing and 
reporting their transactions in financial state-
ments. Besides, their different business concepts 

lead to more complex financial statements from 
Islamic banks, which include commercial financial 
reports and social financial reports. In the context 
of Islamic banking in Indonesia, the commercial 
financial statements of the Islamic banks are their 
balance sheets, revenue statements, cash flow state-
ments, equity change reports, and the notes to their 
financial statements. The social financial reports 
from the Islamic banks are the reports of their use 
of zakah funds and qardul hassan funds.

The other transformation is the performance 
model. Islamic banks and conventional banks 
have different principles, concepts, and philoso-
phies, so the system used to measure their per-
formance should be different (Syafii et al., 2012). 
Kuppusamy et al. (2010) and Hameed et al. (2004) 
have developed a method of measuring perfor-
mance which is appropriate for the concept of 
Islamic banks, the ratio of PLS financing (mud­
haraba and musharaka), income of PLS financing 
and non-halal revenue ratio.
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1.1. Sharia Supervisory Board  
and Islamic performance

The main characteristic of Islamic banks is their 
compliance with Sharia law. Theoretically, the 
main characteristic of Islamic banks is the con-
cept of profit-and-loss sharing as the alternative 
to the interest system that is used by conventional 
banks (Mallin, Farag, & Ow-Yong, 2014). However, 
according to market demand, there are other sys-
tems (than profit and loss sharing), which are used 
by Islamic banks, including the system of trading 
and leasing.

The next development is the trading system. This 
is the most dominant system applied by Islamic 
banks (Abdul-Rahman & Nor, 2016; Hameed et 
al., 2004), including in Indonesia (Anisykurlillah 
& Mukhibad, 2016; Anisykurlillah & Mukhibad, 
2018). This fact proves that the performance of 
Islamic banks is not in accordance with their 
main characteristic. This is because the profit-
and-loss sharing system used in mudaraba and 
musharaka transactions is very fair compared to 
the other systems. Mudharaba and musyarakah 
transactions will give benefits to shohibul maal and 
mudharib if the investment funds generate profits. 
On the other hand, mudaraba and musharaka 
transactions will return a loss to shohibul maal 
and mudharib if the mudharaba investment funds 
produce a loss. This is the reason why mudha raba 
and musharaka transactions are more suitable 
with Sharia principles (because they are fairer) 
than other transactions (Abdul-Rahman & Nor, 
2016; Anisykurlillah et al., 2016; Anisykurlillah & 
Mukhibad, 2018; Hasan, 1985; Sumarti, Fitriyani, 
& Damayanti, 2014; Yasin, 2017).

The emerging Sharia financial system has a missi-
on to fall in line with the current economic goals of 
broad economic prosperity, full and optimum lev-
els of economic growth, justice in the socio-econo-
my, a balanced distribution of revenue and wealth, 
and currency stability (Setiawan, 2006). From the 
various instruments available to Islamic banks, 
this mission is in proportion to mudharaba and 
musyarakah transactions (Abdul-Rahman & Nor, 
2016).

However, Islamic banks still have low levels of 
mudharaba and musyarakah financing. Islamic 

banks are more dominant in murabaha than 
mudharaba and musyarakah. This condition is 
not well-matched with the purpose of establis hing 
Islamic banks. Abdul-Rahman and Nor (2016) 
consider that low mudharaba financing is due to 
its high levels of risk, caused by the high risk of 
investing; the difficulty in selecting appropriate 
partners, because the demand for it is mainly from 
low credit-worthy customers; and its lack of capital 
security.

The performance of profit-sharing financing is 
influenced by the implementation of Islamic 
Corporate Governance (ICG), which includes 
the Sharia Supervisory Board (SSB) (Asrori, 2014; 
Kuppusamy et al., 2010). Meanwhile, the SSB also 
has an impact on its bank’s performance (Hassan 
et al., 2017; Marwan et al., 2016; Hassan et al., 2017; 
and Siswanti et al., 2017). The Sharia Supervisory 
Board has to guarantee all the bank’s products are 
in accordance with Islamic law. Their products’ 
compliance with Islamic law will increase their 
customers loyalty and will further improve the 
bank’s performance.

