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THE EFFECT OF BOARD OF DIRECTORS AND SHARIA SUPERVISORY BOARD ON ZAKAT
FUNDS AT ISLAMIC BANKS IN INDONESIA

ABSTRACT

The purpose of this study was to analyze the impact of corporate governance on the
distribution of zakat funds by Islamic banks in Indonesia. The study focused on two elements
of governance: the characteristics of the Board of Directors (BOD) and the Sharia Supervisory
Board (SSB). Data were extracted from the annual reports of Islamic banks in Indonesia from
2011 to 2020 and analyzed using panel data regression in Eviews. The results showed that the
size and remuneration of the BOD and the size of the SSB had a significant positive effect on
zakat funds, while the reputation of the SSB had no effect. This study contributes to the
literature on the role of governance in improving the performance of Islamic banks by
providing empirical evidence of the link between governance and increased zakat funds.
While previous research has primarily focused on the role of governance in financial
performance, this study highlights the importance of governance in the context of social
responsibility.

Keywords: corporate governance, zakat performance
Background of Problems

At the beginning of 2020, a global pandemic known as Coronavirus Disease-19 (hereinafter
referred to as Covid-19) was declared a health crisis, which quickly caused an economic crisis.
The economic performance in Indonesia decreased for two consecutive quarters since the
first quarter of 2020 as reflected in the economic growth rate in the first quarter of 2020,
which only reached 2.97 %. Worse, there was a significant decline in the second quarter in
2020 in which the growth rate was minus 5.32 % (BPS, 2021). In addition, Covid-19 had an
adverse effect, namely an increased poverty rate. The number of poor people in March 2020
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reached 26.42 million people (9.78%), showing an increase by 0.37% compared to 25.14
million poor people in March 2019 (BPS, 2021).

The government has established collaborations with private institutions to boost
economic growth. Islamic financial institutions are expected to focus not only on profit but
also on social principles in their daily operational activities, which should prioritize not only
financial gains but also the fulfillment of their social obligations (Usmani, 2002). Islamic banks
must be socially more responsible than conventional banks (Asutay & Harningtyas, 2015), and
can contribute to reducing poverty among society both directly and indirectly (Hamidi &
Worthington, 2021).

One of the roles of Islamic banks in fulfilling their social responsibility is the
management of the zakat fund. The financial reports of Islamic banks include reports on the
sources and uses of zakat funds within a certain period of time, as well as the zakat funds that
have not been distributed on a certain date. In terms of management, Law No. 23 of 2011
concerning Zakat Fund Management states that each person is prohibited from intentionally
acting as an amil zakat, including collecting, distributing, or using zakat funds without the
permission of an authorized official. Based on the provisions of this law and as an effort to
fulfill their social responsibility, Islamic banks establish Zakat Collecting Units under the
coordination of the National Zakat Amil Agency, usually called Badan Amil Zakat Nasional
(BAZNAS), a foundation that distributes zakat funds to the society. In fact, Zakat Collecting
Units may collaborate with the National Zakat Amil Institute, usually called Lembaga Amil
Zakat Nasional (LAZNAS). The collaboration with BAZNAS and LAZNAS shall be regulated
through a Memorandum of Understanding (MoU), in which the management of the social
responsibility programs of Islamic bank shall be aligned with the provisions of the applicable
laws concerning zakat funds.

Islamic banking is one of the strategic institutions for collecting zakat because it has
numerous offices spread throughout Indonesia. As of the end of December 2021, there were
a total of 2,643 Islamic banking offices, consisting of 12 Islamic Commercial Banks with 2,035
branch offices, 21 Conventional Banks with Islamic Business Units (UUS) with 444 branch
offices, and 164 Islamic Rural Banks (OJK, 2021). According to Article 4, Paragraph 2 of Law
Number 21 of 2018, Islamic banks are mandated to play social functions as well as commercial
functions. These social functions are intended to improve social performance.

Mollah et al. (2017) concluded that the governance structure at Islamic Banks is
important for increasing financial performance. According to Amine (2018), the concept of
governance is related to how companies are managed and seek to protect the interests of
their stakeholders. The governance structure of Islamic banking is different from that of
conventional banking because Islamic banking shall comply with Islamic principles, and it is
allowed to have an Islamic governance mechanism that monitors its compliance with these
principles (Khalil & Chihi, 2020) and (Khalil & Taktak, 2020). Therefore, Islamic banks are run
by two independent bodies: the Board of Directors (BOD) and the Sharia Supervisory Board
(SSB), which influence their governance structure (Grassa & Matoussi, 2014) and (Khalil &
Chihi, 2020).



Several previous studies have found that BOD had a positive effect on financial
performance (Abdallah & Bahloul (2021); Nawaz (2019); Darwanto & Chariri (2019)). On the
other hand, the results of research by Mollah & Zaman (2015), Elgadi & Ghardallou (2022),
and Naushad & Malik (2015) showed that a larger size of BOD had a negative and significant
effect on the financial performance of a bank.

Another crucial characteristic of BOD is remuneration. Studies by Sheikh & Kareem
(2015) ; Lee & Isa (2015) ; Pangestu et al. (2019); Kirana & Novita (2021) found that the
remuneration of BOD had a positive effect on financial performance. However, this is in
contrast to the results of study by Kutum (2015) who found no significant relationship
between the remuneration of CEO and the financial performance of a bank.

In carrying out its functions, BOD receives supervision, recommendations, and advice
from SSB to ensure that the bank's activities comply with the Islamic principles. Research by
Khan & Zahid (2020) revealed that the size of SSB had a positive and significant effect on
financial performance. With a larger size of SSB, there are diverse experiences and expertise
that can be more useful to improve the value of an institution. This is supported by Nomran
et al. (2018), that the size of SSB had a positive and significant effect on the financial
performance of Islamic banks; the larger the size of SSB, the better the performance. A study
by Nugraheni (2018) showed that the size of SSB had a positive effect on the social
performance of Islamic banks in Indonesia. However, research by Mollah & Zaman (2015) and
Quttainah et al. (2013) found that a smaller size of SSB was better in developing consensus,
lowering agency costs, establishing communication, as well as ensuring good control and
decision making.

A study by Nomran et al. (2018) in 15 Islamic banks in Malaysia in the period 2008-2015
showed that the reputation of SSB had a positive effect on the performance of Islamic banks.
Nugraheni (2018) also found that the reputation of SSB members had a positive and significant
effect on the social performance of Islamic banks in Indonesia.

From the above description, it can be concluded that previous studies have shown
inconsistent results regarding the relationship between governance in Islamic banks and
board remuneration on bank performance. It is for this reason that this study was conducted.
Additionally, prior studies have focused on the role of governance and board remuneration
on financial performance. In contrast, this study aims to analyze the influence of governance
and board remuneration on the social performance of Islamic banks. In this study, social
performance is measured by the amount of zakat funds successfully collected by Islamic
banks. The researcher was interested in investigating the effects of two governance
mechanisms, i.e., board of directors (BOD) in terms of size and remuneration, and Sharia
Supervisory Board (SSB) in terms of size and reputation, on zakat funds. The researcher used
literatures that discuss governance mechanisms that influence financial performance as an
analogy because studies on the variables that affect zakat funds as a reflection of social
performance in Islamic banks are still limited.

Theoretical Foundation

Governance



Corporate governance is generally defined as a framework that protects the rights of
stakeholders by depicting an effective board of directors, internal controls, efficient audits, as
well as accountable financial reporting and disclosure (Mohamed, 2016). In Islamic banking,
the main external stakeholders consist of the Financial Services Authority (OJK), Bank
Indonesia (Bl), Indonesia Deposit Insurance Corporation (LPS), tax authorities, shareholders,
bondholders, creditors, suppliers, customers, and community members who are affected by
the company’s activities. Meanwhile, the internal stakeholders consist of the board of
directors (BOD), executives, and other employees.

The governance of Islamic banks is different from that of conventional banks. The
governance structure of Islamic banks is designed in a way that it is sharia-compliant and it is
monitored directly by SSB (Mollah et al., 2017) as well as compliant with a dual governance
system monitored by SSB and Directors (Khalil, 2021). The governance structure of a bank
consists of Commissioners, Directors, Committees, Sharia Supervisory Board (SSB), and work
units at the bank. Meanwhile, the governance infrastructure consists of bank policies and
procedures, management information systems, and the main duties and functions of each
organizational structure.

BOD of an Islamic Bank is responsible for the continuity of business by maintaining the
bank health by applying the principles of prudence, Islamic principles, and risk management.
BOD of an Islamic bank has the same legal responsibilities as that of a conventional bank. In
fact, the responsibility and expectations to BOD are greater by applying the Islamic finance
principles (Grassa & Matoussi, 2014). BOD consists of the Compliance Director that seeks to
ensure that Islamic banks are compliant with the applicable laws and regulations, including
fatwas from the Indonesian Ulama Council (MUI) which contains Islamic principles as a
guideline in the design of products and activities in Islamic banks. Non-compliance with
Islamic principles is likely to reduce the bank health, thus bringing an effect on the
performance of Islamic banks.

As mandated by Law Number 21 of 2018, Islamic Banks are obliged to have SSB whose
job is to provide advice and recommendations to BOD and oversee Bank activities to ensure
that the Bank activities comply with the Islamic principles. This is what distinguishes Islamic
banks from conventional banks, i.e., the governance structure of Islamic banks is oriented to
sharia-compliant characteristics and is strictly guided by SSB (Mollah et al., 2017).

Performance of Islamic banks

The performance of Islamic banks comprises financial performance and social performance.
There have been many studies on the financial performance or health of Islamic banks with
commonly used proxies including ROA, ROE, Z-score, Net Performing Financing (NPF), CAMEL,
etc. The analytical tools or ratios used in conventional banks can be adapted to Islamic banks
and the results are quite successful (Badreldin, 2009).

Nomran & Haron (2022) and S. A. S. . Mohammed & Muhammed (2017) in their
studies used zakat as an indicator to measure the performance of Islamic banks because it is
quite dynamic to reflect the profitability of a bank. The more the profits generated by Islamic
banks, the more the zakat paid. Therefore, zakat is a measure of both financial performance
and social performance; it is also a good indicator to reflect the health of Islamic banks.



Zakat plays an important role in the development of society and the nation, as it is an
economic catalyst that promotes justice (Abdullah et al., 2015). Hamidi & Worthington (2021)
state that Islamic banking services, including zakat and qardhul hasan, aim to alleviate poverty
and achieve other social objectives, although Islamic banking is still accused of failing to fulfill
its commitment to social responsibility.

The zakat funds in Islamic banking source from zakat paid by the Islamic bank itself, its
employees, and its customers over the profit-sharing or bonuses they receive from their
deposits. In general, Islamic banks calculate the amount of zakat to be paid using a formula,
i.e., 2.5% of profits before deducting zakat and income tax for one reporting year. The zakat
funds from its employees are generally 2.5% of their gross monthly income. Meanwhile, the
zakat funds from its customers are 2.5% of the profit sharing or bonuses received every month
and or payments at any time.

Islamic banks serve as Zakat Collecting Units (UPZ) under the coordination of the
National Zakat Amil Agency (BAZNAS), even though some Islamic commercial banks establish
foundations that manage the distribution of zakat funds. Islamic banks transfer or delegate
zakat funds to particular foundations to help them distribute the zakat funds for social
activities. However, in practice, these foundations may work together with other zakat amil
institutions.

Theoretical framework and hypothesis

This research used Agency Theory and Stakeholder Theory. Agency Theory is a theory that
explains that agency relationships emerge when one or more people employ other people to
provide services, then delegate decision-making authority to agents (Jensen & Meckling,
1976). Agency problems emerge because decision-making and risk functions are separated
(Fama & Jensen, 1983).

Agency theory is a branch of game theory that analyzes the design of contracts to
motivate agents to act on behalf of the principal when the agents have conflicting interests
with the principal (Scott, 2003). The agency theory developed by Jensen & Meckling (1976),
shows that principals (shareholders) can convince themselves that agents (management) will
make optimal decisions only if they are given the right incentives and monitored. Incentives
include stock options, bonuses, and particular prerequisites that are directly related to the
extent to which the results of the management decisions can satisfy the interests of the
shareholders. Meanwhile, monitoring includes agent engagement, systematic review of
management prerequisites, financial audits, and implementation of specific limitations on
management decisions. This involves unavoidable agency costs incurred due to separating
ownership and control over the company. However, such costs are not always bad for
shareholders, but they must have efficient monitoring activities.

Unlike agency theory, Stakeholder Theory mentions that the success of a company is
determined not only by principals (shareholders) and agents (management) but also other
relevant parties, namely suppliers, customers, and even competitors. The involvement of



other parties is due to their ability to influence the company or vice versa, i.e., the fact that
they can be influenced by the activities of the company.

Stakeholder theory emphasizes the role of the company in always maintaining good
relations with any parties related toit. It is important for the company to identify stakeholders
they have relations with. The stakeholders for Islamic commercial banks include depositors,
shareholders, government, employees, management, suppliers, and the community (A. A.
Rahman & Bukair, 2013). Since the stakeholder theory was introduced by R. Edward Freeman
in 1984, the theory has become the theoretical foundation in many studies on governance (S.
A.S.. Mohammed & Muhammed, 2017b).

In addition to improving financial performance, good governance may also increase
social performance. For examples a company will be more motivated to pay zakat
(Muhammad & Saad, 2016), the disclosure of Islamic Social Reporting (ISR) in the financial
statements of Islamic banks is increasingly accountable and transparent (Hussain et al., 2021),
and the disclosure of ISR can bring a significant effect on financial performance, leading to
increased profitability in Islamic banks (Sarea & Salami, 2021).

Effect of the size of BOD on zakat funds

BOD protects the interests of shareholders and helps managers boost bank profitability
(Abdallah & Bahloul, 2021). Maximum performance is supported by an ideal size of BOD. A
larger size of BOD is better for improving the performance of a bank and for monitoring the
management. There have been many studies which showed that the size of BOD has a positive
effect on the financial performance of a bank because it leads to better risk management to
avoid bankruptcy (Almutairi & Quttainah, 2017); (Hakimi et al., 2018); (Ulussever, 2018);
(Nawaz, 2019); (Sheikh & Kareem, 2015). Therefore, the first hypothesis was proposed as
follows:

H1: The size of BOD has a positive effect on zakat funds.

Effect of the remuneration of BOD on zakat funds

Remuneration has been regulated in Regulation of OJK No. 59 of 2017 concerning
Implementation of Governance in Providing Remuneration for Islamic Commercial Banks and
Islamic Business Units. Remuneration is a reward given to BOD, which can be either fixed or
variable. Fixed remuneration is not related to performance and risks, such as basic salary,
health benefits, pensions, etc. On the other hand, variable remuneration is related to
performance and risk, including bonuses or other equivalent forms, in the form of cash,
shares, or share-based instruments issued by the Bank. Remuneration can motivate
executives to achieve good financial performance (Scott, 2003). Sheikh & Kareem (2015), Lee
& Isa (2015), Pangestu et al. (2019), and Kirana & Novita (2021) stated that the remuneration
of BOD had a positive effect on company performance. Therefore, the second hypothesis was
proposed as follows:

H2: The remuneration of BOD has a positive effect on zakat funds.

Effect of size of SSB on zakat funds
Regulation of Bank Indonesia Number 11 of 2009 concerning Islamic Commercial Banks states
that the number of SSB members shall be a minimum of 2 (two) people or a maximum of 50%



(fifty percent) of the total members of BOD. A larger number of SSB members could more
effectively monitor bank transactions and activities to ensure that they comply with Islamic
principles and achieve the social functions of Islamic banks, thus reducing sharia risks and
improving the performance of Islamic banks. The size of SSB has a positive effect on the
performance of Islamic banks (Abdallah & Bahloul, 2021); (Khan & Zahid, 2020); (Darwanto &
Chariri, 2019); (Nomran et al., 2018); and (Nugraheni, 2018). Therefore, the third hypothesis
was developed as follows:

H3 : The size of SSB has a positive effect on zakat funds.

Effect of reputation of SSB on zakat funds

Based on article 32 of Law Number 21 of 2018, SSB shall be appointed by the General Meeting
of Shareholders based on the recommendation of the Indonesian Ulema Council. A good
reputation of SSB is used as a measure of business knowledge, which helps them have a better
understanding of the modern application of the banking industry (A. A. Rahman & Bukair,
2013). Nugraheni (2018) states that selecting the SSB members among prospective candidates
who have a good reputation expectedly improves the performance of Islamic banks, especially
in terms of compliance with Islamic principles, including achieving better social performance.
Nomran et al. (2018) and Abdallah & Bahloul (2021) found that the reputation of SSB had a
positive effect on the performance of Islamic banks. Accordingly, the fourth hypothesis was
developed as follows:

H4 : The reputation of SSB has a positive effect on zakat funds.

Research Methods
This chapter describes the activities designed to address the research questions and test the
proposed hypotheses.

Population and Samples

The population of this study consisted of 14 Islamic Commercial Banks (BUS) in Indonesia. The
study used purposive sampling based on the following criteria: 1) BUS must be registered with
the Financial Services Authority (OJK); 2) BUS must publish annual reports from 2011 to 2020,
including a Good Corporate Governance report; 3) BUS must distribute zakat funds
consecutively from 2011 to 2020. Finally, a total of 7 BUS met the requirements and were
selected as the sample, providing a total of 70 observations. BUS that did not distribute zakat
funds consecutively from 2011 to 2020, including Bank BJB Syariah, Bank Panin Dubai Syariah,
Bank Syariah Bukopin, Bank BTPN Syariah, and Bank Aladin Syariah, were excluded. Bank Aceh
Syariah and Bank NTB Syariah were also excluded because they started conducting Sharia
activities after the study's time frame.

Data Source and Collection Technique
The data were secondary and were in the form of annual reports for ten consecutive years
(2011 to 2020), which were downloaded from the official website of each BUS.

Operational Definition and Measurement of Research Variables

The dependent variable in this study was zakat funds distributed by BUS, while the
independent variables were governance, as indicated by the Board of Directors (BOD) and the
Sharia Supervisory Board (SSB). The size and remuneration of BOD and the size and reputation



of SSB were the characteristics considered. Bank profitability and size were the control
variables. The measurement of the variables is described in Table 1.

Table 1
Variable Measurement

Variables Size
Dependent Variable:
Zakat Funds (Y) Distribution of zakat funds
Independent Variables:
Size of BOD (X31) Number of BOD members
Remuneration of BOD (X2) | Amount of remuneration received by BOD
Size of SSB (X3)
Reputation of SSB (Xa) Number of SSB members

Proportion of each SSB member as DSN-
Control Variables: MUl member
Profitability
Size of Bank Amount of net profits

Amount of assets

Data analysis technique
The data were processed using Eviews 9 software. The panel data regression started by
selecting the estimation method, namely the Common Effect Model (CEM), Fixed Effect
Model (FEM), and Random Effect Model (REM). Then, to determine the best method of this
approach, several tests including Chow test, Lagrange Multiplier test, and Hausman test were
performed. After the model had been selected, the Classical Assumption test, model estimation,
and hypothesis testing were performed. The final stage was to draw conclusions and propose
recommendations.

The regression equation in this study is as follows:
Y = Bo + BaX1 + B2Xz + B3X3 + PaXs + PsXs + BeXe + €

Where:
Y : Zakat funds
B0 . Intercept

B1 - B6: Partial regression coefficient

X1 : Size of board of directors

X2 : Remuneration of board of directors
X3 : Size of SSB

X4 : Reputation of SSB

X5 : Profitability

X6 : Size of bank

e . Error



Data Analysis and Discussion
This chapter presents the results of the data analysis based on the observations and samples

selected.