1.2. Good corporate governance  
and Islamic performance

Corporate governance is the set of relationships 
between a company’s management, its board, its 
shareholders and other stakeholders (Ghayad, 
2008). The main focus of corporate governance is 
to ensure that a company’s management fulfills all 
the interests of its stakeholders.

The implementation of GCG has been empirically 
proved to affect company performance (Aggarwal, 
2013; Chapra & Ahmed, 2002; Cheema & Din, 
2013; Esita & Yanto, 2017; Ghaffar, 2014; Ghayad, 
2008; Hassan et al., 2017; Heenetigala, 2011; Javed, 
2006; Kalezi, 2012; Maher & Andersson, 1999; 
Nawaz, 2017; Rehman et al., 2010; Sakawa & 
Watanabel, 2011). Good company management 
will support the company in its revenue activities, 
and will have an impact on the improvement of 
the bank performance. In this research, the PLS 
financing ratio, income from the PLS financing 
ratio and non-halal revenue ratio are used. So, 
corporate governance has a positive impact on in-
creasing Islamic performance.
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1.3. The risks of Islamic financing  
and performance

One of the indicators of Islamic performance is 
the PLS financing ratio. Abdul-Rahman and Nor 
(2016) considered that the low levels for mudhara­
ba and musyarakah financing are due to the high 
risks in both types of financing. Mudharaba and 
musyarakah are contracts that have greater risks 
than the other types of financing (Aström, 2012; 
Ernawati, 2016). The high risks in this type of fi-
nancing means Islamic banks don’t provide it fre-
quently. This has an impact on the low revenues 
and costs of the banks.

2. METHODOLOGY

The aims of this research are to prove empirically 
and to answer these hypotheses. They were devel-
oped as follows:

H1: The size of a bank’s Sharia Supervisory 
Board has a significant influence on the 
bank’s Islamic performance.

H2: The educational background of the Sharia 
Supervisory Board has a significant influ­
ence on the bank’s Islamic performance.

H3: Good corporate governance has a significant 
influence on the bank’s Islamic performance.

H4: PLS financing risk has a significant influence 
on the PLS financing ratio.

H5: Mudharaba financing risk has a significant 
influence on the PLS financing ratio.

H6: The income from PLS financing revenue has 
a significant influence on the PLS financing 
ratio.

H7: The murabahah margin’s revenue has a sig­
nificant influence on the PLS financing ratio.

Eight commercial Islamic banks in Indonesia are 
the object of this study. They are Bank Mualamat 
Indonesia, Bank BRI Sharia, BNI Sharia, Bank 
Sharia Mandiri, Bank Mega Sharia, Panin Islamic 
bank, BCA Sharia, and Bank Jabar Banten Sharia. 

The observations of the study were carried out over 
an eight-year period (2009 to 2016).

The measurement of the research variables are as 
follows:

1. The Sharia Supervisory Board is measured 
by the size of the SSB, and the educational 
bac k gro und of its members. The educational 
background of the SSB members is measured 
using a Likert scale, i.e. score 1 for a Doctor, 
score 2 for a Magister, and score 3 for other.

2. Corporate governance is measured by the 
Islamic disclosure index, with the formula

  
100%.

  

total score

total all score
⋅

3. Mudharaba risk is measured from the level of 
Non-Performing Loans (NPF) in mudharaba 
financing.

4. Income of the PLS financing ratio is measured 
from: 

   
100%.

 

mudharabahand musyarakahincome

total income
⋅

5. Revenue of murabahah financing ratio:

  
100%.

 

murabahah financing revenue

total revenue
⋅

6. PLS financing risk is measured from Non-
Performing Financing (NPF) of mudharaba 
and musyarakah financing.

7. PLS financing ratio is measured from:

   
100%.

  

mudharabahand musyarakah financing

total financing
⋅

8. Zakat performance is measured from:

 
100%.

 

zakahacceptance

total assets
⋅

9. Non-halal revenue ratio:

-  
100%.