Descriptive analysis
Below is the result of the descriptive analysis in this study:

Table 2
Descriptive Analysis

Y

X1

X2

X3

X4

Y _ _ . . c1 c2
(Dggl'(';;ted (g'cz)%‘)’f (Reo"f“é“gg;'o“ (Ss'éeB;’f (R:fpggag)o” (Bank Profits) (Size of Bank)
Mean 9.989.699.366 4| 12.494.367.579 2 071 | 178.997.004.183 | 29.300.291.900.466
Median 5.092.916.500 4| 7.826.400.000 2 067 | 73560940864 | 16.759.420.500.000
Maximum 66.056.000.000 7 | 43.104.000.000 3 1,00 | 1.434.488.000.000 | 126.907.940.000.000
Minimum 2031598 3| 1.261.000.000 2 033 | (24.001.165.504) 642.026.000.000
Std. Dev. 12.802.580.903 1| 0817.494.384 0 024 | 272783382985 | 29.777.028.474.470
Observations 70 70 70 70 70 70 70

Source: Eviews 9 Output, 2022
Selection of panel data regression model

Chow Test

The results of the Chow test showed Cross-section Chi-square of 70.840512 with a probability
of 0.0000 (<0.05). All the test models had an F-statistic probability smaller than alpha 0.05, so
the right model was the Fixed Effect model. Then, whether to use the FE or RE model was
determined by calculating the RE model to be compared with the FE model using the Hausman
test.

Hausman Test
The Chi-squared distribution was 99.813717 with a Chi-squared probability of 0.0000 which
was smaller than alpha 0.05 (0.0000 <0.05), so the right model was the Fixed Effect model.

Based on the results of the Chow Test and Hausman Test, the right model was the Fixed
Effect model, so the Langrange Multiplier Test was no longer needed. Therefore, the panel
data regression model to be analyzed further was the Fixed Effect model.

Classical assumption tests

Normality test. The Jarque Bera was 3.518727 with p = 0.172154 (>0.05), so the data were
normally distributed.

Multicollinearity Test. Because the Centered VIF of all the variables was less than 10.

Heteroscedasticity Test. The Glejser test was used to determine heteroscedasticity. In this test,
there is no heteroscedasticity problem if significance > 0.05, and there is a heteroscedasticity
problem if significance < 0.05. The results of the heteroscedasticity test are as follows. Based
on the table above, the probability for all the independent variables, namely size and



remuneration of BOD as well as size and reputation of SSB was greater than 0.05. Therefore,
it can be concluded that there were no heteroscedasticity problems in the regression model.

Best regression model
Based on the results of Chow and Hausman tests, the Fixed Effect model was selected
as the best model.
Table 3
Results of the Fixed Effect Testing

Coefficient Std. Error t-Statistic Prob.
Y (Distributed Zakat) (59.000.000.000) 14.100.000.000 (4,178051) 0,0001
X1 (Size of BOD) 8.180.000.000 1.670.000.000 4,904639 0,0000
X2 (Remuneration of BOD) 0,544483 0,261664 2,080850 0,0420
X3 (Size of SSB) 8.880.000.000 2.830.000.000 3,135999 0,0027
X4 (Reputation of SSB) (742.000.000) 9.400.000.000 (0,078896) 0,9373
C1 (Bank Profits) (0,004298) 0,004394 (0,978186) 0,3321
C2 (Size of Bank) 0,000210 0,000108 1,940963 0,0572

Sumber : Output Eviews 9, 2022

The Fixed Effect regression model on Y:
Distributed Zakat = -59.000.000.000 + 8.180.000.000 Size of BOD + 0.54483 Remuneration
of BOD + 8.880.000.000 Size of SSB - 742.000.000 Reputation of SSB — 0.004298 Bank
Profits + 0.000210 Size of Bank + &

Coefficient of Determination

Table 4
Result Coefficient of Determination Testing
R-squared 0,870508
Adjusted R-squared 0,843246

Sumber : Output Eviews 9, 2022

Based on Table 4, the adjusted R-square or coefficient of determination was 0.843246, meaning
that the independent variables, namely X1, X2, X3, and X4, as well as the control variable
were able to explain the dependent variable, namely Y by 84.32%. The remaining 15.68% was
explained by other variables outside the model.

This study used F test to determine whether the variables used had a simultaneous
effect on the dependent variable. Based on the results above, the F-statistic was 31.93168 with
an F-statistic probability of 0.000000 < a 5%, meaning that Ho was rejected. The independent
variables, namely X1, X2, X3, and X4 as well as the control variable simultaneously had a
significant effect on the dependent variable, namely Y.

Result and Discussion

Results of Testing Hypothesis 1 (H1)
The results of the t-test for the variable of the size of BOD showed a coefficient of 4.904639
and a probability of 0.0000 (<0.05). This means that the size of BOD had a significant positive



effect on zakat funds at Islamic Commercial Banks (BUS). Therefore, H1 was supported. These
results are in line with the research by Abdallah & Bahloul (2021), Nawaz (2019), and
Darwanto & Chariri (2019), which found that the size of BOD had a significant positive effect
on the financial performance of BUS.

In agency theory, a larger size of board of directors could provide better protection for
the interests of shareholders and help managers achieve the financial and social performance
of BUS. Zakat funds managed by BUS do not cause the financial performance of a company to
decline, but they will mutually support other financial performance.

A large number of BOD allows for various collaborations with the National Zakat Amil
Institution (LAZNAS). Each LAZNAS has social programs, and Banks could select programs to
distribute zakat funds among these social programs. The greater the number of LAZNAS that
have collaboration, the greater the amount of Third-Party Funds (DPK), and the better the
financial performance of a bank.

In stakeholder theory, the greater the involvement of BOD, the greater the potential
for zakat funds to be managed, leading to better social and financial performance of BUS. BOD
has the authority to conduct social responsibility programs, including managing the amount
of zakat funds and allocating them.

UPZ or zakat institutions that collaborate with Islamic banks can become strategic
partners in achieving the mission of the social programs of Islamic banks. Banks, represented
by BOD, can synergize with UPZ or other zakat-managing institutions in building community
empowerment, especially for disadvantaged groups, in the fields of economy, health,
environment, education, da'wah, as well as disaster and humanity programs. For example,
zakat funds can be distributed to educational institutions, especially for outstanding/smart
students from poor families. Such synergy can be established to strengthen customer
relationships with the bank, to achieve social and financial performance.

Results of testing hypothesis 2 (H2)

The results of the t-test for the variable of the remuneration for BOD showed a coefficient of
2.080850 and a probability of 0.0420 (<0.05). This means that the remuneration of BOD had a
significant positive effect on zakat funds at BUS, and H2 was supported. This result is
consistent with the findings of Sheikh & Kareem (2015), Lee & Isa (2015), Pangestu et al.
(2019), and Kirana & Novita (2021) who also found that the remuneration of BOD had a
significant positive effect on the financial performance of a company.

According to agency theory, remuneration motivates BOD to apply the prudence
principle and effective risk management. In addition to arranging the financial budget, BOD
also manages the zakat budget that comes from companies, employees, and customers, along
with the costs needed for the implementation of social programs. BOD will strive to achieve
the specified targets while considering potential risks to ensure that it does not harm the
business continuity of BUS.

In stakeholder theory, by transparently disclosing information on remuneration, BOD
can fulfill their social responsibility by realizing optimal distribution of zakat funds to meet the



expectations of stakeholders, particularly those directly related to zakat funds. With the
presence of UPZ or foundations whose focus is on zakat management, the social programs of
BUS will be more effective. In BUS's annual reports, it is possible to report on social activities
held in collaboration with LAZNAS. The higher the number of social activities reported in the
annual report, the greater the level of trust that stakeholders will have in BUS.

Results of testing hypothesis 3 (H3)

The results of the t-test for the variable of the size of Sharia Supervisory Board (SSB) showed
a coefficient of 3.135999 and a probability of 0.0027 (<0.05). This means that the size of the
SSB had a significant positive effect on zakat funds at BUS. Thus, H3 was supported. This
result supports the research findings of Abdallah & Bahloul (2021); Khan & Zahid (2020),
Darwanto & Chariri (2019); Nomran et al. (2018), and Nugraheni (2018) which found that the
size of SSB had a positive effect on the performance of Islamic banks.

In agency theory, a larger size of SSB can minimize the BUS transactions and activities
that potentially violate Islamic principles, thereby properly maintaining the health of BUS.
Meanwhile, in stakeholder theory, BUS still pays attention to its Sharia compliance in the
collection and distribution of zakat funds. This is manifested in the form of asking for the
opinion of SSB members who have a deep understanding of zakat figh, particularly on any
topics of which Islamic laws are still considered unclear, to help BUS fully implement Sharia
compliance. By complying with Islamic principles, the credibility and trustworthiness of BUS
among stakeholders will increase, thus lowering Sharia risks and improving the performance
of Islamic banks, as shown in the research findings of Almutairi & Quttainah (2020).

Results of testing hypothesis 4 (H4)

The results of the t-test for the variable of the reputation of SSB showed a coefficient of -
0.078962 and a probability of 0.9373 (>0.05). This means that the reputation of SSB did not
have any significant effect on zakat funds at BUS, and thus, H4 was not supported. SSB
members who had a reputation as a member of the National Sharia Council - Indonesian
Ulema Council (DSN-MUI) did not have any effect on zakat funds at BUS. This finding does not
support the research findings of A. A. Rahman & Bukair (2013 ); Nugraheni (2018); Nomran et
al. (2018) and Abdallah & Bahloul (2021).

In agency theory, SSB members with a good reputation have the ability to improve the
financial performance of BUS but not the social performance. The selection and formation of
SSB members are expected to support the Board of Directors (BOD) in meeting the interests
of shareholders to achieve financial performance. Therefore, SSB members may not have
independence in giving recommendations to comply with Islamic principles, particularly in
terms of zakat management.

According to the stakeholder theory, SSB members who have a good reputation still
do not have the authority in the fulfillment of Islamic principles; their authority is still limited
to providing recommendations to the BOD that BUS should manage zakat funds. For example,
Bank Syariah Bukopin and Bank Aladin Syariah have SSB members who were also DSN-MUI
members, but these BUS had not had zakat management activities since they were
established. It is important for SSB members to improve their relations with stakeholders,
including BOD, employees, and the public in general. SSB can make an effort to increase the
awareness of the BOD that paying zakat is one of the mandatory Islamic principles and a way



to fulfill the social responsibility of Islamic banks, thereby maintaining and increasing trust
and good relations with employees and the public in general.

Conclusion

The corporate governance of Islamic banking differs from that of conventional banking, as
Islamic banking has a Sharia Supervisory Board (SSB) responsible for ensuring Sharia
compliance. Meanwhile, the Board of Directors (BOD) is responsible for overall corporate
governance. This study investigated the impact of the characteristics of BOD and SSB on zakat
funds at Islamic Commercial Banks (BUS) in Indonesia from 2011 to 2020. Based on the results
of panel data regression, the size of BOD, the remuneration of BOD, and the size of SSB had a
significant positive effect on zakat funds, while the reputation of SSB did not have any
significant effect on zakat funds.

Implications and Recommendations

This study provides practical implications that the reputation of SSB, including the fact that
SSB members are also DSN-MUI members, has no significant effect on the zakat funds
distributed by BUS. This finding should be of concern to all parties, particularly BUS
management teams and regulators. The management team can empower SSB to carry out its
social functions, such as calculating BUS zakat, collecting zakat funds from customers, and
distributing zakat funds. Meanwhile, regulators can encourage Islamic banks to fulfill their
social responsibilities as mandated by Law of Islamic Banking No. 21 of 2008. In the absence
of regulation that obliges Islamic banks to distribute zakat, the public in general expects
Islamic banks to have different functions from conventional banks, i.e., zakat management as
a form of complying with Islamic principles. Therefore, it is possible for Islamic banks to
demonstrate that they have fulfilled their commitment to social responsibility.

This research has limitations. First, the Islamic banks under study are only Islamic
Commercial Banks (BUS), excluding Islamic Business Units (UUS) and Islamic Rural Banks
(BPRS). Second, the measurement of social performance is limited to distributed zakat funds.
In fact, the measurements can also involve other elements, including Qardhul Hasan funds,
Zakat on Assets, and Zakat on Equity. Third, the characteristics of governance used in this study
are only BOD and SSB. Other characteristics of governance can also be included, such as
boards of commissioners and committees. It is recommended for future research to address
the limitations of this study by involving more samples and measurement items.
REFERENCES

Abbas, S. Z. ., Sulaiman, S., & Abu Bakar, N. (2018). A Review on Zakat Payments by Islamic Banks
in Malaysia. International Journal of Zakat, 3(4), 71-82.
https://doi.org/10.37706/ijaz.v3i4.107

Abdallah, M. Ben, & Bahloul, S. (2021). Disclosure, Shariah governance and financial performance
in Islamic banks. Asian Journal of Economics and Banking, 5(3), 234-254.
https://doi.org/10.1108/ajeb-03-2021-0038

Abdullah, N., Derus, A. M., & Al-Malkawi, H. A. N. (2015). The effectiveness of zakat in alleviating
poverty and inequalities a measurement using a newly developed technique. Humanomics,
31(3), 314-329. https://doi.org/10.1108/H-02-2014-0016

Al-Mamun, A., Haque, A., & Jan, M. T. (2020). Measuring perceptions of Muslim consumers toward
income tax rebate over zakat on income in Malaysia. Journal of Islamic Marketing, 11(2), 368—



392. https://doi.org/10.1108/JIMA-12-2016-0104

Almutairi, A. R., & Quttainah, M. A. (2017). Corporate governance: Evidence from Islamic banks.
Social Responsibility Journal, 13(3), 601-624. https://doi.org/10.1108/SRJ-05-2016-0061

Almutairi, A. R., & Quttainah, M. A. (2020). Foreign directors and corporate governance in Islamic
banks. Journal of Islamic Accounting and Business Research, 11(3), 765-791.
https://doi.org/10.1108/JIABR-07-2017-0104

Amine, B. (2018). Contribution of Governance to Ensure the Stability of Islamic Banks: A Panel Data
Analysis. International Journal of Accounting and Financial Reporting, 8(3), 140.
https://doi.org/10.5296/ijafr.v8i3.13333

Antonio, M. S., Sanrego, Y. D., & Taufig, M. (2012). An Analysis of Islamic Banking Performance:
Magashidindex Implementation in Indonesia and Jordania. Journal of Islamic Finance, 1(1),
13-29.

Asutay, M., & Harningtyas, A. F. (2015). Developing maqashid al-shari’ah index to evaluate social
performance of Islamic Bank: a conceptual and empirical attempt. International Journal of
Islamic Economics and Finance Studies, 1(1), 210-222.

Badreldin, A. M. (2009). Measuring the Performance of Islamic Banks by Adapting Conventional
Ratios. Faculty of Management Technology, German University in Cairo, 16.

Basuki, A. T., & Prawoto, N. (2016). Analisis regresi dalam penelitian ekonomi & bisnis (1st ed.). PT.
Rajagrafindo Persada.

Bin-Nashwan, S. A., Abdul-Jabbar, H., Aziz, S. A., & Haladu, A. (2020). Zakah compliance behavior
among entrepreneurs: economic factors approach. International Journal of Ethics and
Systems, 36(2), 285—-302. https://doi.org/10.1108/1JOES-09-2019-0145

BPS. (2020). Penghitungan dan Analisis Kemiskinan Makro Indonesia Tahun 2020. Retrieved
January 29, 2022.

BPS. (2021). Produk Domestik Bruto Indonesia Triwulanan 2017-2021. In Retrieved January 24,
2022.

Chapra, M. U., & Ahmed, H. (2002). Corporate Governance in Islamic Financial Institutions.
Albarakahcoop, January.

Darwanto, & Chariri, A. (2019). Corporate governance and financial performance in Islamic banks:
The role of the sharia supervisory board in multiple-layer management. Banks and Bank
Systems, 14(4), 183—191. https://doi.org/10.21511/bbs.14(4).2019.17

Elgadi, E., & Ghardallou, W. (2022). Gender diversity, board of director’s size and Islamic banks
performance. International Journal of Islamic and Middle Eastern Finance and Management,
15(3), 664—680. https://doi.org/10.1108/IMEFM-09-2019-0397

Fama, E. F., & Jensen, M. C. (1983). Separation of Ownership and Control. The Journal of Law &
Economics, 26(2), 301—-325.

Grassa, R., & Matoussi, H. (2014). Corporate governance of Islamic banks: A comparative study
between GCC and Southeast Asia countries. International Journal of Islamic and Middle
Eastern Finance and Management, 7(3), 346—362. https://doi.org/10.1108/IMEFM-01-2013-
0001

Hakimi, A., Rachdi, H., Ben Selma Mokni, R., & Hssini, H. (2018). Do board characteristics affect
bank performance? Evidence from the Bahrain Islamic banks. Journal of Islamic Accounting
and Business Research, 9(2), 251-272. https://doi.org/10.1108/JIABR-06-2015-0029

Hamidi, L., & Worthington, A. C. (2021). How social is Islamic banking? Society and Business Review,
16(1), 51-70. https://doi.org/10.1108/SBR-03-2020-0036

Harisa, E., Adam, M., & Meutia, |. (2019). Effect of Quality of Good Corporate Governance
Disclosure, Leverage and Firm Size on Profitability of Isalmic Commercial Banks. International



Journal of Economics and Financial Issues, 9(4), 189-196. https://doi.org/10.32479/ijefi.8157

Hussain, A., Khan, M., Rehman, A., Sahib Zada, S., Malik, S., Khattak, A., & Khan, H. (2021).
Determinants of Islamic social reporting in Islamic banks of Pakistan. International Journal of
Law and Management, 63(1), 1-15. https://doi.org/10.1108/1JLMA-02-2020-0060

Jensen, M. C., & Meckling, W. H. (1976). Theory of the firm: Managerial behavior, agency costs and
ownership structure. Journal of Financial Economics, 3, 305-360.
https://doi.org/10.1177/0018726718812602

Khalil, A. (2021). The impact of the board of directors and the Shariah board on the financial
soundness of Islamic banks. Journal of Islamic Accounting and Business Research, 12(5), 646—
660. https://doi.org/10.1108/JIABR-01-2019-0011

Khalil, A., & Chihi, S. (2020). Would Meetings Between the Board of Directors and the Shariah
Supervisory Board Affect the Financial Performance of Islamic Banks. Journal of the
International Academy for Case Studies, 26(6), 1-7.

Khalil, A., & Taktak, N. B. (2020). The impact of the Shariah Board’s characteristics on the financial
soundness of Islamic banks. Journal of Islamic Accounting and Business Research, 11(9), 1807—-
1825. https://doi.org/10.1108/JIABR-08-2018-0127

Khan, I., & Zahid, S. N. (2020). The impact of Shari’ah and corporate governance on Islamic banks
performance: evidence from Asia. International Journal of Islamic and Middle Eastern Finance
and Management, 13(3), 483-501. https://doi.org/10.1108/IMEFM-01-2019-0003

Kirana, C. A., & Novita, N. (2021). Remunerasi Direksi, Disparitas Gaji Antar Direksi Dan Kinerja
Perusahaan. Jurnal Akuntansi Kontemporer, 13(2), 81-95.
https://doi.org/10.33508/jako.v13i2.3077

Kutum, I. (2015). Is there a Relation between CEO Remuneration and Banks’ Size and performance?
International  Journal of Accounting and Financial Reporting, 1(1), 272.
https://doi.org/10.5296/ijafr.v5i1.7653

Lee, S. P, & Isa, M. (2015). Directors’ remuneration, governance and performance: the case of
Malaysian banks. Managerial Finance, 41(1), 26—44. https://doi.org/10.1108/MF-08-2013-
0222

Mohamed, W. M. H. (2016). Corporate Governance Practices of the Middle East Banking Sector: A
Comparative Analysis between Islamic and Conventional Banks. Journal of Finance and Bank
Management, 4(1), 99-111. https://doi.org/10.15640/jfom.v4nla7

Mohammed, M. O., & Taib, F. M. (2015). Developing Islamic Banking Performance Measures Based
on Magqasid Al-Shari’Ah Framework: Cases of 24 Selected Banks. In Journal of Islamic Monetary
Economics and Finance (Vol. 1, Issue 1, pp. 55-77). https://doi.org/10.21098/jimf.v1i1.483

Mohammed, S. A. S. ., & Muhammed, D. J. (2017a). Financial crisis, legal origin, economic status
and multi-bank performance indicators Evidence from Islamic banks in developing countries.
Journal of Applied Accounting Research, 18(2), 208-222. https://doi.org/10.1108/JAAR-07-
2014-0065

Mohammed, S. A. S. ., & Muhammed, J. (2017b). The relationship between agency theory,
stakeholder theory and Shariah supervisory board in Islamic banking: An attempt towards
discussion. Humanomics, 33(1), 75-83. https://doi.org/10.1108/H-08-2016-0062

Mollah, S., Hassan, M. K., Al Farooque, O., & Mobarek, A. (2017). The governance, risk-taking, and
performance of Islamic banks. Journal of Financial Services Research, 51(2), 195-219.
https://doi.org/10.1007/s10693-016-0245-2

Mollah, S., & Zaman, M. (2015). Shari’ah supervision, corporate governance and performance:
Conventional vs. Islamic banks. Journal of Banking and Finance, 58, 418-435.
https://doi.org/10.1016/j.jbankfin.2015.04.030



Muhammad, S. A., & Saad, R. A.J. (2016). The Impact of Public Governance Quality, Accountability,
and Effectiveness on Intention To Pay Zakat : Moderating Effect of Trust on Zakat Institution.
International Journal of Management Research & Review, 6(1), 1-8.