 

non halal revenue

total revenue
⋅

The equation models that are developed in this 
study are:
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• 

,

PLSRatio SSB EDUSSB

GCGDI MUDHARABARisk

REVPLS REVMURABAHAH

PLSRisk E

= + +
+ + +
+ + +
+ +

 (1)

• 

,

ZAKAHPERF SSB

EDUSSB GCGI E

= +
+ + +

 (2)

• 

,

NONHALALREV SSB

EDUSSB GCGI E

= +
+ + +

 (3)

where PLSRatio – Profit and Loss Sharing 
Financing Ratio; SSB – Sharia Supervisory Board; 
EDUSSB – Educational Background of SSB; 
GCGDI – Good Corporate Governance Disclosure 
Index; MUDHARABARisk – Mudharaba 
Financing Risk; REVPLS – PLS Revenue Ratio; 
REVMURABAHAH – Murabahah Revenue Ratio; 
PLSRisk – Profit and Loss Sharing Revenue Risk.

This study uses multiple regressions for the data 
analysis. The acceptance or rejection of the hy-
potheses is based on the significance value, which 
comes from the statistical aids. If the result of the 
Statistical Package For Social Scientists (SPSS) is 
greater than 5%, then the hypothesis is rejected 
(Ghozali, 2013).

3. RESULTS

This study uses this following variable description 
(see Table 1).

Table 1 shows that Indonesian Islamic banks have 
at least two members on each Sharia Supervisory 

Board, and at most three. The average educational 
background of the SSB members is 2.284. It means 
most of them hold a bachelor’s degree and the rest 
either a master’s or a doctorate. Islamic banks als o 
have a good GCG disclosure index, shown by a 
score of 76.43%. Islamic banks in Indonesia still 
have obstacles, almost all face a very large mudara­
ba risk, which is 7.19% and the risk of  profit sharing 
financing is 6.86%. The impact of this high mudhar­
aba risk causes the banks’ low revenue share, which 
is only 32.24%. The PLS financing ratio is 34.22%. 
The performance of Islamic banks in collecting 
zakah funds is 1.65% of their total assets, while the 
non-halal revenue earned by the banks is 1.55% of 
bank revenue.

Testing for the acceptance or rejection of the hypo-
thes es is done by testing the simultaneous and par-
tial effects of the equation model that has been de-
veloped. The simultaneous relationships of the first, 
second and third models are as follows (see Table 2).

Table 2. Test result model

R R Square Adjusted R 
Square

Std. error of 
the estimate F Sig.

0.748a 0.560 0.524 1.51409 21.493 0.000b

b. Dependent variable: PLS Financing Ratio

0.748a 0.560 0.524 1.51409 15.287 0.000b

b. Dependent variable: Zakah Performance

0.778a 0.606 0.572 1.52770 17.927 0.000b

b. Dependent variable: Non-Halal Revenue

Table 2 explains that the three models developed in 
this study were accepted, becuse all the mode l s have 
a significance value of 0.000. The value is 0.000 < 
0.05, so empirically the model is accepted.

Table 1. Variable description
Sources: Output of SPSS.

Variable No. Minimum Maximum Mean Std. deviation

Size of Sharia Supervisory Board 72 2.00 3.00 2.4444 0.50039

Educational Backgroud of Sharia Supervisory Board 72 1.00 4.50 2.2847 0.74243

Corporate Governance Index 72 0.00 1.00 0.7643 0.20359

Mudharaba Financing Risk 72 0.00 1.00 0.0719 0.21664

PLS Revenue Ratio 72 0.00 0.91 0.3224 0.20932

Murabahah Financing Revenue Ratio 72 0.00 1.00 0.6394 0.22349

PLS Risk 72 0.00 0.80 0.0686 0.14238

PLS Financing Ratio 72 0.00 0.91 0.3422 0.21791

Zakah Performance 72 0.00000 0.36390 0.0164549 0.06867152

Non-Halal Revenue Ratio  72 0.00000 0.30080 0.0154930 0.06384086
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Partial hypotheses test results are as in Tables 3-5.

Table 3 shows that there are four rejected hypoth-
eses, two accepted hypotheses (with a significance 
level of 5%) and one accepted hypothesis with a 
significance level of 10%. The accepted hypothe-
ses prove that there is a significant and positive 
relati onship between corporate governance and 
the PLS financing ratio. In addition, it is empiri-
cally proven that there is a significant and positive 
influence between the PLS revenue and the ratio 
of PLS financing. The PLS financing ratio is signi-
ficantly and positively influenced by the PLS risk.