Naushad, M., & Malik, S. A. (2015). Corporate governance and bank performance: A study of
selected banks in GCC region. Asian Social Science, 11(9), 226-234.
https://doi.org/10.5539/ass.v11n9p226

Nawaz, T. (2019). Exploring the Nexus Between Human Capital, Corporate Governance and
Performance: Evidence from Islamic Banks. Journal of Business Ethics, 157(2), 567-587.
https://doi.org/10.1007/s10551-017-3694-0

Nomran, N. M., & Haron, R. (2022). Validity of zakat ratios as Islamic performance indicators in
Islamic banking: a congeneric model and confirmatory factor analysis. ISRA International
Journal of Islamic Finance, 14(1), 41-62. https://doi.org/10.1108/1JIF-08-2018-0088

Nomran, N. M., Haron, R., & Hassan, R. (2018). Shari’ah supervisory board characteristics effects
on Islamic banks’ performance: Evidence from Malaysia. International Journal of Bank
Marketing, 36(2), 290-304. https://doi.org/10.1108/1)BM-12-2016-0197

Nugraheni, P. (2018). Sharia supervisory board and social performance of Indonesian Islamic banks.
Jurnal Akuntansi & Auditing Indonesia, 22(2), 137-147.
https://doi.org/10.20885/jaai.vol22.iss2.art6

Ogbeide, S., & Akaniji, B. (2016). Executive Remuneration and the Financial Performance of Quoted
Firms: The Nigerian Experience. 1(2), 229-242.

OJK. (2021). Statistik Perbankan Syariah 2021. In Statistik Perbankan Syariah.

Pangestu, A. P., Agustia, S., & Rachman, R. A. (2019). Pengaruh Pemberian Remunerasi Direksi
Terhadap Kinerja Keuangan Perusahaan Publik di Indonesia. Studi Akuntansi Dan Keuangan
Indonesia, 2(1), 49-77. https://doi.org/10.21632/saki.2.1.49-77

Quttainah, M. A., Song, L., & Wu, Q. (2013). Do islamic banks employ less earnings management?
Journal of International Financial Management and Accounting, 24(3), 203-233.
https://doi.org/10.1111/jifm.12011

Rahman, A. A., & Bukair, A. A. (2013). The influence of the Shariah Supervision Board on Corporate
Social Responsibility Disclosure by Sslamic Banks of Gulf Co-Operation Council Countries.
Asian Journal of Business and Accounting, 6(2), 65-104.
https://doi.org/10.5296/jmr.v7i2.6989

Rahman, R. A, Saimi, N. S., & Danbatta, B. L. (2016). Determinants of Ethical Identity Disclosure in
Islamic banks: An analysis of practices in Bahrain and Malaysia. Jurnal Pengurusan, 46, 13-22.
https://doi.org/10.17576/pengurusan-2016-46-02

Rashid, M. H. U., Zobair, S. A. M., Chowdhury, M. A. I, & Islam, A. (2020). Corporate governance
and banks’ productivity: evidence from the banking industry in Bangladesh. Business
Research, 13(2), 615—-637. https://doi.org/10.1007/s40685-020-00109-x

Sarea, A., & Salami, M. A. (2021). Does social reporting matter? Empirical evidence. Journal of
Financial Regulation and Compliance, 29(4), 353—370. https://doi.org/10.1108/JFRC-09-2020-
0088

Scott, W. (2003). Willian R Scott - Financial Accounting Theory-Prentice Hall (2003).

Sheikh, N. A., & Kareem, S. (2015). The Impact of Board Structure , Ownership Concentration, and
CEO Remuneration on Performance of Islamic Commercial Banks in Pakistan. Pakistan Journal
of Islamic Research, 15, 49-59.

Tabash, M. I. (2019). An empirical investigation on the relation between disclosure and financial
performance of islamic banks in the United Arab Emirates. Journal of Asian Finance,
Economics and Business, 6(4), 27-35. https://doi.org/10.13106/jafeb.2019.vol6.no4.27



Tuan lbrahim, T. A. F.,, Hashim, H. A., & Mohamad Ariff, A. (2020). Ethical values and bank
performance: evidence from financial institutions in Malaysia. Journal of Islamic Accounting
and Business Research, 11(1), 233-256. https://doi.org/10.1108/JIABR-11-2016-0139

Ulussever, T. (2018). A comparative analysis of corporate governance and bank performance:
iIslamic  banks  versus  conventional banks. Pressacademia,  5(1), 34-50.

https://doi.org/10.17261/pressacademia.2018.815
Usmani, M. T. (2002). an Introduction to Islamic Finance. In An Introduction to Islamic Finance: Vol.

Kluwer Law (Issue Kluwer Law International).

PENERIMAAN HASIL REVIEW 16 APRIL

238092159 (Cogent Business & Management) A revise
decision has been made on your submission

Cogent Business and Management <em@editorialmanager.com> 16 Apr
2023,

23.50
kepada Ataina

Terjemahkan ke Indonesia

Ref: COGENTBUSINESS-2023-0827

238092159

THE EFFECT OF BOARD OF DIRECTORS AND SHARIA SUPERVISORY
BOARD ON ZAKAT FUNDS AT ISLAMIC BANKS IN INDONESIA

Cogent Business & Management

Dear Hudayati,

Your manuscript entitled "THE EFFECT OF BOARD OF DIRECTORS AND SHARIA
SUPERVISORY BOARD ON ZAKAT FUNDS AT ISLAMIC BANKS IN INDONESIA",
which you submitted to Cogent Business & Management, has now been reviewed.

The reviews, included at the bottom of the letter, indicate that your manuscript could
be suitable for publication following revision. We hope that you will consider these
suggestions, and revise your manuscript.

Please submit your revision by May 16, 2023, if you need additional time then please
contact the Editorial Office.

To submit your revised manuscript please go



to https://rp.cogentoa.com/dashboard/ and log in. You will see an option to Revise
alongside your submission record.

If you are unsure how to submit your revision, please contact us on OABM-
peerreview@journals.tandf.co.uk

You also have the option of including the following with your revised submission:

* public interest statement - a description of your paper of NO MORE THAN 150
words suitable for a non-specialist reader, highlighting/explaining anything which will
be of interest to the general public

* about the author - a short summary of NO MORE THAN 150 WORDS, detailing
either your own or your group's key research activities, including a note on how the
research reported in this paper relates to wider projects or issues.

* photo of the author(s), including details of who is in the photograph - please note
that we can only publish one photo

If you require advice on language editing for your manuscript or assistance with
arranging translation, please do consider using the Taylor & Francis Editing Services
(www.tandfeditingservices.com).

Please ensure that you clearly highlight changes made to your manuscript, as well
as submitting a thorough response to reviewers.

We look forward to receiving your revised article.
Best wishes,

Collins G. Ntim, PhD
Senior Editor
Cogent Business & Management

Comments from the Editors and Reviewers:

Do you want to get recognition for this review on <a
href="https://publons.com/publisher/24/taylor-francis"
target="_blank">Publons</a>?</p><p><i> Don't let your reviewing work go
unnoticed! Researchers the world over use Publons to effortlessly track their
valuable peer review contributions for any journal. If you opt in, your Publons profile
will automatically be updated to show a verified record of this review in full
compliance with the journal’s review policy. If you don’t have a Publons

profile, you will be prompted to create a free account. [<a
href="https://publons.com/publisher/24/taylor-francis" target="_blank">Learn
more</a>]</i></p>

Reviewer 1: Yes


https://rp.cogentoa.com/dashboard/
mailto:OABM-peerreview@journals.tandf.co.uk
mailto:OABM-peerreview@journals.tandf.co.uk
http://www.tandfeditingservices.com/
https://publons.com/publisher/24/taylor-francis
https://publons.com/publisher/24/taylor-francis

Title, Abstract and Introduction — overall evaluation
Reviewer 1: Sound with minor or moderate revisions

Methodology / Materials and Methods — overall evaluation
Reviewer 1: Sound with minor or moderate revisions

Objective / Hypothesis — overall evaluation
Reviewer 1: Sound

Figures and Tables — overall evaluation
Reviewer 1: Sound with minor or moderate revisions

Results / Data Analysis — overall evaluation
Reviewer 1: Unsound or fundamentally flawed

Interpretation / Discussion — overall evaluation
Reviewer 1: Unsound or fundamentally flawed

Conclusions — overall evaluation
Reviewer 1: Unsound or fundamentally flawed

References — overall evaluation
Reviewer 1: Sound with minor or moderate revisions

Compliance with Ethical Standards — overall evaluation
Reviewer 1: Sound

Writing — overall evaluation
Reviewer 1: Sound with minor or moderate revisions

Supplemental Information and Data — overall evaluation
Reviewer 1: Sound with minor or moderate revisions

Comments to the author

Reviewer 1: 1. Authors should rewrite the abstract. Abstract must contains: research
originality, research objectives, research methods, empirical result, and practical
implications.

2. The introduction still lack of academic debate. The introduction still not able to
show briefly about the differentiation between this research and previous research.
Besides that, the research originality from this research is still not clear.

3. The grand theory from this research is still not clear.

4. Authors had explained clearly about the research methods.

5. Authors should rewrite the empirical result and interpretation in this research.

6. The analysis is very weak, authors must add more depth analysis in the
discussion section.

7. The conclusion is not clear.

8. Add more references from reputable journals.

9. Please use proofread for the English editing



Do you want to get recognition for this review on <a
href="https://publons.com/publisher/24/taylor-francis"
target="_blank">Publons</a>?</p><p><i> Don't let your reviewing work go
unnoticed! Researchers the world over use Publons to effortlessly track their
valuable peer review contributions for any journal. If you opt in, your Publons profile
will automatically be updated to show a verified record of this review in full
compliance with the journal’s review policy. If you don’t have a Publons

profile, you will be prompted to create a free account. [<a
href="https://publons.com/publisher/24/taylor-francis” target="_blank">Learn
more</a>]</i></p>

Reviewer 3: Yes

Title, Abstract and Introduction — overall evaluation
Reviewer 3: Sound

Methodology / Materials and Methods — overall evaluation
Reviewer 3: Sound

Objective / Hypothesis — overall evaluation
Reviewer 3: Sound

Figures and Tables — overall evaluation
Reviewer 3: Sound

Results / Data Analysis — overall evaluation
Reviewer 3: Sound

Interpretation / Discussion — overall evaluation
Reviewer 3: Sound

Conclusions — overall evaluation
Reviewer 3: Sound

References — overall evaluation
Reviewer 3: Sound

Compliance with Ethical Standards — overall evaluation
Reviewer 3: Sound

Writing — overall evaluation
Reviewer 3: Sound

Supplemental Information and Data — overall evaluation
Reviewer 3: Sound

Comments to the author

Reviewer 3: - Title, Abstract and Introduction: State the objectives of your work and
provide an adequate background, avoiding a detailed literature survey or a summary
of the results. Explicitly state the gap in the literature, which signifies the significance


https://publons.com/publisher/24/taylor-francis
https://publons.com/publisher/24/taylor-francis

of your research.

- Methodology / Materials and Methods: Provide sufficient detail to allow your work to
be reproduced. Methods already published should be indicated by a reference: only
relevant modifications should be described.

- Results / Data Analysis: Present the results of your work. Use graphs and tables if
appropriate, but also summarize your main findings in the text. Do NOT discuss the
results or speculate as to why something happened; that goes in the Discussion.

- Conclusions: Provide the conclusion to your study, and final words on the value of
your analysis, research, or paper. Limitations of your study should be addressed.

Do you want to get recognition for this review on <a
href="https://publons.com/publisher/24/taylor-francis"
target="_blank">Publons</a>7?</p><p><i> Don't let your reviewing work go
unnoticed! Researchers the world over use Publons to effortlessly track their
valuable peer review contributions for any journal. If you opt in, your Publons profile
will automatically be updated to show a verified record of this review in full
compliance with the journal’s review policy. If you don’t have a Publons

profile, you will be prompted to create a free account. [<a
href="https://publons.com/publisher/24/taylor-francis" target="_blank">Learn
more</a>]</i></p>

Reviewer 4: Yes

Title, Abstract and Introduction — overall evaluation
Reviewer 4: Sound

Methodology / Materials and Methods — overall evaluation
Reviewer 4: Unsound or fundamentally flawed

Objective / Hypothesis — overall evaluation
Reviewer 4: Unsound or fundamentally flawed

Figures and Tables — overall evaluation
Reviewer 4: Sound

Results / Data Analysis — overall evaluation
Reviewer 4: Sound with minor or moderate revisions

Interpretation / Discussion — overall evaluation
Reviewer 4: Unsound or fundamentally flawed

Conclusions — overall evaluation
Reviewer 4: Sound with minor or moderate revisions

References — overall evaluation
Reviewer 4: Sound

Compliance with Ethical Standards — overall evaluation
Reviewer 4: Sound


https://publons.com/publisher/24/taylor-francis
https://publons.com/publisher/24/taylor-francis

Writing — overall evaluation
Reviewer 4: Sound

Supplemental Information and Data — overall evaluation
Reviewer 4: Sound with minor or moderate revisions

Comments to the author

Reviewer 4: The author should declare and explain a reasonable hypothesis, why
only stated until 2020, because nowadays is 2023. Islamic banks also should be
mentioned, is it regarding BSI ( Indonesian holding Islamic bank by 3 state-owned
companies) or anything else granted by MUI-DSN regarding UUS, and why choose
it? BAZNAS or LAZNAS also should be mentioned in reasonable decision, because
in Indonesia, there were too many LAZ organizations with high income than
BAZNAS and other LAZNAS

Editor's Comments:

Thank you for submitting your paper for consideration for publication in ACGBE
section of Cogent Business and Management. | sent your paper to two reviewers’
and they have suggested that your manuscript requires further revisions. | have read
the paper myself, and | agree that you should be given the opportunity to revise and
resubmit your paper for consideration. | will not repeat the reviewers concerns and
suggestions here, but please you should endeavour to address them. In addition,
please address the following issues that | would like you to effect before
resubmitting:

1. Your current structure is messy and so please re-structure paper as follows: 1.
Introduction, 2. Background, 3. Theoretical literature review, 4. Empirical literature
review and hypotheses development, 5. Research design, 6. Empirical results and
discussion, and 7. Summary and conclusion. Please you must re-structure your
paper according this comment 1, which will involve substantial revisions to your
work. To reduce wasting the time of reviewers, yours and mine, if this suggestion is
not followed, then, the paper may be rejected without any further review, and so
please kindly take this comment seriously.

2. Introduction: Please clarify your research questions, objectives, background
motivation, theoretical and empirical motivation and the lines of contributions to the
literature. You can do this by sharply articulating your research questions/objectives,
identify the potential theoretical, background and theoretical motivation or gaps, and
explain how your study contributes to the literature. You can do this by highlighting
the weaknesses of prior studies as well. Currently, your introduction is very dry.
Additionally, you need state clearly the contributions of the paper. For example,
“Consequently, the current paper seeks to make the following contributions to the
existing literature. First,..., Second,...., Third, ..., Fourth,... and so on”. The
introduction should be about 5 pages long.

3. Background — you need to explain why this is the appropriate context to conduct



this study by exploiting regulatory, reform and policy issues and developments within
the research context or setting. This should be about two to three pages long.

4. Theoretical framework - Please an overarching theoretical framework that will
explain the underlying predictions and hypotheses of interest. In doing so, please
explicitly outline how they help link the dependent and independent variables
together by drawing on both seminal (old) and recently (newly) published studies.
This should be about two to three pages long.

5. Literature review and hypotheses Development — please enhance your
hypotheses by: (i) drawing on the theory; (ii) empirical literature; (iii) research
setting/contextual insights; and (iv) then setting up your hypotheses. You will do this
for each hypothesis. Currently, you have not developed your hypotheses in this way.
You will need to so by drawing on both seminal (old) and recently (newly) published
studies.

6. Research design — Please identify, classify and explain your variables —
dependent, independent and control variables, as well as any others, such as
moderating or mediating variables. Please also explain your sample selection clearly
(insert a table tabulating the steps - how many was missing, many had data, how
many selected and why) and also clarify in a normative way how the variables are
operationalised. Similarly, explain your sample in a tabular form, outlining step by
step the total population to the selection of the final sample. Label all your equations,
figures and tables in a consecutive manner. Make the tables self-contained by
clearly identifying dependent, independent and control variables in the tables.

7. Empirical findings — please link your findings more strongly to the: (i) theory, (ii)
empirics, (iif) context; and (iv) highlight their economic, academic/research and policy
implications. Closely link up and cite the papers that you have discussed in the
background, theory and empirical literature review & and hypotheses development
section to the findings you are presenting here.

8. Conclusion — Please outline a summary of findings, contributions, implications,
limitations and avenues for future research. Especially, expand the discussions
relating to implications, limitations and avenues for future research.

9. Robustness or additional analyses — please demonstrate how your findings are to
alternative measures (e.g., different ways of measuring the key dependent and
independent variables), estimations (e.g., lagged structure, and instrumental
variables estimation, amongst others) and general endogeneities. This is completely
missing.

10. Typos — please there are considerable number of typos, spelling errors and
grammatical mistakes throughout the paper that a careful reading will help you to
eliminate them. Seek professional proof-reader’s help if deemed appropriate.
Improve presentation by clearly labelling equations, tables, sections and
subsections.

11. In order to build on this line of research in the ACGBE of Cogent Business and
Management, please identify at least 3 appropriate and relevant papers from



ACGBE and cite to support your arguments. Also, these papers are directly relevant
in terms of the recommended structure and content, consider citing and drawing
insights to support your analysis: (i) Elamer et al. (2020) Islamic governance,
national governance, and bank risk management and disclosure in MENA countries.
Business & Society, 59 (5), 914-955. (d0i:10.1177/0007650317746108); (ii) Elamer
et al. (2019) Sharia supervisory boards, governance structures and operational risk
disclosures: evidence from Islamic banks in MENA countries. Global Finance
Journal, [100488]. (doi:10.1016/}.9f}.2019.100488); (iii) Elamer et al. (2019) Impact of
multi-layer governance on bank risk disclosure in emerging markets: the case of
Middle East and North Africa. Accounting Forum, 42 (2), 244-281.
(doi:10.1080/01559982.2019.1576577); (iv) Elghuweel et al. (2017) Corporate
governance, Islamic governance and earnings management in Oman: a new
empirical insights from a behavioural theoretical framework. Journal of Accounting in
Emerging Economies, 7 (2), 190-224. (doi:10.1108/JAEE-09-2015-0064); and (v) Al-
Bassam et al. (2017) The effect of Islamic values on voluntary corporate governance
disclosure: the case of Saudi listed firms. Journal of Islamic Accounting and
Business Research, 8 (2), 182-202. (doi:10.1108/JIABR-09-2015-0046).

12. Please follow the ACGBE section of the Cogent Business and Management
author guidelines. For example, re-write your abstract to follow ACGBE section of
Cogent Business and Management guidelines. In the same, follow the beer
guidelines regarding referencing, tables, equations, heading and subheadings and
SO on in type-setting your work.

13. Please kindly take these 12 comments seriously and endeavour to fully address
them in addition to the reviewers’ comments. Please prepare a point-by-point
detailed response to the reviewers' comments as well as mine and highlight all
changes in the colour yellow in the main manuscript.

| hope you will positively embrace these constructive suggestions as a way of taking
this research forward, and | look forward to receiving a revised version of your paper.

Best regards
Collins Ntim, PhD, ACGBE Senior Editor

In compliance with data protection regulations, you may request that we remove your
personal registration details at any time. (Use the following

URL.: https://www.editorialmanager.com/cogentbusiness/login.asp?a=r). Please
contact the publication office if you have any questions.

Ataina Hudayati Dra. M.Si.,Ak. <ataina.hudayati@uii.ac.id> 18 Apr
2023,
16.11

kepada Cogent


https://www.editorialmanager.com/cogentbusiness/login.asp?a=r

Thank You. We will improve our paper according to the reviewer's suggestions

Best Regards
Ataina Hudayati

A

Ataina Hudayati Dra. M.Si.,Ak. <ataina.hudayati@uii.ac.id> 15 Mei
2023,
20.00

kepada Cogent

Dear Prof. Collins Ntim, PhD, ACGBE Senior Editor

We asked for an additional 4 days to revise the paper. We will collect the revised
paper on May 20, 2023

Best regards
Ataina Hudayati

A BalasTeruskan|

Re: Re: 238092159 (Cogent Business & Management) A
revise decision has been made on your submission
#Trackingld:15174298

OABM-peerreview@journals.tandf.co.uk lewat amazonses.com Sel, 16 Mei
2023, 09.41

kepada ataina.hudayati

Terjemahkan ke Indonesia

Dear Dr. Ataina Hudayati,

Thank you for your email.

| have now adjusted your revision due to 20th of May 2023, as requested.

Please let me know if you have any further asisstance.


https://support.google.com/mail/answer/1311182?hl=id

Best regards,
Charlie Flores - Journal Editorial Office
Taylor & Francis Group

Web: www.tandfonline.com

Taylor & Francis is a trading name of Informa UK Limited, registered in England
under no. 1072954

Journal Editorial Office

Taylor and Francis

E—

BUKTI PENGIRIMAN MANUSKRIP YANG DIREVISI 20 MEI 2023

Revised submission received for Cogent Business &
Management (Submission ID: 238092159.R1)

OABM-peerreview@journals.tandf.co.uk Sab, 20 Mei
2023, 21.53

kepada ataina.hudayati

Terjemahkan ke Indonesia

Taylor & Francis

Taylor & Francis Group

Dear Ataina Hudayati,


https://eur01.safelinks.protection.outlook.com/?url=http%3A%2F%2Fwww.tandfonline.com%2F&data=04%7C01%7CCarolyne.Lawton%40os.uk%7Ccfaea8d07a3d47bcf9cc08d9098907ff%7C7988742dc5434b9a87a910a7b354d289%7C0%7C0%7C637551306409433544%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=jJl7FNzy3Bvvvyl%2F1DDZrnTid8H9BDFHxDp2sTFHyTQ%3D&reserved=0

Thank you for submitting your revised manuscript.

Submission ID 238092159

THE EFFECT OF BOARD OF DIRECTORS AND SHARIA SUPERVISORY
BOARD ON ZAKAT FUNDS AT ISLAMIC BANKS IN INDONESIA

Journal Cogent Business & Management

Manuscript Title

You can check the progress of your submission, and make any requested revisions, on
the Author Portal.

Thank you for submitting your work to our journal.
If you have any queries, please get in touch with OABM-peerreview@journals.tandf.co.uk.

Kind Regards,
Cogent Business & Management Editorial Office

Taylor & Francis is a trading name of Informa UK Limited, registered in England under no. 1072954.

Registered office: 5 Howick Place, London, SW1P 1W.

MANUSKRIP YANG DIREVISI
THE EFFECT OF BOARD OF DIRECTORS AND SHARIA SUPERVISORY BOARD ON ZAKAT
FUNDS AT ISLAMIC BANKS IN INDONESIA

By
Ataina Hudayati*

Universitas Islam Indonesia
ataina.hudayati@uii.ac.id

lhsan Muhamad
Sharia Banking Practitioner
20919047 @students.uii.ac.id

Marfuah
Universitas Islam Indonesia
marfuah@uii.ac.id



https://rp.tandfonline.com/dashboard/
mailto:OABM-peerreview@journals.tandf.co.uk
mailto:ataina.hudayati@uii.ac.id
mailto:20919047@students.uii.ac.id
mailto:marfuah@uii.ac.id

Abstract

The purpose of this study was to analyze the impact of corporate governance on the
distribution of zakat funds by Islamic banks in Indonesia. The study focused on two elements
of governance: the characteristics of the board of directors (BOD) and the sharia supervisory
board (SSB). Data were extracted from the annual reports of Islamic banks in Indonesia from
2011 to 2020 and analyzed using panel data regression in EViews. The results showed that the
size and remuneration of the BOD and the size of the SSB had a significant positive effect on
zakat funds, while the reputation of the SSB had no effect. This study contributes to the
literature on the role of governance in improving the performance of Islamic banks by
providing empirical evidence of the link between governance and increased zakat funds.
While previous research has primarily focused on the role of governance in financial
performance, this study highlights the importance of governance in the context of social
responsibility. The practical implication of this study is that Islamic banks wishing to improve
social performance, namely zakat funds, should consider designing a large BOD and SSB
structure, while also considering increasing BOD remuneration.

Keywords: corporate governance, zakat performance



1. Introduction

The presence of Islamic banking in the global era is increasingly widespread. This is because
people have started to realize the existence of Islamic banking (Antonio et al., 2012). Banks,
including Islamic banks, play an important role in developing the economy, but without
efficient and effective corporate governance, banks can turn into institutions that interfere
the development and construction of the global economy (Mohamed, 2016). Islamic banks
must carry out commercial functions as well as social functions. The dual role of Islamic banks
is in accordance with the opinion of experts in the field of Islamic 1.economics who state that
the performance of Islamic banks should be measured more broadly including financial
performance and social performance (Antonio et al., 2012; Asutay & Harningtyas, 2015 ;
Mohammed & Taib, 2015). One of the mechanisms to achieve this performance is to
implement a corporate governance mechanism. Although it is recognized that governance
plays an important role in improving performance, Ulussever (2018) finds that the governance
mechanism provides a weak explanation for changes in shareholder value in Islamic banks,
indicating that conventional banks have a better and more effective governance system than
conventional banks. This finding implies that there is still a need for studies related to the
effectiveness of Islamic bank governance in improving performance.

The concept of corporate governance according to Amine (2018) is how companies are
managed and protect the interests of their stakeholders. Corporate governance is a
framework that protects the rights of stakeholders by establishing an effective board of
directors, adequate internal controls, efficient audits, and reliable financial reporting and
disclosure (Mohamed, 2016).

Several previous studies have examined and found the benefits of corporate
governance in Islamic banking, namely 1) improving financial performance (Mollah & Zaman,
2015; Hakimi et al., 2016; Almutairi & Quttainah, 2017; Amine, 2018 ; Nomran et al., 2018;
Darwanto & Chariri, 2019; Nawaz, 2019; Khan & Zahid, 2020; Abdallah & Bahloul, 2021; Khalil,
2021); 2) reducing opportunistic/earnings management behavior (Rahman & Bukair, 2013;
Elghuweel et al., 2017; Almutairi & Quttainah, 2020; 3) increase disclosure (Elamer, Ntim,
Abdou, et al., 2020; Elamer, Ntim, & Abdou, 2020; Albassam & Ntim, 2017); 4) improve social
performance (Nugraheni, 2018; Iryani & Wahyudiono, 2020). These previous studies imply,

the study of the role of governance in Islamic banking is dominated by the role of governance



in improving financial performance. However, the role of governance in improving the social
performance has not received much attention from researcher, and therefore this study aims
to analyze the role of governance in improving the social performance of Islamic banks as
measured by the amount of distribution of zakat funds. Zakat shows social performance
because by paying zakat, Muslims are able to help the poor. Abdullah et al. (2015) and
Muhammad and Saad (2016) argue that zakat is effective in alleviating poverty. Nomran and
Haron (2022) stated that zakat is one of the performance measurements of Islamic banks.

Previous studies outside Islamic banks that link governance and social
performance/non-financial performance, namely: 1) examining the effect of governance and
non-financial performance of cooperatives in Uganda (Kyazze et al., 2017); 2) examining the
effect of governance and social performance company (Harjoto et al., 2019; Shu & Chiang,
2020); 3) the effect of governance on social performance and environmental performance
(Orazalin, 2019).

Similar to the governance structure of conventional banks, the governance structure
of Islamic banking consists of a board of directors and a board of commissioners. To ensure
that the bank's operating system complies with Islamic law, Islamic banks have a Sharia
Supervisory Board (SSB) where this SSB is not owned by conventional banks (Khalil & Chihi,
2020; Khalil & Taktak, 2020; Grassa & Matoussi, 2014). The governance structure of Islamic
banks pursues sharia compliance which is strictly guided by the SSB (Mollah et al., 2017). Thus
it can be concluded that the main governance structures of Islamic banks are the board of
directors (BOD), board of commissioners and SSB. Two (2) out of three (3) main governance
structures, namely the board of directors (BOD) and SSB, will be the focus of this study.

One of the roles of corporate governance is to improve performance so that many
previous empirical studies examined the effect of size of BOD on bank performance. Some
previous studies found that size of BOD has a significant positive influence on financial
performance (Almutairi & Quttainah, 2017; Hakimi et al., 2016; Nawaz, 2019 ; Sheikh &
Kareem, 2015; Amine, 2018 ; Ulussever 2018; Darwanto & Khariri 2019). Although the
previous research described earlier found that size of BOD had a significant positive effect on
performance, other studies found different results, this implies the need for a study on the
relationship between BOD size and performance. Mollah and Zaman (2015) and Elgadi and
Ghardallou (2021) found that larger BOD will have a negative and significant impact on a

bank's financial performance.



The BOD in carrying out its functions receives supervision, advice and suggestions from
SSB. One dimension of SSB quality is SSB size. Research by Nomran et al., (2018); Almutairi
and Quttainah (2017); Amine (2018) found empirical evidence that SSB has a positive effect
on financial performance. However, Nawaz (2019) found that SSB size has a negative effect on
performance. To expand on previous research, this study analyzes the effect of SSB size on
social performance measured by zakat funds.

Besides SSB size, another characteristic of SSB that has been widely studied is SSB
reputation. Nomran et al. (2018) stated that the reputation of SSB has a positive effect on the
performance.

Besides the governance structure, another mechanism to improve performance is
remuneration. Previous research has found that executive remuneration affects financial
performance (Lee & Isa, 2015; Pangestu et al., 2019; Amine, 2018) . Nevertheles other studies
have shown different results. Research conducted by Kutum (2015); Ogbeide and Akaniji
(2006); Sheikh & Kareem (2015), shows that CEO remuneration has no effect on financial
performance.

From the explanation above, it can be concluded that previous research on the
influence of corporate governance (size of BOD, SSB size and SSB reputation) showed
inconsistent results which implied the need for a similar study to be carried out again. Likewise
the results of studies related to the effect of executive remuneration on performance.
Therefore the purpose of this study is to investigate the influence of two governance
mechanisms, namely the BOD (size and remuneration), and the SSB (size and reputation)
towards zakat funds.

This study contributes to previous research in several ways. First, research related to
the influence of governance on the performance of Islamic banks is dominated by the
influence of corporate governance on financial performance (Abdallah & Bahloul, 2021;
Darwanto & Chariri, 2019; Harisa et al., 2019; Khalil, 2021 ; Khalil & Chihi, 2020; Khalil &
Taktak, 2020). This study examines the effect of governance on the social performance of
Islamic banks which in this study is measured by zakat funds. Nomran and Haron (2021) stated
that zakat is a measure of bank performance. Previous studies related to the influence of
governance examined the effect of governance on social performance. Johnson and Greening
(1999) examined the effect of governance on employee relations and product quality; Harjoto

et al. (2019) examines the effect of governance on corporate social performance; Kyazze et al.



(2017) examines the effect of governance on social social performance of cooperative
societies.

Second, previous research related to the effect of executive remuneration on social
performance is associated with carbon performance (Haque & Ntim 2020) and climate
performance (Ritz, 2022). Perhaps it is rare to find works that examine the influence of board
remuneration in improving the social performance of Islamic banks, especially zakat
funds.Thus, this study is expected to expand on previous studies and be able to show that
executive remuneration is not only capable of improving financial performance but also able
to improve social performance.

Third, Iryani and Wahyudiono (2020) have empirically tested the effect of governance
on the social performance of Islamic banks in Indonesia. The social performance of Islamic
banks is measured by gordhul hasan funds, while the current research uses zakat funds. Iryani
and Wahyudiono's study (2020) used the 2012-2016 observation period, the current study
uses a longer observation period, namely 2011-2020. Nugraheni (2018) has also studied the
effect of governance on social performance. The governance studied is only the structure of
the SSB. In addition to examining the role of the SSB structure, this study also examines the
role of the BOD size and BOD remuneration.

The rest of the paper is arranged as follows. First, it will explain the background of the
study related to the management of zakat funds in Islamic banks in Indonesia. Next, a review
of the theoretically and empirically relevant literature will be carried out for hypothesis
development. The research design will be explained in the fifth section. The sixth section will
explain the results of the study and discussion. The paper will end with a summary and

conclusion section.

2. Background

At the beginning of 2020, a global pandemic known as Coronavirus Disease-19 (hereinafter
referred to as Covid-19) was declared a health crisis, which quickly caused an economic crisis.
The economic performance in Indonesia decreased for two consecutive quarters since the
first quarter of 2020 as reflected in the economic growth rate in the first quarter of 2020,
which only reached 2.97 %. Worse, there was a significant decline in the second quarter in

2020 in which the growth rate was minus 5.32 % (BPS, 2021). In addition, Covid-19 had an



adverse effect, namely an increased poverty rate. The number of poor people in March 2020
reached 26.42 million people (9.78%), showing an increase by 0.37% compared to 25.14
million poor people in March 2019 (BPS, 2021).

The government has established collaborations with private institutions to boost
economic growth. Islamic financial institutions are expected to focus not only on profit but
also on social principles in their daily operational activities, which should prioritize not only
financial gains but also the fulfilment of their social obligations (Antonio et al., 2012; Asutay
& Harningtyas, 2015b ; Mohammed & Taib, 2015). Islamic banks must be socially more
responsible than conventional banks (Asutay & Harningtyas, 2015a), and can contribute to
reducing poverty among society both directly and indirectly (Hamidi & Worthington, 2021).

One of the roles of Islamic banks in fulfilling their social responsibility is the
management of the zakat fund. The financial reports of Islamic banks include reports on the
sources and uses of zakat funds within a certain period of time, as well as the zakat funds that
have not been distributed on a certain date. In terms of management, Law No. 23 of 2011
concerning Zakat Fund Management states that each person is prohibited from intentionally
acting as an amil zakat, including collecting, distributing, or using zakat funds without the
permission of an authorized official. Based on the provisions of this law and as an effort to
fulfil their social responsibility, Islamic banks establish Zakat Collecting Units under the
coordination of the National Zakat Amil Agency, usually called Badan Amil Zakat Nasional
(BAZNAS), a foundation that distributes zakat funds to the society. In addition, Zakat Collecting
Units in Islamic banks may collaborate with the National Zakat Amil Institute, usually called
Lembaga Amil Zakat Nasional (LAZNAS). The collaboration with BAZNAS and LAZNAS shall be
regulated through a Memorandum of Understanding (MoU), in which the management of the
social responsibility programs of Islamic bank shall be aligned with the provisions of the
applicable laws concerning zakat funds.

Islamic banking is one of the strategic institutions for collecting zakat because it has
numerous offices spread throughout Indonesia. As of the end of December 2021, there were
a total of 2,643 Islamic banking offices, consisting of 12 Islamic Commercial Banks with 2,035
branch offices, 21 Conventional Banks with Islamic Business Units (UUS) with 444 branch
offices, and 164 Islamic Rural Banks (OJK, 2021). According to Article 4, Paragraph 2 of Law
Number 21 of 2018, Islamic banks are mandated to play social functions as well as commercial

functions. These social functions are intended to improve social performance.



3. Theoretical Literature Review

Governance

Corporate governance is generally defined as a framework that protects the rights of
stakeholders by depicting an effective BOD, internal controls, efficient audits, as well as
accountable financial reporting and disclosure (Mohamed, 2016). In Islamic banking, the main
external stakeholders consist of the Financial Services Authority usually called Otoritas Jasa
Keuangan, Bank Indonesia, Indonesia Deposit Insurance Corporation, tax authorities,
shareholders, bondholders, creditors, suppliers, customers, and community members who
are affected by the company’s activities. Meanwhile, the internal stakeholders consist of the
BOD, and other employees. Regulations related to Good Corporate Governance (GCG) for
banking in Indonesia are regulated in POJK No. 55/P0OJK.03/2016 concerning “Implementation
of Governance for Commercial Banks” by implementing bank management procedures that
apply 5 (five) principles, namely: transparency, accountability, responsibility, independence,
and fairness.

The governance of Islamic banks is different from that of conventional banks. The
governance structure of Islamic banks is designed in a way that it is sharia-compliant and it is
monitored directly by SSB (Mollah et al., 2017) as well as compliant with a dual governance
system monitored by SSB and Directors (Khalil, 2021).

BOD of an Islamic Bank is responsible for the continuity of business by maintaining the
bank health by applying the principles of prudence, Islamic principles, and risk management.
BOD of an Islamic bank has the same legal responsibilities as that of a conventional bank. In
fact, the responsibility and expectations to BOD are greater by applying the Islamic finance
principles (Grassa & Matoussi, 2014). BOD consists of the compliance director that seeks to
ensure that Islamic banks are compliant with the applicable laws and regulations, including
fatwas from the Indonesian Ulama Council. Non-compliance with Islamic principles is likely to
reduce the bank health, thus bringing an effect on the performance of Islamic banks.

As mandated by Law Number 21 of 2018, Islamic Banks are obliged to have SSB whose
job is to provide advice and recommendations to BOD and oversee bank activities to ensure

that the bank activities comply with the Islamic principles. This is what distinguishes Islamic



banks from conventional banks, i.e., the governance structure of Islamic banks is oriented to

sharia-compliant characteristics and is strictly guided by SSB (Mollah et al., 2017).

Performance of Islamic banks

The performance of Islamic banks comprises financial performance and social performance.
There have been many studies on the financial performance Islamic banks with commonly
used proxies including ROA, ROE, Z-score, Net Performing Financing (NPF), CAMEL, etc. The
analytical tools or ratios used in conventional banks can be adapted to Islamic banks and the
results are quite successful (Badreldin, 2009).

Nomran and Haron (2022) and Mohammed & Muhammed (2017) in their studies used
zakat as an indicator to measure the performance of Islamic banks because it is quite dynamic
to reflect the profitability of a bank. The more the profits generated by Islamic banks, the more
the zakat paid. Therefore, zakat is a measure of both financial performance and social
performance; it is also a good indicator to reflect the health of Islamic banks.

Zakat plays an important role in the development of society and the nation, as it is an
economic catalyst that promotes justice (Abdullah et al., 2015). Hamidi and Worthington
(2021) state that Islamic banking services, including zakat and gardhul hasan, aim to alleviate
poverty and achieve other social objectives, although Islamic banking is still accused of failing
to fulfil its commitment to social responsibility.

The zakat funds in Islamic banking source from zakat paid by the Islamic bank itself, its
employees, and its customers over the profit-sharing or bonuses they receive from their
deposits. In general, Islamic banks calculate the amount of zakat to be paid using a formula,
i.e., 2.5% of profits before deducting zakat and income tax for one reporting year. The zakat
funds from its employees are generally 2.5% of their gross monthly income. Meanwhile, the
zakat funds from its customers are 2.5% of the profit sharing or bonuses received every month
and or payments at any time.

Islamic banks serve as Zakat Collecting Units under the coordination of the National
Zakat Amil Agency, even though some Islamic commercial banks establish foundations that
manage the distribution of zakat funds. Islamic banks transfer or delegate zakat funds to
particular foundations to help them distribute the zakat funds for social activities. However,

in practice, these foundations may work together with other zakat amil institutions.