Table 4 shows that all the hypotheses are accep-
ted. These findings indicate that there is a sig-
nificant and positive relationship between the 
number of people on a Sharia Supervisory Board 

with the performance of zakah. The educational 
background of the Sharia Supervisory Board al-
so has a positive inf luence on the performance 
of zakah. It also proved a significant and posi-
tive link between the performance of zakat and 
corporate governance index.

Table 5 shows that there is a significant and posi-
tive relationship between the number of persons 
on a Sharia Supervisory Board and non-halal rev-
enue ratios. Empirical evidence also proves that 
there is a positive relationship between the Sharia 
Supervisory Board’s background and non-halal 
revenue. In addition, there is a significant and pos-
itive relationship between corporate governance 
and non-halal revenue ratios.

Tables 3, 4 and 5 can be summarized in Table 6.

Table 3. Partial test result from Model 1

Independent 
variable Dependent variable Unstandardized 

coefficients Sig. Conclusion

PLS Financing 
Ratio 

Constants 0.142 0.365

Number of Members of Sharia Supervisory 
Board –0.054 0.103 Ha is rejected

Educational Background of Sharia Supervisory 
Board –0.006 0.769 Ha is rejected

Corporate Governance Index 0.156 0.050 Ha is accepted

Mudharaba Risk –0.012 0.886 Ha is rejected

Revenue Profit Sharing Ratio 0.762 0.000 Ha is accepted

Murabaha Financing Margin Ratio –0.005 0.967 Ha is rejected

Risk of PLS Financing –0.212 0.068 Ha is accepted

Note: Significance level at 10%.

Table 4. Partial test result from Model 2

Independent 
variable Dependent variable Unstandardized 

coefficients Sig. Conclusion

Zakah Performance

Constants –6.804 0.000

Number of Members of Sharia Supervisory 
Board 3.053 0.016 Ha is accepted

Educational Background of Sharia Supervisory 
Board –3.944 0.000 Ha is accepted

Corporate Governance Index 2.083 0.016 Ha is accepted

Table 5. Partial test result from Model 3

Independent 
variable Dependent variable Unstandardized 

coefficients Sig. Conclusion

Non-Halal Revenue 
Ratio

Constants 6.814 0.000

Number of Members of Sharia Supervisory 
Board 3.268 0.011 Ha is accepted

Educational Background of Sharia Supervisory 
Board –5.195 0.000 Ha is accepted

Corporate Governance Index 0.785 0.341 Ha is rejected
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4. DISCUSSION

The results of this research show that the size of 
a Sharia Supervisory Board did not affect the fi-
nancing performance of Islamic banking. The 
profit-sharing financing ratio is not affected by 
the size of a Sharia Supervisory Board. The results 
of this study were different from the results of 
Kuppusamy et al. (2010), which showed that there 
was a positive relationship between the Sharia 
Supervisory Board and the ratio of financing. The 
results of this study also reject the findings of 
Asrori (2014) who found that Islamic corporate 
governance (including the role of the SSB) does 
affect the ratio of profit-sharing financing. The 
measurement of the Sharia Supervisory Board us-
ing their educational background found the same 
thing, there is no significant relationship between 
the educational background of the SSB and the 
profit-sharing financing ratio.

The results of this study prove that the Sharia 
Supervisory Boards are more focused on their 
task; ensuring their bank’s compliance with Sharia 
principles, in the form of offering Sharia products. 
Every product provided by an Islamic bank must 
be assessed in accordance with Sharia principles by 
the SSB. The SSB has the responsibility to follow up 
on the tasks and the validity of the transactions im-
plemented by Islamic banks (Marwan et al., 2016). 
It means that the SSB ensures that Islamic banks 
used mudharaba financing contracts, musharaka, 

murabaha and other contracts that are suitable 
with Sharia. In other words, all financing (based 
on profit sharing or trading) has been in accord-
ance with Sharia law, so that all the contracts can 
be applied by Islamic banking.