Agency Theory

Abdullah and Valentine (2009) argue that Agency Theory underlies other theories that explain
the role and need for corporate governance. Agency theory is a theory that explains that
agency relationships emerge when one or more people employ other people to provide
services, then delegate decision-making authority to agents (Jensen & Meckling, 1976).
Agency theory views the company as the center of the contract between agents and principals
(Jensen & Meckling, 1976). More specifically, this theory posits that agents are opportunistic,
self-interest, risk averse and work averse (Ross, 1973; Jensen & Meckling, 1976; Eisenhardt,
1989). Suppose the agent's behavior, coupled with the information inequality between the
agent and the principal results in the formation of agency problems. The definition of an
agency problem is a problem caused by the behavior of an agent who is self-interest and
causes the agent to act contrary to the interests of the principal. Agency problems emerge
because decision-making and risk functions are separated (Fama & Jensen, 1983).

Agency Theory is a branch of game theory that analyzes the design of contracts to
motivate agents to act on behalf of the principal when the agents have conflicting interests
with the principal (Scott, 2015). The Agency Theory developed by Jensen & Meckling (1976),
shows that principals (shareholders) can convince themselves that agents (management) will
make optimal decisions only if they are given the right incentives and monitored. Incentives
include stock options, bonuses, and particular prerequisites that are directly related to the
extent to which the results of the management decisions can satisfy the interests of the
shareholders. Meanwhile, monitoring includes agent engagement, systematic review of
management prerequisites, financial audits, and implementation of specific limitations on
management decisions. This involves unavoidable agency costs incurred due to separating
ownership and control over the company. However, such costs are not always bad for

shareholders, but they must have efficient monitoring activities.

Stakeholder Theory

Stakeholder Theory mentions that the success of a company is determined not only by
principals (shareholders) and agents (management) but also other relevant parties, namely
suppliers, customers, and even competitors. The involvement of other parties is due to their
ability to influence the company or vice versa, i.e., the fact that they can be influenced by the

activities of the company.



Stakeholder Theory emphasizes the role of the company in always maintaining good
relations with any parties related to it. It is important for the company to identify stakeholders
they have relations with. The stakeholders for Islamic commercial banks include depositors,
shareholders, government, employees, management, suppliers, and the community (Rahman
& Bukair, 2013). Since the Stakeholder Theory was introduced by Edward Freeman in 1984,
the theory has become the theoretical foundation in many studies on Islamic governance
(Mohammed & Muhammed, 2017b).

In addition to improving financial performance, good governance may also increase
social performance. For examples a company will be more motivated to pay zakat
(Muhammad & Saad, 2016); the disclosure of Islamic Social Reporting (ISR) in the financial
statements of Islamic banks is increasingly accountable and transparent (Hussain et al., 2021),
and the disclosure of ISR can bring a significant effect on financial performance, leading to

increased profitability in Islamic banks (Sarea & Salami, 2021).

4. Empirical Literature Review and Hypotheses Development

Effect of the size of BOD on zakat funds

The effect of BOD size on zakat funds can be explained by Agency Theory (Ross, 1973); Jensen
& Meckling, 1976); and Eisenhardt, 1989). Agency Theory views the company as the center of
the contract between agents and principals (Jensen & Meckling, 1976). More specifically, this
theory argues that agents are opportunistic, self-interested, risk averse and work averse (Ross,
1973; Jensen & Meckling, 1976; and Eisenhardt, 1989). Agency Theory views monitoring
systems and contract design to motivate agents to act on behalf of principals. In the
relationship between size of BOD and zakat funds, BOD size is a monitoring system of agent
behavior. Because the goal of Islamic banks is not only to achieve financial performance, but
also social performance, so the BOD size will be able to encourage Islamic banks to achieve
social performance (increasing zakat funds). The larger the size of the BOD, it allows BOD to
have board members with varied educational and experience backgrounds including the
understanding that zakat funds are one of the performance measures that must be achieved.

Almutairi and Quttainah (2017) stated that larger boards are more likely to offer better



recommendations to the chief executive officer (CEO), and thus are more beneficial to
company performance.

In general, Agency Theory view that principals are shareholders. Unlike conventional
banks which view shareholders as principals, Islamic banks are assumed to be established for
the benefit of a wider stakeholders. Thus, the relationship between BOD size and zakat funds
is not only explained by Agency Theory but also by Stakeholders Theory. In addition,
Stakeholder Theory asserts that boards should serve the needs of a wider group of
stakeholders and ensure that companies do not violate ethical standards or the rights and
interests of stakeholders when making decisions (Almutairi & Quttainah, 2017). Stakeholder
Theory states that the success of a company is determined not only by shareholders but also
by other parties, including potential recipients of zakat funds. Stakeholder theory emphasizes
the company's role in always maintaining good relations with any party, including the recipient
of zakat funds.

Empirically, there have been many studies which showed that the size of BOD has a
positive effect on the financial performance (Almutairi & Quttainah, 2017; Hakimi et al., 2016;
Nawaz, 2019 ; Sheikh & Kareem, 2015; Amine, 2018 ; Ulussever 2018; Darwanto & Khariri
2019). Based on Agency Theory, Stakeholder Theory and empirical studies that BOD size has
a positive effect on financial performance, this study predicts that BOD size also has a positive
effect on improving social performance, zakat funds. Therefore, the first hypothesis was
proposed as follows:

H1: The size of BOD has a positive effect on zakat funds.

Effect of the remuneration of BOD on zakat funds

Agency theory analyses contract designs to motivate agents to act on behalf of the principal,
when the agent has conflicting interests with the principal (Scott, 2015). Agency theory
suggests that the principal can convince himself that the agent will make optimal decisions
only if the agent is given an incentive. Incentives can be in the form of stock options or bonuses
or other forms of financial incentives. Lee & Isa (2015) supported the opinion of Scott (2015)
and state that the Agency Theory encourages executives to be paid based on performance
which is known as the executive remuneration mechanism. This executive remuneration is an

effort to encourage agents to achieve company goals.



Remuneration has been regulated in Regulation of OJK No. 59 of 2017 concerning
Implementation of Governance in Providing Remuneration for Islamic Commercial Banks and
Islamic Business Units. Remuneration is a reward given to BOD, which can be either fixed or
variable. Fixed remuneration is not related to performance and risks, such as basic salary,
health benefits, pensions, etc. On the other hand, variable remuneration is related to
performance and risk, including bonuses or other equivalent forms, in the form of cash,
shares, or share-based instruments issued by the Bank. Remuneration can motivate
executives to achieve good financial performance (Scott, 2015). Sheikh and Kareem (2015);
Lee and Isa (2015); Pangestu et al. (2019) stated that the remuneration of BOD had a positive
effect on company performance. Several empirical studies have found that executive
compensation has an effect on social performance. Haque and Ntim (2020) found that
executive compensation has a positive effect on carbon performance. Kartadjumena and
Rodgers (2019) suggest that higher executive compensation may motivate management to
do more for climate and environmental concerns Based on Agency Theory, empirical studies
which state that executive remuneration can improve financial performance and social
performance, this study predicts that BOD remuneration will be able to increase zakat funds.
Therefore, the second hypothesis was proposed as follows:

H2: The remuneration of BOD has a positive effect on zakat funds.

Effect of size of SSB on zakat funds

Similar to the effect of BOD on zakat funds, the effect of SSB size on zakat funds is also based
on Agency Theory. Agency theory views that corporate governance mechanisms are a good
tool for minimizing conflict between parties and for preventing managerial opportunism. SSB
is an independent body consisting of selected scholars in Figh Muamalat and is considered
one of the most important elements of Shariah governance (Khalil & Taktak, 2020). Khan and
Zahid (2020) state that SSB is involved in issuing fatwas on financial products that will be
developed, conducting sharia audits, calculating zakat, disbursing and distributing income that
is not in accordance with sharia, guiding banks in their broader social roles, and acting as the
backbone Islamic banking.

Furthermore, agency theory argues that SSB monitors many other aspects of management
behavior (e.g., religion, morals and ethics) (Almutairi & Quttainah, 2020). SSB also oversees

and approves banking products, services and transactions. SSB ensures that all bank activities



comply with sharia principles. SSB also provides advice to managers in allocating resources.
Thus, it can be predicted that a large SSB size can be seen as more powerful so that it will be
able to encourage Islamic banks to achieve social as well as financial performance and allocate
more funds to increase zakat funds.

SSB continuously guides and trains management to apply Islamic rules in daily
transactions to avoid religious conflicts in business transactions with others. SSB also provides
religious guidelines to the BOD to ensure compliance with sharia. Therefore, a large SSB size
will be able to encourage Islamic banks to carry out various programs and services so that the
zakat funds collected are higher. SSB explains to managers how to distribute losses and profits
between shareholders and investment account holders, implement new fatwas and distribute
illegal profits to charities. The SSB is responsible for ensuring that zakat, which is a religious
tax, is calculated and distributed according to Islamic law (Khalil & Taktak, 2020).

Regulation of Bank Indonesia Number 11 of 2009 concerning Islamic Commercial
Banks states that the number of SSB members shall be a minimum of 2 (two) people or a
maximum of 50% (fifty percent) of the total members of BOD. The regulation implies that SSB
size is something that needs to be considered. A larger number of SSB members could more
effectively monitor bank transactions and activities to ensure that they comply with Islamic
principles and achieve the social functions of Islamic banks, thus reducing sharia risks and
improving the performance of Islamic banks. Elamer et al. (2020) found that SSB increased
operational risk disclosure. Elghuweel et al. (2017) argues that companies that are highly
committed to Islamic values tend to be less involved in earnings management. Elamer et al.
(2020) stated that Islamic corporate governance may have positive effect on risk manajemen
disclosure. Based on the argument of empirical findings that Islamic governance is able to
improve financial reporting performance, this study predicts that Islamic governance (SSB
size) is able to increase zakat funds.

Specifically, previous studies found that the size of SSB has a positive effect on the
financial performance of Islamic banks (Darwanto & Chariri, 2019; Nomran et al., 2018; Amine
(2018) . Nugraheni (2018) found that SSB size affect positively social performance. Following
theretical basis and empirical finding of the previous research, therefore, the third hypothesis
was developed as follows:

H3 : The size of SSB has a positive effect on zakat funds.



Effect of reputation of SSB on zakat funds

The effect of SSB's reputation on zakat funds can be explained using the Resource Dependence
Theory. Resource Dependence Theory assumes that company boards provide important
resources for companies and then these resources will improve company performance
(Hillman & Dalziel, 2003). Because human resources are one of the important resources and
play an important role in improving company performance, Reputation is technically attached
to human resources that can be brought by board members to the company. Thus, there is a
relationship between SSB members who have a good reputation and the performance of
Islamic banks.

Resource dependency theory concentrates on the role of board directors in providing
access to resources needed by the firm (Abdullah & Valentine, 2009). Resources can be in the
form of expertise and experience. A reputable SSB reflects expertise and experience in Islamic
banking. SSB's reputation causes SSB members to truly understand that Islamic banks are not
only required to achieve financial performance but also social performance.

Based on article 32 of Law Number 21 of 2018, SSB shall be appointed by the General
Meeting of Shareholders based on the recommendation of the Indonesian Ulema Council. A
good reputation of SSB is used as a measure of business knowledge, which helps them have a
better understanding of the modern application of the banking industry (Rahman & Bukair,
2013). Nugraheni (2018) states that selecting the SSB members among prospective candidates
who have a good reputation expectedly improves the performance of Islamic banks, especially
in terms of compliance with Islamic principles, including achieving better social performance.
Nomran et al. (2018) found that the reputation of SSB had a positive effect on the financial
performance of Islamic banks. Nugraheni (2018) found that reputation of SSB affect positively
social performance. Based on the argument of Resource Dependence Theory, an empirical
study of the effect of SSB's reputation on financial performance, this study predicts that SSS's
reputation can improve social performance in the form of zakat funds. Accordingly, the fourth
hypothesis was developed as follows:

H4 : The reputation of SSB has a positive effect on zakat funds.

5. Research Design

The population of this study consisted of 14 Islamic banks in Indonesia. The study used

purposive sampling based on the following criteria: 1) bank must be registered with the



Financial Services Authority ; 2) bank must publish annual reports from 2011 to 2020,
including a Good Corporate Governance report; 3) bank must collect zakat funds consecutively
from 2011 to 2020. Finally, a total of 7 banks met the requirements and were selected as the
sample, providing a total of 70 observations. Banks that did not distribute zakat funds
consecutively from 2011 to 2020, including Bank BJB Syariah, Bank Panin Dubai Syariah, Bank
Syariah Bukopin, Bank BTPN Syariah, and Bank Aladin Syariah, were excluded. Bank Aceh
Syariah and Bank NTB Syariah were also excluded because they started conducting Sharia
activities after the study's time frame. The study period is only until 2020, because since 2021
Bank Syariah Mandiri, Bank BNI Syariah and Bank BRI Syariah have been merged to become
Bank Syariah Indonesia.

The data were secondary and were in the form of annual reports for ten consecutive
years (2011 to 2020), which were downloaded from the official website of each bank.

The dependent variable in this study was zakat funds, while the independent variables
were governance, as indicated by the Board of Directors (BOD) and the Sharia Supervisory
Board (SSB). The size and remuneration of BOD and the size and reputation of SSB were the
characteristics considered. Bank profitability and size were the control variables. The

measurement of the variables is described in Table 1.

Table 1. Variable Measurement

Variables Size
Dependent Variable:
Zakat Funds Collection of zakat funds

Independent Variables:

Size of BOD Number of BOD members

Remuneration of BOD Amount of remuneration received by BOD

Size of SSB Number of SSB members

Reputation of SSB Proportion of each SSB member as
National Sharia Council - Indonesian Ulema

Control Variables: Council

Profitability

Size of Bank Amount of net profits

Amount of assets

The data were processed using Eviews 9 software. The panel data regression started by
selecting the estimation method, namely the Common Effect Model (CEM), Fixed Effect
Model (FEM), and Random Effect Model (REM). Then, to determine the best method of this



approach, several tests including Chow test, Lagrange Multiplier test, and Hausman test were
performed. After the model had been selected, the Classical Assumption test, model estimation,
and hypothesis testing were performed. The final stage was to draw conclusions and propose
recommendations.



6. Empirical Results and Discussion
Below is the result of the descriptive analysis in this study:

Table 2. Descriptive Analysis

Zakat Size of  |Remuneration [Size of  |Reputation [Bank Bank

Fund BOD of BOD SSB of SSB Profit Size
Mean 9.99E+09 |4.442857 |1.25E+10 2.357143|0.706429 |1.79E+11|2.93E+13
Median 5.09E+09 |4.000000 |7.83E+09 2.000000|0.670000 |7.36E+10|1.68E+13
Maximum 6.61E+10 |7.000000 |4.31E+10 3.000000{1.000000 |1.43E+12|1.27E+14
Std. Dev. 1.28E+10 |1.137448 |9.82E+09 0.482617|0.237975 |2.73E+11|2.98E+13
Observations |70 70 70 70 70 70 70

Source: Processed data

The results of the descriptive statistical analysis are as follows. The average amount of zakat
funds distributed per year by banks is IDR 9,989,699,366 with the largest amount at Bank
Syariah Mandiri (IDR 66,056,000,000) and the smallest is BCA Syariah (IDR 2.000.000). The
average BOD size in Islamic banks is 4 people, the largest were Bank Muamalat Indonesia and
Bank Syariah Mandiri (7 people), and the smallest were Bank Victoria Syariah, BNI Syariah,
Bank Mega Syariah and BCA Syariah (3 people).

The average BOD remuneration per year is IDR 12,494,367,579, - with the largest at Bank
Syariah Mandiri (IDR 43,104,000,000) and the smallest at Bank Victoria Syariah (IDR
1,261,000,000). While the average SSB size is 2 people, with the largest number being at Bank
Muamalat Indonesia, Bank Syariah Mandiri, and Bank Mega Syariah (3 people), and the
smallest are Bank Vistoria Syariah, BRI Syariah, BNI Syariah, and BCA Syariah (2 people) .

The average SSB reputation is 0.71, with the largest number being Bank Muamalat
Indonesia, Victoria Syariah and BNI Syariah (average score is 1), and the smallest is BSM
(average score is 0.33). In addition, the average value of net profit is IDR 178,997,004,183 with
the largest at Bank Syariah Mandiri (IDR 1,434,488,000,000) and the smallest is Victoria
Syariah. Finally, the average value of bank assets is IDR 29,300,291,900,466 with the largest
amount at Bank Syariah Mandiri (IDR 126,907,940,000,000) and the smallest at Victoria
Syariah (IDR 642,026,000,000)

Based on the data above, the largest zakat funds distributed by banks namely Bank
Syariah Mandiri which has the highest BOD size and remuneration, also has the largest SSB
size, although the SSB reputation value is the smallest. The value of net profit and assets of
Bank Syariah Mandiri is also the largest. Meanwhile, the smallest zakat funds distributed by

banks are BCA Syariah, which has the smallest BOD and SSB sizes.



Other data found is the increase in the amount of zakat funds distributed by Islamic banks
in Indonesia in the 2 years during the pandemic compared to the 2 years before the Covid-19
pandemic. At the end of 2018, the amount of Islamic bank zakat funds in Indonesia is IDR
78,231,000,000, -, at the end of 2019 was IDR 82,857,000,000. The World Health Organization
(WHO) declared Covid-19 a pandemic on March 11 2020. During the pandemic, at the end of
2021 zakat funds increased to IDR 118,707,000,000, while at the end of 2021 it became IDR
142,481,000,000. From the end of 2019 to the end of 2021, there was an increase in zakat funds
by 72%. This data shows that banks in Indonesia had relatively high social performance during
the Covid pandemic.

The results of the Chow test showed Cross-section Chi-square of 70.840512 with a
probability of 0.0000 (<0.05). All the test models had an F-statistic probability smaller than
alpha 0.05, so the right model was the Fixed Effect model. Then, whether to use the FE or RE
model was determined by calculating the RE model to be compared with the FE model using
the Hausman test. The Chi-squared distribution was 99.813717 with a Chi-squared probability
of 0.0000 which was smaller than alpha 0.05 (0.0000 <0.05), so the right model was the Fixed
Effect model. Based on the results of the Chow Test and Hausman Test, the right model was
the Fixed Effect model, so the Langrange Multiplier Test was no longer needed. Therefore, the
panel data regression model to be analysed further was the Fixed Effect model.

Jarque Bera is 3.518727 with p = 0.172154 (> 0.05), thus it can be stated that the
assumption of normality is fulfilled. Because the Centralized VIF of all variables is less than
10, indicating that there are no symptoms of Multicollinearity. The Glejser test is used to
determine heteroscedasticity. In this test there is no heteroscedasticity problem if the
significance is > 0.05, and there is a heteroscedasticity problem if the significance is <0.05.
The results of the heteroscedasticity test show that the probability for all independent variables
is greater than 0.05. Therefore, it can be concluded that there is no heteroscedasticity problem
in the regression model.

Based on the results of Chow and Hausman tests, the Fixed Effect model was selected
as the best model.

Table 8. Results of the Fixed Effect Testing

Variable Coefficient Std. Error t-Statistic Prob.

C -5.90E+10 1.41E+10 -4,178051 0.0001
Size BOD 8.18E+09 1.67E+09 4.904639 0.0000
Remuneration BOD 0.544483 0.261664 2.080850 0.0420
Size of SSB 8.88E+09 2.83E+09 3.135999 0.0027

Reputation of SSB -7.42E+08 9.40E+09 -0.078962 0.9373



Profits of Bank -0.004298 0.004394 -0.978186 0.3321

Size of Bank 0.000210 0.000108 1.940963 0.0572
Adjusted R-squared 0.843246
F-statistic 31.93168
Prob(F-statistic) 0.000000

Source: Processed data

Based on Table 7, the adjusted R-square or coefficient of determination was 0.843246,
meaning that the independent variables, namely BOD Size, BOD Remuneration, SSB Size, and
SSB Reputation, as well as the control variable were able to explain the dependent variable,
namely Y by 84.32%. The remaining 15.68% was explained by other variables outside the
model.

The F-statistic is used to test the Goodness of Fit model. Based on the above results,
the F-statistic is 31.93168 with an F-statistic probability of 0.000000 <a 5%, meaning that the
model is fit and the results of the regression analysis can be used as the right basis for testing

the hypothesis.

Results of testing hypothesis 1 (H1)
The results of the t-test for the variable of the size of BOD showed a coefficient of 4.904639
and a probability of 0.0000 (<0.05). This means that the size of BOD had a significant positive
effect on zakat funds. Therefore, H1 was supported. To the best of the author's knowledge,
no previous studies have found empirical evidence of the effect of Size BOD in increasing zakat
funds. Thus, this study enriches the findings of previous studies regarding the effectiveness of
Size BOD in increasing performance. These results are in line with the research by Almutairi
and. Quttainah, (2017); Hakimi et al. (2016); Nawaz (2019) ; Sheikh and Kareem (2015);
Amine (2018) ; Ulussever (2018); and Darwanto and Khariri (2019) which found that the size
of BOD had a significant positive effect on the financial performance. Another previous study
found that Size of BOD affect positively voluntary corporate governance disclosure (Albassam
& Ntim, 2017).

In Agency Theory, a larger size of BOD could provide better protection for the interests
of shareholders and help managers achieve the financial and social performance. Zakat funds
do not cause the financial performance of a company to decline, but they will mutually

support other financial performance.



A large number of BOD allows for various collaborations with the National Zakat Amil
Institution. They has social programs, and banks could select programs to distribute zakat
funds among these social programs. The greater the number of National Zakat Amil Institution
that have collaboration, the greater the amount of Third-Party Funds and the better the
financial performance of a bank.

In Stakeholder Theory, the greater the involvement of BOD, the greater the potential
for zakat funds to be managed, leading to better social and financial performance. BOD has
the authority to conduct social responsibility programs, including managing the amount of
zakat funds and allocating them.

Zakat institutions that collaborate with Islamic banks can become strategic partners in
achieving the mission of the social programs of Islamic banks. Banks, represented by BOD, can
synergize with zakat institutions in building community empowerment, especially for
disadvantaged groups, in the fields of economy, health, environment, education, da'wah, as
well as disaster and humanity programs. For example, zakat funds can be distributed to
educational institutions, especially for outstanding/smart students from poor families. Such
synergy can be established to strengthen customer relationships with the bank, to achieve
social and financial performance.

Even though this study was able to prove the effectiveness of the BOD Size on social
performance (zakat funds), in fact there are still findings from previous studies which show
different findings on the effectiveness of a large BOD Size. Mollah and Zaman (2015) and Elgadi
and Ghardallou (2021) found that larger BOD will have a negative and significant impact on a
bank's financial performance. Elghuweel et al. (2017) found no evidence that Size BOD is able
to reduce negative management behavior as measured by earnings management. Therefore,
studies are still needed regarding the effectiveness of the large SSB size against various types

of Islamic bank performance measures.

Results of testing hypothesis 2 (H2)

The results of the t-test for the variable of the remuneration for BOD showed a coefficient of
2.080850 and a probability of 0.0420 (<0.05). This means that the remuneration of BOD had a
significant positive effect on zakat funds, and H2 was supported. Similar to the findings of
the study of the effect of SSB Size on zakat funds, to the author's knowledge, there has been

no previous research that has found empirical evidence of the effect of BOD Remuneration on



increasing zakat funds. Thus, this study enriches the findings of previous studies regarding the
effectiveness of BOD Remuneration in improving performance. This result is consistent with
the findings of Sheikh & Kareem (2015); Lee & Isa (2015); Pangestu et al. (2019); Amine
(2018) who found that the remuneration of BOD had a significant positive effect on the financial
performance of a company. BOD Remuneration is much less studied when compared to Size
BOD. If previous studies have examined the effect of Size BOD on various performance
measures, the findings of previous studies on the effect of Remuneration BOD mostly focus on
improving the company's financial performance.

According to Agency Theory, remuneration motivates BOD to apply the prudence
principle and effective risk management. In addition to arranging the financial budget, BOD
also manages the zakat budget that comes from companies, employees, and customers, along
with the costs needed for the implementation of social programs. BOD will strive to achieve
the specified targets while considering potential risks to ensure that it does not harm the
business continuity of bank.

In Stakeholder Theory, by transparently disclosing information on remuneration, BOD
can fulfil their social responsibility by realizing optimal distribution of zakat funds to meet the
expectations of stakeholders, particularly those directly related to zakat funds. With the
presence of zakat institution whose focus is on zakat management, the social programs of bank
will be more effective. In bank annual reports, it is possible to report on social activities held
in collaboration with zakat institution. The higher the number of social activities reported in
the annual report, the greater the level of trust that stakeholders will have in Islamic bank.

As explained above, previous studies regarding the effectiveness of BOD Remuneration
are related to the company's financial performance. This shows that empirical studies are still
needed regarding the effectiveness of BOD Remuneration in increasing other performance
measures such as disclosure, decreasing earnings management or social performance. Studies
are still needed regarding the effect of BOD Remuneration on performance because there are
still several empirical studies which show that BOD Remuneration has no effect on

performance (Kutum, 2015 ; Ogbeide & Akaniji, 2006; Sheikh & Kareem, 2015),

Results of testing hypothesis 3 (H3)
The results of the t-test for the variable of the size of Sharia Supervisory Board (SSB) showed
a coefficient of 3.135999 and a probability of 0.0027 (<0.05). This means that the size of the

SSB had a significant positive effect on zakat funds. Thus, H3 was supported. The results of



this study support previous studies which found evidence of the positive effect of SSB Size on
financial performance (Almutairi & Quttainah, 2017; Amine, 2018; Nomran et al., 2018), and
sosial performance Nugraheni (2018). Larger SSBs are more efficient in dealing with
monitoring and advisory roles than smaller SSBs. Consequently, this shows that an increase in
SSB size must improve the monitoring function as well as the advisory function of the SSB.

The results of this study contradict with the findings of the study conducted by Nawaz
(2019) which states that SSB size has a negative effect on performance. The findings of Nawaz
(2019) study may caused by the SSB only plays an advisory role, not a supervisory role.
Because according to Mollah and Zaman (2015), SSB can have a positive effect on
performance when they perform supervisory roles as well as advisors. Accordingly, the finding
of this study support bigger size of SSB because zakat fund may increase.

In Agency Theory, a larger size of SSB can minimize the transactions and activities that
potentially violate Islamic principles, thereby properly maintaining the health of the bank.
Meanwhile, in stakeholder theory, bank still pays attention to its sharia compliance in the
collection and distribution of zakat funds. This is manifested in the form of asking for the
opinion of SSB members who have a deep understanding of zakat figh, particularly on any
topics of which Islamic laws are still considered unclear, to help bank fully implement sharia
compliance. By complying with Islamic principles, the credibility and trustworthiness of bank
among stakeholders will increase, thus lowering sharia risks and improving the performance

of Islamic banks, as shown in the research findings of Almutairi & Quttainah (2020).

Results of testing hypothesis 4 (H4)
The results of the t-test for the variable of the reputation of SSB showed a coefficient of -
0.078962 and a probability of 0.9373 (>0.05). This means that the reputation of SSB did not
have any significant effect on zakat funds, and thus, H4 was not supported. SSB members who
had a reputation as a member of the National Sharia Council - Indonesian Ulema Council did
not have any effect on zakat funds. This finding does not support the research findings of
Nugraheni (2018) and Nomran et al. (2018). Nomran et al. (2018) found that the reputation
of SSB had a positive effect on the financial performance of Islamic banks. Nugraheni (2018)
found that reputation of SSB affect positively social performance.

In Agency Theory, SSB members with a good reputation have the ability to improve

the financial performance of bank but not the social performance. The selection and



formation of SSB members are expected to support the Board of Directors (BOD) in meeting
the interests of shareholders to achieve financial performance. Therefore, SSB members may
not have independence in giving recommendations to comply with Islamic principles,
particularly in terms of zakat management.

According to the Stakeholder Theory, SSB members who have a good reputation still
do not have the authority in the fulfilment of Islamic principles; their authority is still limited
to providing recommendations to the BOD that bank should manage zakat funds. For example,
Bank Syariah Bukopin and Bank Aladin Syariah have SSB members who were also member of
the National Sharia Council - Indonesian Ulema Council but these bank had not had zakat
management activities since they were established. It is important for SSB members to
improve their relations with stakeholders, including BOD, employees, and the public in
general. SSB can make an effort to increase the awareness of the BOD that paying zakat is one
of the mandatory Islamic principles and a way to fulfil the social responsibility of Islamic banks,
thereby maintaining and increasing trust and good relations with employees and the publicin

general.

7. Summary and Conclusion.
The corporate governance of Islamic banking differs from that of conventional banking, as
Islamic banking has a Sharia Supervisory Board (SSB) responsible for ensuring Sharia
compliance. Meanwhile, the Board of Directors (BOD) is responsible for overall corporate
governance. Within an Islamic bank, governance should be used to achieve broader goals
including economic (financial) as well as social goals. Studies conducted by academics focus
more on the role of governance in improving financial performance. This gap implies the need
for a paradigm shift in assessing governance in Islamic banks to focus more on social
performance. It is hoped that the paradigm shift carried out by these academics will change
the behavior of Islamic bank practitioners to focus more on improving social performance.
One measure of social performance in Islamic banks that has been studied by previous
research is the availability of zakat funds.

The objective of this study is to investigated the impact of the characteristics of BOD
and SSB on zakat funds in Islamic bank in Indonesia from 2011 to 2020. Based on the results
of panel data regression, the size of BOD, the remuneration of BOD, and the size of SSB had a

significant positive effect on zakat funds, while the reputation of SSB did not have any



significant effect on zakat funds. Previous studies related to the role of governance found
empirical evidence of the role of governance in various aspects, namely: 1) improving financial
performance; 2) reducing the opportunistic behavior of managers (reducing earnings
management); 3) increase disclosure 4) improve social performance. This study provides
additional empirical support for the role of governance, especially the size of BOD, BOD
remuneration and SSB size in improving social performance.

The findings of this study which show that BOD and SSB sizes are able to increase zakat
funds practically imply that larger BOD and SSB sizes encourage social performance
improvements, therefore BOD and SSB sizes in the governance structure are things that need
to be considered. Likewise the study findings that BOD remuneration has proven to have a
positive effect on zakat funds indicating the effectiveness of remuneration. Even though
remuneration causes additional costs for the bank, the increase in costs is not in vain because
it can improve social performance.

Nonetheless, this study did not find evidence of the effectiveness of SSB's reputation
in increasing zakat funds. In this study, SSB's reputation was measured based on the
proportion of SSB members who were also members of the National Sharia Council -
Indonesian Ulema Council, which had no significant effect on zakat funds. This finding should
be of concern to all parties, particularly bank management teams and regulators. The
management team can empower SSB to carry out its social functions, such as calculating
zakat, collecting zakat funds from customers, and distributing zakat funds. Meanwhile,
regulators can encourage Islamic banks to fulfil their social responsibilities as mandated by
Law of Islamic Banking No. 21 of 2008. In the absence of regulation that obliges Islamic banks
to distribute zakat, the public in general expects Islamic banks to have different functions from
conventional banks.

The findings of this study which show that BOD and SSB sizes are able to increase zakat
funds practically imply that larger BOD and SSB sizes encourage social performance
improvements, therefore BOD and SSB sizes in the governance structure are things that need
to be considered. Likewise the study findings that BOD remuneration has proven to have a
positive effect on zakat funds indicating the effectiveness of remuneration. Even though
remuneration causes additional costs for the bank, the increase in costs is not in vain because

it can improve social performance.



This research has limitations. First, the Islamic banks under study are only Islamic
Commercial Banks excluding Islamic Business Units and Islamic Rural Banks (BPRS). Second,
the measurement of social performance is limited to distributed zakat funds. In fact, the
measurements can also involve other elements, including Qardhul Hasan funds, Zakat on
Assets, and Zakat on Equity. Third, the characteristics of governance used in this study are only
BOD and SSB. Other characteristics of governance can also be included, such as boards of
commissioners and committees. It is recommended for future research to address the

limitations of this study by involving more samples and measurement items.
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Abstract

The purpose of this study was to analyze the impact of corporate governance on the
distribution of zakat funds by Islamic banks in Indonesia. The study focused on two elements
of governance: the characteristics of the board of directors (BOD) and the sharia supervisory
board (SSB). Data were extracted from the annual reports of Islamic banks in Indonesia from
2011 to 2020 and analyzed using panel data regression in EViews. The results showed that the
size and remuneration of the BOD and the size of the SSB had a significant positive effect on
zakat funds, while the reputation of the SSB had no effect. This study contributes to the
literature on the role of governance in improving the performance of Islamic banks by
providing empirical evidence of the link between governance and increased zakat funds.
While previous research has primarily focused on the role of governance in financial
performance, this study highlights the importance of governance in the context of social
responsibility. The practical implication of this study is that Islamic banks wishing to improve
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social performance, namely zakat funds, should consider designing a large BOD and large SSB
structure, while also considering increasing BOD remuneration.

Keywords: corporate governance, zakat performance



8. Introduction

The presence of Islamic banking in the global era is increasingly widespread. This is because
people have started to realize the existence of Islamic banking (Antonio et al., 2012). Banks,
including Islamic banks, play an important role in developing the economy, but without
efficient and effective corporate governance, banks can turn into institutions that interfere
the development and construction of the global economy (Mohamed, 2016). Islamic banks
must carry out commercial functions as well as social functions. The dual role of Islamic banks
is in accordance with the opinion of experts in the field of Islamic economics who state that
the performance of Islamic banks should be measured more broadly including financial
performance and social performance (Antonio et al., 2012; Asutay & Harningtyas, 2015 ;
Mohammed & Taib, 2015). One of the mechanisms to achieve this performance is to
implement a corporate governance mechanism. Although it is recognized that governance
plays an important role in improving performance, Ulussever (2018) finds that the governance
mechanism provides a weak explanation for changes in shareholder value in Islamic banks,
indicating that conventional banks have a better and more effective governance system than
conventional banks. This finding implies that there is still a need for studies related to the
effectiveness of Islamic bank governance in improving performance.

The concept of corporate governance according to Amine (2018) is how companies are
managed and protect the interests of their stakeholders. Corporate governance is a
framework that protects the rights of stakeholders by establishing an effective board of
directors, adequate internal controls, efficient audits, and reliable financial reporting and
disclosure (Mohamed, 2016).

Several previous studies have examined and found the benefits of corporate
governance in Islamic banking, namely 1) improving financial performance (Mollah & Zaman,
2015; Hakimi et al., 2016; Almutairi & Quttainah, 2017; Amine, 2018 ; Nomran et al., 2018;
Darwanto & Chariri, 2019; Nawaz, 2019; Khan & Zahid, 2020; Abdallah & Bahloul, 2021; Khalil,
2021); 2) reducing opportunistic/earnings management behavior (Rahman & Bukair, 2013;
Elghuweel et al., 2017; Almutairi & Quttainah, 2020; 3) increase disclosure (Elamer, Ntim,
Abdou, et al., 2020; Elamer, Ntim, & Abdou, 2020; Albassam & Ntim, 2017); 4) improve social
performance (Nugraheni, 2018; Iryani & Wahyudiono, 2020). These previous studies imply,

the study of the role of governance in Islamic banking is dominated by the role of governance



in improving financial performance. However, the role of governance in improving the social
performance has not received much attention from researcher, and therefore this study aims
to analyze the role of governance in improving the social performance of Islamic banks as
measured by the amount of distribution of zakat funds. Zakat shows social performance
because by paying zakat, Muslims are able to help the poor. Abdullah et al. (2015) and
Muhammad and Saad (2016) argue that zakat is effective in alleviating poverty. Nomran and
Haron (2022) stated that zakat is one of the performance measurements of Islamic banks.

Previous studies outside Islamic banks that link governance and social
performance/non-financial performance, namely: 1) examining the effect of governance and
non-financial performance of cooperatives in Uganda (Kyazze et al., 2017); 2) examining the
effect of governance and social performance company (Harjoto et al., 2019; Shu & Chiang,
2020); 3) the effect of governance on social performance and environmental performance
(Orazalin, 2019).

Similar to the governance structure of conventional banks, the governance structure
of Islamic banking consists of a board of directors and a board of commissioners. To ensure
that the bank's operating system complies with Islamic law, Islamic banks have a Sharia
Supervisory Board (SSB) where this SSB is not owned by conventional banks (Khalil & Chihi,
2020; Khalil & Taktak, 2020; Grassa & Matoussi, 2014). The governance structure of Islamic
banks pursues sharia compliance which is strictly guided by the SSB (Mollah et al., 2017). Thus
it can be concluded that the main governance structures of Islamic banks are the board of
directors (BOD), board of commissioners and SSB. Two (2) out of three (3) main governance
structures, namely the board of directors (BOD) and SSB, will be the focus of this study.

One of the roles of corporate governance is to improve performance so that many
previous empirical studies examined the effect of size of BOD on bank performance. Some
previous studies found that size of BOD has a significant positive influence on financial
performance (Almutairi & Quttainah, 2017; Hakimi et al., 2016; Nawaz, 2019 ; Sheikh &
Kareem, 2015; Amine, 2018 ; Ulussever 2018; Darwanto & Khariri 2019). Although the
previous research described earlier found that size of BOD had a significant positive effect on
performance, other studies found different results, this implies the need for a study on the
relationship between BOD size and performance. Mollah and Zaman (2015) and Elgadi and
Ghardallou (2021) found that larger BOD will have a negative and significant impact on a

bank's financial performance.



The BOD in carrying out its functions receives supervision, advice and suggestions from
SSB. One dimension of SSB quality is SSB size. Research by Nomran et al., (2018); Almutairi
and Quttainah (2017); Amine (2018) found empirical evidence that SSB has a positive effect
on financial performance. However, Nawaz (2019) found that SSB size has a negative effect on
performance. To expand on previous research, this study analyzes the effect of SSB size on
social performance measured by zakat funds.

Besides SSB size, another characteristic of SSB that has been widely studied is SSB
reputation. Nomran et al. (2018) stated that the reputation of SSB has a positive effect on the
performance.

Besides the governance structure, another mechanism to improve performance is
remuneration. Previous research has found that executive remuneration affects financial
performance (Lee & Isa, 2015; Pangestu et al., 2019; Amine, 2018) . Nevertheles other studies
have shown different results. Research conducted by Kutum (2015); Ogbeide and Akanji
(2006); Sheikh & Kareem (2015), shows that CEO remuneration has no effect on financial
performance.

From the explanation above, it can be concluded that previous research on the
influence of corporate governance (size of BOD, SSB size and SSB reputation) showed
inconsistent results which implied the need for a similar study to be carried out again. Likewise
the results of studies related to the effect of executive remuneration on performance.
Therefore the purpose of this study is to investigate the influence of two governance
mechanisms, namely the BOD (size and remuneration), and the SSB (size and reputation)
towards zakat funds.

This study contributes to previous research in several ways. First, research related to
the influence of governance on the performance of Islamic banks is dominated by the
influence of corporate governance on financial performance (Abdallah & Bahloul, 2021;
Darwanto & Chariri, 2019; Harisa et al., 2019; Khalil, 2021 ; Khalil & Chihi, 2020; Khalil &
Taktak, 2020). This study examines the effect of governance on the social performance of
Islamic banks which in this study is measured by zakat funds. Nomran and Haron (2021) stated
that zakat is a measure of bank performance. Previous studies related to the influence of
governance examined the effect of governance on social performance. Johnson and Greening
(1999) examined the effect of governance on employee relations and product quality; Harjoto

et al. (2019) examines the effect of governance on corporate social performance; Kyazze et al.



(2017) examines the effect of governance on social social performance of cooperative
societies.

Second, previous research related to the effect of executive remuneration on social
performance is associated with carbon performance (Haque & Ntim 2020) and climate
performance (Ritz, 2022). Perhaps it is rare to find works that examine the influence of board
remuneration in improving the social performance of Islamic banks, especially zakat
funds.Thus, this study is expected to expand on previous studies and be able to show that
executive remuneration is not only capable of improving financial performance but also able
to improve social performance.

Third, Iryani and Wahyudiono (2020) have empirically tested the effect of governance
on the social performance of Islamic banks in Indonesia. The social performance of Islamic
banks is measured by gordhul hasan funds, while the current research uses zakat funds. Iryani
and Wahyudiono's study (2020) used the 2012-2016 observation period, the current study
uses a longer observation period, namely 2011-2020. Nugraheni (2018) has also studied the
effect of governance on social performance. The governance studied is only the structure of
the SSB. In addition to examining the role of the SSB structure, this study also examines the
role of the BOD size and BOD remuneration.