The number and the educational background of 
the Sharia Supervisory Board has an individual, 
positive and significant relationship to the per-
formance of zakah. The greater the number of 
members a supervisory council has, the more im-
proved zakat performance will be, as measured 
by the amount of zakah accepted. In addition, the 
higher the educational background the commi-
ssioners have, the more zakat will be collected by 
an Islamic bank. Mukhibad et al. (2017) used the 
Islamic corporate disclosure variable (including 
SSB disclosure) to predict zakah performance. The 
results of the research found there is a significant 
relationship between Islamic corporate disclo-
sure and the zakat collected by banks. It also con-
firmed the results of Rahman and Bukair (2013) 
who found a significant relationship between an 
SSB and its CSR disclosure (including zakah dis-
closure). Zakah is a Muslim obligation (Rahman & 
Bukair, 2013; Hassan et al., 2009) which is collec-
ted and distributed based on Sharia law. This 
reason shows the relationship between SSB and 
zakah’s aggregation. The fund distribution rules 
are described in Quran Attaubah verse 60.

“Zakah expenditures are only for the poor and 
for the needy and for those employed to col-

Table 6. Acceptance or rejection of hypotheses

Ha1

The size of the Sharia Supervisory Board has a significant influence on Islamic performance (PLS 
financing ratio) Ha is rejected

The size of the Sharia Supervisory Board has a significant influence on Islamic performance (zakah 
performance) Ha is accepted

The size of the Sharia Supervisory Board has a significant influence on Islamic performance (non-halal 
revenue ratio) Ha is accepted

Ha2

The educational background of the Sharia Supervisory Board has a significant influence on Islamic 
performance (PLS financing ratio) Ha is rejected

The educational background of the Sharia Supervisory Board has a significant influence on Islamic 
performance (zakah performance) Ha is accepted

The educational background of the Sharia Supervisory Board has a significant influence on Islamic 
performance (non-halal revenue ratio) Ha is accepted

Ha3

Good corporate governance has a significant influence on Islamic performance (PLS financing ratio) Ha is accepted

Good corporate governance has a significant influence on Islamic performance (zakah performance) Ha is accepted

Good corporate governance has a significant influence on Islamic performance (non-halal revenue 
ratio) Ha is rejected

Ha4 PLS risk affects the PLS financing ratio Ha is rejected

Ha5 The mudharaba financing risk affects the PLS financing ratio Ha is accepted

Ha6 The income of PLS finance revenue affects the PLS financing ratio Ha is accepted

Ha7 The ratio of murabahah revenue affects the PLS financing ratio Ha is rejected
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lect [zakah] and for bringing hearts together [for 
Islam] and for freeing captives [or slaves] and for 
those in debt and for the cause of Allah and for 
the [stranded] traveler – an obligation [imposed] 
by Allah. And Allah is Knowing and Wise”.

The number and educational background of a 
Sharia Supervisory Board’s members have an in-
dividual, negative and significant relationship with 
non-halal revenue ratios. The number of SSB mem-
bers will have an effect on the amount of non-halal 
revenue received by the bank. The educational back-
ground of the SSB members will decrease non-halal 
revenue. The SSB has a controlling function, super-
vising its bank’s transactions, including controlling 
the revenue that comes from illicit activities or what 
is commonly called non-halal revenue. The SSB has 
a supervising and controlling function over the 
management’s performance (Mersni & Othman, 
2016), so that the greater the number of SSB mem-
bers, and the higher their education levels are, the 
more effectively the SSB will carry out its control 
functions, including controlling the non-halal 
revenue. For an Islamic bank, non-halal revenue 
should not be recognized as revenue in the compre-
hensive revenue statement, but it is recognized as an 
ent ry in the benevolent fund (Indonesian Institute of 
Accountants, 2017).

This study also uses corporate governance as an 
independent variable for predicting Islamic banks’ 
performance, which is measured by the PLS finan-
cing ratio, zakah performance and non-halal rev-
enue ratio. The results match the previous research 
results that there is a positive relationship between 
CG and the ratio of PLS financing and zakat per-
formance. That is, good CG implementation will 
have an impact on increasing the profit-sharing 
ratio. Good CG will have an impact on improving 
the commitment of a bank’s management to im-
prove the PLS financing ratio. This is because PLS 
financing has a higher return than financing based 
on trading (Abdul-Rahman & Nor, 2016; Ernawati, 
2016). However, PLS financing also has a high-
er risk than financing based on trading (Abdul-
Rahman & Nor, 2016; Ernawati, 2016). Even so, 
PLS financing is more profitable than other types 
of financing (Hasan, 1985).

In addition, good CG implementation can impact 
the amount of zakat that is collected by banks. 