The rest of the paper is arranged as follows. First, it will explain the background of the
study related to the management of zakat funds in Islamic banks in Indonesia. Next, a review
of the theoretically and empirically relevant literature will be carried out for hypothesis
development. The research design will be explained in the fifth section. The sixth section will
explain the results of the study and discussion. The paper will end with a summary and

conclusion section.

9. Background

At the beginning of 2020, a global pandemic known as Coronavirus Disease-19 (hereinafter
referred to as Covid-19) was declared a health crisis, which quickly caused an economic crisis.
The economic performance in Indonesia decreased for two consecutive quarters since the
first quarter of 2020 as reflected in the economic growth rate in the first quarter of 2020,
which only reached 2.97 %. Worse, there was a significant decline in the second quarter in

2020 in which the growth rate was minus 5.32 % (BPS /Indonesian Central Bureau of Statistics,



2021). In addition, Covid-19 had an adverse effect, namely an increased poverty rate. The
number of poor people in March 2020 reached 26.42 million people (9.78%), showing an
increase by 0.37% compared to 25.14 million poor people in March 2019 (BPS/ Indonesian
Central Bureau of Statistics, 2021).

The government has established collaborations with private institutions to boost
economic growth. Islamic financial institutions are expected to focus not only on profit but
also on social principles in their daily operational activities, which should prioritize not only
financial gains but also the fulfilment of their social obligations (Antonio et al., 2012; Asutay
& Harningtyas, 2015b ; Mohammed & Taib, 2015). Islamic banks must be socially more
responsible than conventional banks (Asutay & Harningtyas, 2015a), and can contribute to
reducing poverty among society both directly and indirectly (Hamidi & Worthington, 2021).

One of the roles of Islamic banks in fulfilling their social responsibility is the collection
and distribution of the zakat fund. The financial reports of Islamic banks include reports on
the sources and uses of zakat funds within a certain period of time, as well as the zakat funds
that have not been distributed on a certain date. In terms of management, Law No. 23 of 2011
concerning Zakat Fund Management states that each person is prohibited from intentionally
acting as an amil zakat, including collecting, distributing, or using zakat funds without the
permission of an authorized official. Based on the provisions of this law and as an effort to
fulfil their social responsibility, Islamic banks establish Zakat Collecting Units under the
coordination of the National Zakat Amil Agency, usually called Badan Amil Zakat Nasional
(BAZNAS), a foundation that distributes zakat funds to the society. In addition, Zakat Collecting
Units in Islamic banks may collaborate with the National Zakat Amil Institute, usually called
Lembaga Amil Zakat Nasional (LAZNAS). The collaboration with BAZNAS and LAZNAS shall be
regulated through a Memorandum of Understanding (MoU), in which the management of the
social responsibility programs of Islamic bank shall be aligned with the provisions of the
applicable laws concerning zakat funds.

Islamic banking is one of the strategic institutions for collecting zakat because it has
numerous offices spread throughout Indonesia. As of the end of December 2021, there were
a total of 2,643 Islamic banking offices, consisting of 12 Islamic Commercial Banks with 2,035
branch offices, 21 Conventional Banks with Islamic Business Units (UUS) with 444 branch
offices, and 164 Islamic Rural Banks (OJK / Indonesian Financial Services Authority, 2021).

According to Article 4, Paragraph 2 of Law Number 21 of 2018, Islamic banks are mandated to



play social functions as well as commercial functions. These social functions are intended to

improve social performance.

10. Theoretical Literature Review

Governance

Corporate governance is generally defined as a framework that protects the rights of
stakeholders by depicting an effective BOD, internal controls, efficient audits, as well as
accountable financial reporting and disclosure (Mohamed, 2016). In Islamic banking, the main
external stakeholders consist of the Financial Services Authority usually called Otoritas Jasa
Keuangan, Bank Indonesia, Indonesia Deposit Insurance Corporation, tax authorities,
shareholders, bondholders, creditors, suppliers, customers, and community members who
are affected by the company’s activities. Meanwhile, the internal stakeholders consist of the
BOD, and other employees. Regulations related to Good Corporate Governance (GCG) for
banking in Indonesia are regulated in POJK No. 55/P0JK.03/2016 concerning “Implementation
of Governance for Commercial Banks” by implementing bank management procedures that
apply 5 (five) principles, namely: transparency, accountability, responsibility, independence,
and fairness.

The governance of Islamic banks is different from that of conventional banks. The
governance structure of Islamic banks is designed in a way that it is sharia-compliant and it is
monitored directly by SSB (Mollah et al., 2017) as well as compliant with a dual governance
system monitored by SSB and Directors (Khalil, 2021).

BOD of an Islamic Bank is responsible for the continuity of business by maintaining the
bank health by applying the principles of prudence, Islamic principles, and risk management.
BOD of an Islamic bank has the same legal responsibilities as that of a conventional bank. In
fact, the responsibility and expectations to BOD are greater by applying the Islamic finance
principles (Grassa & Matoussi, 2014). BOD consists of the compliance director that seeks to
ensure that Islamic banks are compliant with the applicable laws and regulations, including
fatwas from the Indonesian Ulama Council. Non-compliance with Islamic principles is likely to
reduce the bank health, thus bringing an effect on the performance of Islamic banks.

As mandated by Law Number 21 of 2018, Islamic Banks are obliged to have SSB whose

job is to provide advice and recommendations to BOD and oversee bank activities to ensure



that the bank activities comply with the Islamic principles. This is what distinguishes Islamic
banks from conventional banks, i.e., the governance structure of Islamic banks is oriented to

sharia-compliant characteristics and is strictly guided by SSB (Mollah et al., 2017).

Performance of Islamic banks

The performance of Islamic banks comprises financial performance and social performance.
There have been many studies on the financial performance Islamic banks with commonly
used proxies including ROA, ROE, Z-score, Net Performing Financing (NPF), CAMEL, etc. The
analytical tools or ratios used in conventional banks can be adapted to Islamic banks and the
results are quite successful (Badreldin, 2009).

Nomran and Haron (2022) and Mohammed and Muhammed (2017) in their studies
used zakat as an indicator to measure the performance of Islamic banks because it is quite
dynamic to reflect the profitability of a bank. The more the profits generated by Islamic banks,
the more the zakat paid. Therefore, zakat is a measure of both financial performance and
social performance; it is also a good indicator to reflect the health of Islamic banks.

Zakat plays an important role in the development of society and the nation, as it is an
economic catalyst that promotes justice (Abdullah et al., 2015). Hamidi and Worthington
(2021) state that Islamic banking services, including zakat and qardhul hasan, aim to alleviate
poverty and achieve other social objectives, although Islamic banking is still accused of failing
to fulfil its commitment to social responsibility.

The zakat funds in Islamic banking source from zakat paid by the Islamic bank itself, its
employees, and its customers over the profit-sharing or bonuses they receive from their
deposits. In general, Islamic banks calculate the amount of zakat to be paid using a formula,
i.e., 2.5% of profits before deducting zakat and income tax for one reporting year. The zakat
funds from its employees are generally 2.5% of their gross monthly income. Meanwhile, the
zakat funds from its customers are 2.5% of the profit sharing or bonuses received every month
and or payments at any time.

Islamic banks serve as Zakat Collecting Units under the coordination of the National
Zakat Amil Agency, even though some Islamic commercial banks establish foundations that
manage the distribution of zakat funds. Islamic banks transfer or delegate zakat funds to
particular foundations to help them distribute the zakat funds for social activities. However,

in practice, these foundations may work together with other zakat amil institutions.



Agency Theory

Abdullah and Valentine (2009) argue that Agency Theory underlies other theories that explain
the role and need for corporate governance. Agency theory is a theory that explains that
agency relationships emerge when one or more people employ other people to provide
services, then delegate decision-making authority to agents (Jensen & Meckling, 1976).
Agency theory views the company as the center of the contract between agents and principals
(Jensen & Meckling, 1976). More specifically, this theory posits that agents are opportunistic,
self-interest, risk averse and work averse (Ross, 1973; Jensen & Meckling, 1976; Eisenhardt,
1989). Suppose the agent's behavior, coupled with the information inequality between the
agent and the principal results in the formation of agency problems. The definition of an
agency problem is a problem caused by the behavior of an agent who is self-interest and
causes the agent to act contrary to the interests of the principal. Agency problems emerge
because decision-making and risk functions are separated (Fama & Jensen, 1983).

Agency Theory is a branch of game theory that analyzes the design of contracts to
motivate agents to act on behalf of the principal when the agents have conflicting interests
with the principal (Scott, 2015). The Agency Theory developed by Jensen & Meckling (1976),
shows that principals (shareholders) can convince themselves that agents (management) will
make optimal decisions only if they are given the right incentives and monitored. Incentives
include stock options, bonuses, and particular prerequisites that are directly related to the
extent to which the results of the management decisions can satisfy the interests of the
shareholders. Meanwhile, monitoring includes agent engagement, systematic review of
management prerequisites, financial audits, and implementation of specific limitations on
management decisions. This involves unavoidable agency costs incurred due to separating
ownership and control over the company. However, such costs are not always bad for

shareholders, but they must have efficient monitoring activities.

Stakeholder Theory
Stakeholder Theory mentions that the success of a company is determined not only by
principals (shareholders) and agents (management) but also other relevant parties, namely

suppliers, customers, and even competitors. The involvement of other parties is due to their



ability to influence the company or vice versa, i.e., the fact that they can be influenced by the
activities of the company.

Stakeholder Theory emphasizes the role of the company in always maintaining good
relations with any parties related toit. It is important for the company to identify stakeholders
they have relations with. The stakeholders for Islamic commercial banks include depositors,
shareholders, government, employees, management, suppliers, and the community (Rahman
& Bukair, 2013). Since the Stakeholder Theory was introduced by Edward Freeman in 1984,
the theory has become the theoretical foundation in many studies on Islamic governance
(Mohammed & Muhammed, 2017b).

In addition to improving financial performance, good governance may also increase
social performance. For examples a company will be more motivated to pay zakat
(Muhammad & Saad, 2016); the disclosure of Islamic Social Reporting (ISR) in the financial
statements of Islamic banks is increasingly accountable and transparent (Hussain et al., 2021),
and the disclosure of ISR can bring a significant effect on financial performance, leading to

increased profitability in Islamic banks (Sarea & Salami, 2021).

11. Empirical Literature Review and Hypotheses Development

Effect of the size of BOD on zakat funds

The effect of BOD size on zakat funds can be explained by Agency Theory (Ross, 1973); Jensen
& Meckling, 1976); and Eisenhardt, 1989). Agency Theory views the company as the center of
the contract between agents and principals (Jensen & Meckling, 1976). More specifically, this
theory argues that agents are opportunistic, self-interested, risk averse and work averse (Ross,
1973; Jensen & Meckling, 1976; and Eisenhardt, 1989). Agency Theory views monitoring
systems and contract design to motivate agents to act on behalf of principals. In the
relationship between size of BOD and zakat funds, BOD size is a monitoring system of agent
behavior. Because the goal of Islamic banks is not only to achieve financial performance, but
also social performance, so the BOD size will be able to encourage Islamic banks to achieve
social performance (increasing zakat funds). The larger the size of the BOD, it allows BOD to
have board members with varied educational and experience backgrounds including the

understanding that zakat funds are one of the performance measures that must be achieved.



Almutairi and Quttainah (2017) stated that larger boards are more likely to offer better
recommendations to the chief executive officer (CEQ), and thus are more beneficial to
company performance.

In general, Agency Theory view that principals are shareholders. Unlike conventional
banks which view shareholders as principals, Islamic banks are assumed to be established for
the benefit of a wider stakeholders. Thus, the relationship between BOD size and zakat funds
is not only explained by Agency Theory but also by Stakeholders Theory. In addition,
Stakeholder Theory asserts that boards should serve the needs of a wider group of
stakeholders and ensure that companies do not violate ethical standards or the rights and
interests of stakeholders when making decisions (Almutairi & Quttainah, 2017). Stakeholder
Theory states that the success of a company is determined not only by shareholders but also
by other parties, including potential recipients of zakat funds. Stakeholder theory emphasizes
the company's role in always maintaining good relations with any party, including the recipient
of zakat funds.

Empirically, there have been many studies which showed that the size of BOD has a
positive effect on the financial performance (Almutairi & Quttainah, 2017; Hakimi et al., 2016;
Nawaz, 2019 ; Sheikh & Kareem, 2015; Amine, 2018 ; Ulussever 2018; Darwanto & Khariri
2019). Based on Agency Theory, Stakeholder Theory and empirical studies that BOD size has
a positive effect on financial performance, this study predicts that BOD size also has a positive
effect on improving social performance, zakat funds. Therefore, the first hypothesis was
proposed as follows:

H1: The size of BOD has a positive effect on zakat funds.

Effect of the remuneration of BOD on zakat funds

Agency theory analyses contract designs to motivate agents to act on behalf of the principal,
when the agent has conflicting interests with the principal (Scott, 2015). Agency theory
suggests that the principal can convince himself that the agent will make optimal decisions
only if the agent s given an incentive. Incentives can be in the form of stock options or bonuses
or other forms of financial incentives. Lee and Isa (2015) supported the opinion of Scott
(2015) and state that the Agency Theory encourages executives to be paid based on
performance which is known as the executive remuneration mechanism. This executive

remuneration is an effort to encourage agents to achieve company goals.



Remuneration has been regulated in Regulation of OJK (Indonesian Financial Services
Authority) No. 59 of 2017 concerning Implementation of Governance in Providing
Remuneration for Islamic Commercial Banks and Islamic Business Units. Remuneration is a
reward given to BOD, which can be either fixed or variable. Fixed remuneration is not related
to performance and risks, such as basic salary, health benefits, pensions, etc. On the other
hand, variable remuneration is related to performance and risk, including bonuses or other
equivalent forms, in the form of cash, shares, or share-based instruments issued by the Bank.
Remuneration can motivate executives to achieve good financial performance (Scott, 2015).
Sheikh and Kareem (2015); Lee and Isa (2015); Pangestu et al. (2019) stated that the
remuneration of BOD had a positive effect on company performance. Several empirical
studies have found that executive compensation has an effect on social performance. Haque
and Ntim (2020) found that executive compensation has a positive effect on carbon
performance. Kartadjumena and Rodgers (2019) suggest that higher executive compensation
may motivate management to do more for climate and environmental concerns. Based on
Agency Theory, empirical studies which state that executive remuneration can improve
financial performance and social performance, this study predicts that BOD remuneration will
be able to increase zakat funds. Therefore, the second hypothesis was proposed as follows:

H2: The remuneration of BOD has a positive effect on zakat funds.

Effect of size of SSB on zakat funds

Similar to the effect of BOD on zakat funds, the effect of SSB size on zakat funds is also based
on Agency Theory. Agency theory views that corporate governance mechanisms are a good
tool for minimizing conflict between parties and for preventing managerial opportunism. SSB
is an independent body consisting of selected scholars in Figh Muamalat and is considered
one of the most important elements of Shariah governance (Khalil & Taktak, 2020). Khan and
Zahid (2020) state that SSB is involved in issuing fatwas on financial products that will be
developed, conducting sharia audits, calculating zakat, disbursing and distributing income that
is not in accordance with sharia, guiding banks in their broader social roles, and acting as the
backbone Islamic banking.

Furthermore, agency theory argues that SSB monitors many other aspects of
management behavior (e.g., religion, morals and ethics) (Almutairi & Quttainah, 2020). SSB

also oversees and approves banking products, services and transactions. SSB ensures that all



bank activities comply with sharia principles. SSB also provides advice to managers in
allocating resources. Thus, it can be predicted that a large SSB size can be seen as more
powerful so that it will be able to encourage Islamic banks to achieve social as well as financial
performance and allocate more funds to increase zakat funds.

SSB continuously guides and trains management to apply Islamic rules in daily
transactions to avoid religious conflicts in business transactions with others. SSB also provides
religious guidelines to the BOD to ensure compliance with sharia. Therefore, a large SSB size
will be able to encourage Islamic banks to carry out various programs and services so that the
zakat funds collected are higher. SSB explains to managers how to distribute losses and profits
between shareholders and investment account holders, implement new fatwas and distribute
illegal profits to charities. The SSB is responsible for ensuring that zakat, which is a religious
tax, is calculated and distributed according to Islamic law (Khalil & Taktak, 2020).

Regulation of Bank Indonesia Number 11 of 2009 concerning Islamic Commercial
Banks states that the number of SSB members shall be a minimum of 2 (two) people or a
maximum of 50% (fifty percent) of the total members of BOD. The regulation implies that SSB
size is something that needs to be considered. A larger number of SSB members could more
effectively monitor bank transactions and activities to ensure that they comply with Islamic
principles and achieve the social functions of Islamic banks, thus reducing sharia risks and
improving the performance of Islamic banks. Elamer et al. (2020) found that SSB increased
operational risk disclosure. Elghuweel et al. (2017) argues that companies that are highly
committed to Islamic values tend to be less involved in earnings management. Elamer et al.
(2020) stated that Islamic corporate governance may have positive effect on risk manajemen
disclosure. Based on the argument of empirical findings that Islamic governance is able to
improve financial reporting performance, this study predicts that Islamic governance (SSB
size) is able to increase zakat funds.

Specifically, previous studies found that the size of SSB has a positive effect on the
financial performance of Islamic banks (Darwanto & Chariri, 2019; Nomran et al., 2018; Amine
(2018) . Nugraheni (2018) found that SSB size affect positively social performance. Following
theretical basis and empirical finding of the previous research, therefore, the third hypothesis
was developed as follows:

H3 : The size of SSB has a positive effect on zakat funds.



Effect of reputation of SSB on zakat funds

The effect of SSB's reputation on zakat funds can be explained using the Resource Dependence
Theory. Resource Dependence Theory assumes that company boards provide important
resources for companies and then these resources will improve company performance
(Hillman & Dalziel, 2003). Because human resources are one of the important resources and
play an important role in improving company performance, reputation is technically attached
to human resources that can be brought by board members to the company. Thus, there is a
relationship between SSB members who have a good reputation and the performance of
Islamic banks.

Resource dependency theory concentrates on the role of board directors in providing
access to resources needed by the firm (Abdullah & Valentine, 2009). Resources can be in the
form of expertise and experience. A reputable SSB reflects expertise and experience in Islamic
banking. SSB's reputation causes SSB members to truly understand that Islamic banks are not
only required to achieve financial performance but also social performance.

Based on article 32 of Law Number 21 of 2018, SSB shall be appointed by the General
Meeting of Shareholders based on the recommendation of the Indonesian Ulama Council. A
good reputation of SSB is used as a measure of business knowledge, which helps them have a
better understanding of the modern application of the banking industry (Rahman & Bukair,
2013). Nugraheni (2018) states that selecting the SSB members among prospective candidates
who have a good reputation expectedly improves the performance of Islamic banks, especially
in terms of compliance with Islamic principles, including achieving better social performance.
Nomran et al. (2018) found that the reputation of SSB had a positive effect on the financial
performance of Islamic banks. Nugraheni (2018) found that reputation of SSB affect positively
social performance. Based on the argument of Resource Dependence Theory, an empirical
study of the effect of SSB's reputation on financial performance, this study predicts that SSS's
reputation can improve social performance in the form of zakat funds. Accordingly, the fourth
hypothesis was developed as follows:

H4 : The reputation of SSB has a positive effect on zakat funds.

12. Research Design

The population of this study consisted of 14 Islamic banks in Indonesia. The study used

purposive sampling based on the following criteria: 1) bank must be registered with the



Financial Services Authority (OJK) ; 2) bank must publish annual reports from 2011 to 2020,
including a Good Corporate Governance report; 3) bank must collect zakat funds consecutively
from 2011 to 2020. Finally, a total of 7 banks met the requirements and were selected as the
sample, providing a total of 70 observations. Banks that did not distribute zakat funds
consecutively from 2011 to 2020, including Bank BJB Syariah, Bank Panin Dubai Syariah, Bank
Syariah Bukopin, Bank BTPN Syariah, and Bank Aladin Syariah, were excluded. Bank Aceh
Syariah and Bank NTB Syariah were also excluded because they started conducting Sharia
activities after the study's time frame. The study period is only until 2020, because since 2021
Bank Syariah Mandiri, Bank BNI Syariah and Bank BRI Syariah have been merged to become
Bank Syariah Indonesia.