These results agree with the research by Mukhibad 
et al. (2017) who found GCG has a significant ef-
fect on zakah’s performance. These findings 
prove that zakah, as a source of social funding 
revenue, needs the attention of Islamic bankings’ 
management to improve its performance. Zakat 
funds can be used by Islamic banks as a source 
of funds for their CSR activities, and furthermore 
this CSR can be used as an independent variable 
that will impact by increasing bank profitability. 
This is proved by Platonova, Asutay, Dixon, and 
Mohammad (2016), and Tsoutsoura (2004) who 
all found a significant relationship between CSR 
and bank profitability.

Another source of social funds for Islamic banks is 
non-halal funds. The results of this study prove that 
there is no significant relationship between CG and 
non-halal revenue. That is, non-halal revenue is not 
a concern for a bank’s management, because this 
revenue is forbidden revenue and should be avoi-
ded. Because Islamic banks are banks that use Sharia 
principles, it is not proper that they increase their 
non-halal revenue or use it as a funding source for 
their social activities.

Another finding of this study is a significant and 
positive relationship between the profit-sharing 
financing ratio and the level of mudaraba risk, 
and this is not influenced by the risk from gene-
ral PLS financing. The types of PLS financing are 
mudaraba and musharakah. Mudharaba financ-
ing has a greater risk than musyarakah financing. 
Mudharaba financing has the greater potential 
for agency conflicts than musharaka financing 
(Ernawati, 2016), because with musyarakah financ-
ing the customer also provides part of the funding 
for the business. With mudharaba financing, the 
entire business capital comes from the bank, so 
this type of transaction needs honest customers 
who can manage and honestly report the results 
of their business operations. Abdul-Rahman and 
Nor (2016) consider that the low level of mudha­
raba financing by Islamic banks is due to its higher 
investment risk, the difficulty in finding the right 
customers, and low levels of customer honesty.

The results also show that the ratio of mudhara­
ba financing is influenced by the revenue shar-
ing received by the bank, but not influenced by 
the amount of murabahah returns. It means that 
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Islamic banks will provide mudharaba financing if 
it has a high revenue. If the profit-sharing financ-
ing ratio is associated with the murabahah returns 
and produces no relationship between profit-shar-
ing financing ratio and murabahah returns, it can 
be interpreted that they are not substituted, but 

both are complementary. Islamic banks will not 
reduce their mudharaba financing if the returns 
obtained from it are high, otherwise Islamic bank 
financing will not increase. Mudharaba financing 
is preferred if the revenue derived from muraba­
hah financing is low.

CONCLUSION

The findings of this study show that the size and educational background of a Sharia Supervisory Board 
has a significant positive relationship with zakah performance, and a negative relationship with the 
non-halal revenue ratio. The number of members of a Sharia Supervisory Board and their education-
al background have no relationship with the non-halal financing ratio. On the other hand, corporate 
gover nance has a significant and positive influence on the profit-sharing financing ratio and zakah per-
formance; yet it has no relationship with the ratio of non-halal revenue. These results indicate that the 
SSBs play a more important role than just to increase the profit-sharing financing ratio, in their supervi-
sion of the compliance of the transactions conducted by Islamic banks with Sharia principles. They also 
ensure the PLS financing and Islamic trade financing have been in accordance with Sharia principles.

The PLS financing ratio is also positively influenced by mudharaba financing risks and the level of prof-
it-sharing returns. The profit-sharing ratio is not affected by the level of profit sharing financing risk 
(mudharaba and musyaraka) and murabahah margin’s revenue. It is considered that mudharaba and 
musyaraka financing do not have substitution characteristics but they do have complementary chara-
cteristics. Islamic banks will provide profit-sharing financing if they receive suitable returns and a low 
level of risk, as well as having no relation with the returns or Islamic trade financing risk.

Islamic banks in Indonesia are the object of this study. Regarding the risk, profit sharing ratio, and the 
regulations that arrange the role of each bank’s SSB and corporate governance, this study would show 
different findings if the object of the study was Islamic banking in some other country, rather than in 
Indonesia. For future studies, it is suggested that researchers do use other countries as their object of re-
search. The findings and results of this study can be used as references for the policy makers to optimize 
the role of Islamic bankings’ management in general and to improve the PLS financing ratio.
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