The data were secondary and were in the form of annual reports for ten consecutive
years (2011 to 2020), which were downloaded from the official website of each bank.

The dependent variable in this study was zakat funds, while the independent variables
were governance, as indicated by the Board of Directors (BOD) and the Sharia Supervisory
Board (SSB). The size and remuneration of BOD and the size and reputation of SSB were the
characteristics considered. Bank profitability and size were the control variables. The

measurement of the variables is described in Table 1.

Table 1. Variable Measurement

Variables Size
Dependent Variable:
Zakat Funds Distribution/Collection of zakat funds

Independent Variables:

Size of BOD Number of BOD members

Remuneration of BOD Amount of remuneration received by BOD

Size of SSB Number of SSB members

Reputation of SSB Proportion of each SSB member as
National Sharia Council - Indonesian Ulema

Control Variables: Council

Profitability

Size of Bank Amount of net profits

Amount of assets

Sources: Size of BOD based on Almutairi & Quttainah (2017); Hakimi et al. (2016); Nawaz
(2019) ; Sheikh & Kareem (2015); Amine (2018) ; Ulussever (2018). Remuneration of BOD
based on Sheikh & Kareem (2015); Lee & Isa (2015); Pangestu et al. (2019). Size of SSB based
on Darwanto & Chariri (2019); Nomran et al., (2018); Amine (2018). Reputation of SSB based
on Nugraheni (2018)



The data were processed using Eviews 9 software. The panel data regression started by
selecting the estimation method, namely the Common Effect Model (CEM), Fixed Effect
Model (FEM), and Random Effect Model (REM). Then, to determine the best method of this
approach, several tests including Chow test, Lagrange Multiplier test, and Hausman test were
performed. After the model had been selected, the Classical Assumption test, model estimation,
and hypothesis testing were performed. The final stage was to draw conclusions and propose

recommendations.



13. Empirical Results and Discussion
Below is the result of the descriptive analysis in this study (as seen in Table 2):

Table 2. Descriptive Analysis

Zakat Size of  |Remuneration [Size of  |Reputation [Bank Bank

Fund BOD of BOD SSB of SSB Profit Size
Mean 9.99E+09 |4.442857 |1.25E+10 2.357143|0.706429 |1.79E+11|2.93E+13
Median 5.09E+09 |4.000000 |7.83E+09 2.000000|0.670000 |7.36E+10|1.68E+13
Maximum 6.61E+10 |7.000000 |4.31E+10 3.000000{1.000000 |1.43E+12|1.27E+14
Std. Dev. 1.28E+10 |1.137448 |9.82E+09 0.482617|0.237975 |2.73E+11|2.98E+13
Observations |70 70 70 70 70 70 70

Source: Processed data

The results of the descriptive statistical analysis are as follows. The average amount of zakat
funds distributed per year by banks is IDR 9,989,699,366 with the largest amount at Bank
Syariah Mandiri (IDR 66,056,000,000) and the smallest is BCA Syariah (IDR 2.000.000). The
average BOD size in Islamic banks is 4 people, the largest were Bank Muamalat Indonesia and
Bank Syariah Mandiri (7 people), and the smallest were Bank Victoria Syariah, BNI Syariah,
Bank Mega Syariah and BCA Syariah (3 people).

The average BOD remuneration per year is IDR 12,494,367,579, - with the largest at Bank
Syariah Mandiri (IDR 43,104,000,000) and the smallest at Bank Victoria Syariah (IDR
1,261,000,000). While the average SSB size is 2 people, with the largest number being at Bank
Muamalat Indonesia, Bank Syariah Mandiri, and Bank Mega Syariah (3 people), and the
smallest are Bank Vistoria Syariah, BRI Syariah, BNI Syariah, and BCA Syariah (2 people) .

The average SSB reputation is 0.71, with the largest number being Bank Muamalat
Indonesia, Victoria Syariah and BNI Syariah (average score is 1), and the smallest is BSM
(average score is 0.33). In addition, the average value of net profit is IDR 178,997,004,183 with
the largest at Bank Syariah Mandiri (IDR 1,434,488,000,000) and the smallest is Victoria
Syariah. Finally, the average value of bank assets is IDR 29,300,291,900,466 with the largest
amount at Bank Syariah Mandiri (IDR 126,907,940,000,000) and the smallest at Victoria
Syariah (IDR 642,026,000,000)

Based on the data above, the largest zakat funds distributed by banks namely Bank
Syariah Mandiri which has the highest BOD size and remuneration, also has the largest SSB
size, although the SSB reputation value is the smallest. The value of net profit and assets of
Bank Syariah Mandiri is also the largest. Meanwhile, the smallest zakat funds distributed by

banks are BCA Syariah, which has the smallest BOD and SSB sizes.



Other data found is the increase in the amount of zakat funds distributed by Islamic banks
in Indonesia in the 2 years during the pandemic compared to the 2 years before the Covid-19
pandemic. At the end of 2018, the amount of Islamic bank zakat funds in Indonesia is IDR
78,231,000,000, -, at the end of 2019 was IDR 82,857,000,000. The World Health Organization
(WHO) declared Covid-19 a pandemic on March 11 2020. During the pandemic, at the end of
2021 zakat funds increased to IDR 118,707,000,000, while at the end of 2021 it became IDR
142,481,000,000. From the end of 2019 to the end of 2021, there was an increase in zakat funds
by 72%. This data shows that banks in Indonesia had relatively high social performance during
the Covid pandemic.

The results of the Chow test showed Cross-section Chi-square of 70.840512 with a
probability of 0.0000 (<0.05). All the test models had an F-statistic probability smaller than
alpha 0.05, so the right model was the Fixed Effect model. Then, whether to use the FE or RE
model was determined by calculating the RE model to be compared with the FE model using
the Hausman test. The Chi-squared distribution was 99.813717 with a Chi-squared probability
of 0.0000 which was smaller than alpha 0.05 (0.0000 <0.05), so the right model was the Fixed
Effect model. Based on the results of the Chow Test and Hausman Test, the right model was
the Fixed Effect model, so the Langrange Multiplier Test was no longer needed. Therefore, the
panel data regression model to be analysed further was the Fixed Effect model.

Jarque Bera is 3.518727 with p = 0.172154 (> 0.05), thus it can be stated that the
assumption of normality is fulfilled. Because the Centralized VIF of all variables is less than
10, indicating that there are no symptoms of Multicollinearity. The Glejser test is used to
determine heteroscedasticity. In this test there is no heteroscedasticity problem if the
significance is > 0.05, and there is a heteroscedasticity problem if the significance is <0.05.
The results of the heteroscedasticity test show that the probability for all independent variables
is greater than 0.05. Therefore, it can be concluded that there is no heteroscedasticity problem
in the regression model.

Based on the results of Chow and Hausman tests, the Fixed Effect model was selected
as the best model.

Table 3. Results of the Fixed Effect Testing

Variable Coefficient Std. Error t-Statistic Prob.

C -5.90E+10 1.41E+10 -4,178051 0.0001
Size BOD 8.18E+09 1.67E+09 4.904639 0.0000
Remuneration BOD 0.544483 0.261664 2.080850 0.0420
Size of SSB 8.88E+09 2.83E+09 3.135999 0.0027

Reputation of SSB -7.42E+08 9.40E+09 -0.078962 0.9373



Profits of Bank -0.004298 0.004394 -0.978186 0.3321

Size of Bank 0.000210 0.000108 1.940963 0.0572
Adjusted R-squared 0.843246
F-statistic 31.93168
Prob(F-statistic) 0.000000

Source: Processed data

Based on Table 3, the adjusted R-square or coefficient of determination was 0.843246,
meaning that the independent variables, namely BOD Size, BOD Remuneration, SSB Size, and
SSB Reputation, as well as the control variable were able to explain the dependent variable,
namely Y by 84.32%. The remaining 15.68% was explained by other variables outside the
model.

The F-statistic is used to test the Goodness of Fit model. Based on the above results,
the F-statistic is 31.93168 with an F-statistic probability of 0.000000 <a 5%, meaning that the
model is fit and the results of the regression analysis can be used as the right basis for testing

the hypothesis.

Results of testing hypothesis 1 (H1)
The results of the t-test (Table 3) for the variable of the size of BOD showed a coefficient of
4.904639 and a probability of 0.0000 (<0.05). This means that the size of BOD had a significant
positive effect on zakat funds. Therefore, H1 was supported. To the best of the author's
knowledge, no previous studies have found empirical evidence of the effect of Size BOD in
increasing zakat funds. Thus, this study enriches the findings of previous studies regarding the
effectiveness of Size BOD in increasing performance. These results are in line with the research
by Almutairi and. Quttainah, (2017); Hakimi et al. (2016); Nawaz (2019) ; Sheikh and Kareem
(2015); Amine (2018) ; Ulussever (2018); and Darwanto and Khariri (2019) which found that
the size of BOD had a significant positive effect on the financial performance. Another
previous study found that Size of BOD affect positively voluntary corporate governance
disclosure (Albassam & Ntim, 2017).

In Agency Theory, a larger size of BOD could provide better protection for the interests
of shareholders and help managers achieve the financial and social performance. Zakat funds
do not cause the financial performance of a company to decline, but they will mutually

support other financial performance.



A large number of BOD allows for various collaborations with the National Zakat Amil
Institution. They has social programs, and banks could select programs to distribute zakat
funds among these social programs. The greater the number of National Zakat Amil Institution
that have collaboration, the greater the amount of Third-Party Funds and the better the
financial performance of a bank.

In Stakeholder Theory, the greater the involvement of BOD, the greater the potential
for zakat funds to be managed, leading to better social and financial performance. BOD has
the authority to conduct social responsibility programs, including managing the amount of
zakat funds and allocating them.

Zakat institutions that collaborate with Islamic banks can become strategic partners in
achieving the mission of the social programs of Islamic banks. Banks, represented by BOD, can
synergize with zakat institutions in building community empowerment, especially for
disadvantaged groups, in the fields of economy, health, environment, education, da'wah, as
well as disaster and humanity programs. For example, zakat funds can be distributed to
educational institutions, especially for outstanding/smart students from poor families. Such
synergy can be established to strengthen customer relationships with the bank, to achieve
social and financial performance.

Even though this study was able to prove the effectiveness of the BOD Size on social
performance (zakat funds), in fact there are still findings from previous studies which show
different findings on the effectiveness of a large BOD Size. Mollah and Zaman (2015) and Elgadi
and Ghardallou (2021) found that larger BOD will have a negative and significant impact on a
bank's financial performance. Elghuweel et al. (2017) found no evidence that Size BOD is able
to reduce negative management behavior as measured by earnings management. Therefore,
studies are still needed regarding the effectiveness of the large SSB size against various types

of Islamic bank performance measures.

Results of testing hypothesis 2 (H2)

The results of the t-test (Table 3) for the variable of the remuneration for BOD showed a
coefficient of 2.080850 and a probability of 0.0420 (<0.05). This means that the remuneration
of BOD had a significant positive effect on zakat funds, and H2 was supported. Similar to the
findings of the study of the effect of SSB Size on zakat funds, to the author's knowledge, there
has been no previous research that has found empirical evidence of the effect of BOD



Remuneration on increasing zakat funds. Thus, this study enriches the findings of previous
studies regarding the effectiveness of BOD Remuneration in improving performance. This
result is consistent with the findings of Sheikh & Kareem (2015); Lee & Isa (2015); Pangestu
et al. (2019); Amine (2018) who found that the remuneration of BOD had a significant positive
effect on the financial performance of a company. BOD Remuneration is much less studied
when compared to Size BOD. If previous studies have examined the effect of Size BOD on
various performance measures, the findings of previous studies on the effect of Remuneration
BOD mostly focus on improving the company's financial performance.

According to Agency Theory, remuneration motivates BOD to apply the prudence
principle and effective risk management. In addition to arranging the financial budget, BOD
also manages the zakat budget that comes from companies, employees, and customers, along
with the costs needed for the implementation of social programs. BOD will strive to achieve
the specified targets while considering potential risks to ensure that it does not harm the
business continuity of bank.

In Stakeholder Theory, by transparently disclosing information on remuneration, BOD
can fulfil their social responsibility by realizing optimal distribution of zakat funds to meet the
expectations of stakeholders, particularly those directly related to zakat funds. With the
presence of zakat institution whose focus is on zakat management, the social programs of bank
will be more effective. In bank annual reports, it is possible to report on social activities held
in collaboration with zakat institution. The higher the number of social activities reported in
the annual report, the greater the level of trust that stakeholders will have in Islamic bank.

As explained above, previous studies regarding the effectiveness of BOD Remuneration
are related to the company's financial performance. This shows that empirical studies are still
needed regarding the effectiveness of BOD Remuneration in increasing other performance
measures such as disclosure, decreasing earnings management or social performance. Studies
are still needed regarding the effect of BOD Remuneration on performance because there are
still several empirical studies which show that BOD Remuneration has no effect on

performance (Kutum, 2015 ; Ogbeide & Akaniji, 2006; Sheikh & Kareem, 2015),

Results of testing hypothesis 3 (H3)

The results of the t-test (Table 3) for the variable of the size of Sharia Supervisory Board (SSB)
showed a coefficient of 3.135999 and a probability of 0.0027 (<0.05). This means that the size
of the SSB had a significant positive effect on zakat funds. Thus, H3 was supported. The



results of this study support previous studies which found evidence of the positive effect of
SSB Size on financial performance (Almutairi & Quttainah, 2017; Amine, 2018; Nomran et
al., 2018), and sosial performance Nugraheni (2018). Larger SSBs are more efficient in dealing
with monitoring and advisory roles than smaller SSBs. Consequently, this shows that an
increase in SSB size must improve the monitoring function as well as the advisory function of
the SSB.

The results of this study contradict with the findings of the study conducted by Nawaz
(2019) which states that SSB size has a negative effect on performance. The findings of Nawaz
(2019) study may caused by the SSB only plays an advisory role, not a supervisory role.
Because according to Mollah and Zaman (2015), SSB can have a positive effect on
performance when they perform supervisory roles as well as advisors. Accordingly, the finding
of this study support bigger size of SSB because zakat fund may increase.

In Agency Theory, a larger size of SSB can minimize the transactions and activities that
potentially violate Islamic principles, thereby properly maintaining the health of the bank.
Meanwhile, in stakeholder theory, bank still pays attention to its sharia compliance in the
collection and distribution of zakat funds. This is manifested in the form of asking for the
opinion of SSB members who have a deep understanding of zakat figh, particularly on any
topics of which Islamic laws are still considered unclear, to help bank fully implement sharia
compliance. By complying with Islamic principles, the credibility and trustworthiness of bank
among stakeholders will increase, thus lowering sharia risks and improving the performance

of Islamic banks, as shown in the research findings of Almutairi & Quttainah (2020).

Results of testing hypothesis 4 (H4)

The results of the t-test (Table 3) for the variable of the reputation of SSB showed a coefficient
of -0.078962 and a probability of 0.9373 (>0.05). This means that the reputation of SSB did
not have any significant effect on zakat funds, and thus, H4 was not supported. SSB members
who had a reputation as a member of the National Sharia Council - Indonesian Ulema Council
did not have any effect on zakat funds. This finding does not support the research findings of
Nugraheni (2018) and Nomran et al. (2018). Nomran et al. (2018) found that the reputation
of SSB had a positive effect on the financial performance of Islamic banks. Nugraheni (2018)

found that reputation of SSB affect positively social performance.



In Agency Theory, SSB members with a good reputation have the ability to improve
the financial performance of bank but not the social performance. The selection and
formation of SSB members are expected to support the Board of Directors (BOD) in meeting
the interests of shareholders to achieve financial performance. Therefore, SSB members may
not have independence in giving recommendations to comply with Islamic principles,
particularly in terms of zakat management.

According to the Stakeholder Theory, SSB members who have a good reputation still
do not have the authority in the fulfilment of Islamic principles; their authority is still limited
to providing recommendations to the BOD that bank should manage zakat funds. For example,
Bank Syariah Bukopin and Bank Aladin Syariah have SSB members who were also member of
the National Sharia Council - Indonesian Ulema Council but these bank had not had zakat
management activities since they were established. It is important for SSB members to
improve their relations with stakeholders, including BOD, employees, and the public in
general. SSB can make an effort to increase the awareness of the BOD that paying zakat is one
of the mandatory Islamic principles and a way to fulfil the social responsibility of Islamic banks,
thereby maintaining and increasing trust and good relations with employees and the publicin

general.

14. Summary and Conclusion.
The corporate governance of Islamic banking differs from that of conventional banking, as
Islamic banking has a Sharia Supervisory Board (SSB) responsible for ensuring Sharia
compliance. Meanwhile, the Board of Directors (BOD) is responsible for overall corporate
governance. Within an Islamic bank, governance should be used to achieve broader goals
including economic (financial) as well as social goals. Studies conducted by academics focus
more on the role of governance in improving financial performance. This gap implies the need
for a paradigm shift in assessing governance in Islamic banks to focus more on social
performance. It is hoped that the paradigm shift carried out by these academics will change
the behavior of Islamic bank practitioners to focus more on improving social performance.
One measure of social performance in Islamic banks that has been studied by previous
research is the availability of zakat funds.

The objective of this study is to investigated the impact of the characteristics of BOD

and SSB on zakat funds in Islamic bank in Indonesia from 2011 to 2020. Based on the results



of panel data regression, the size of BOD, the remuneration of BOD, and the size of SSB had a
significant positive effect on zakat funds, while the reputation of SSB did not have any
significant effect on zakat funds. Previous studies related to the role of governance found
empirical evidence of the role of governance in various aspects, namely: 1) improving financial
performance; 2) reducing the opportunistic behavior of managers (reducing earnings
management); 3) increase disclosure 4) improve social performance. This study provides
additional empirical support for the role of governance, especially the size of BOD, BOD
remuneration and SSB size in improving social performance.

The findings of this study which show that BOD and SSB sizes are able to increase zakat
funds practically imply that larger BOD and SSB sizes encourage social performance
improvements, therefore BOD and SSB sizes in the governance structure are things that need
to be considered. Likewise the study findings that BOD remuneration has proven to have a
positive effect on zakat funds indicating the effectiveness of remuneration. Even though
remuneration causes additional costs for the bank, the increase in costs is not in vain because
it can improve social performance.

Nonetheless, this study did not find evidence of the effectiveness of SSB's reputation
in increasing zakat funds. In this study, SSB's reputation was measured based on the
proportion of SSB members who were also members of the National Sharia Council -
Indonesian Ulema Council, which had no significant effect on zakat funds. This finding should
be of concern to all parties, particularly bank management teams and regulators. The
management team can empower SSB to carry out its social functions, such as calculating
zakat, collecting zakat funds from customers, and distributing zakat funds. Meanwhile,
regulators can encourage Islamic banks to fulfil their social responsibilities as mandated by
Law of Islamic Banking No. 21 of 2008. In the absence of regulation that obliges Islamic banks
to distribute zakat, the public in general expects Islamic banks to have different functions from
conventional banks.

The findings of this study which show that BOD and SSB sizes are able to increase zakat
funds practically imply that larger BOD and SSB sizes encourage social performance
improvements, therefore BOD and SSB sizes in the governance structure are things that need
to be considered. Likewise the study findings that BOD remuneration has proven to have a

positive effect on zakat funds indicating the effectiveness of remuneration. Even though



remuneration causes additional costs for the bank, the increase in costs is not in vain because
it can improve social performance.

This research has limitations. First, the Islamic banks under study are only Islamic
Commercial Banks excluding Islamic Business Units and Islamic Rural Banks (BPRS). Second,
the measurement of social performance is limited to distributed zakat funds. In fact, the
measurements can also involve other elements, including Qardhul Hasan funds, Zakat on
Assets, and Zakat on Equity. Third, the characteristics of governance used in this study are only
BOD and SSB. Other characteristics of governance can also be included, such as boards of
commissioners and committees. It is recommended for future research to address the

limitations of this study by involving more samples and measurement items.



REFERENCES

Abdallah, M. Ben, & Bahloul, S. (2021). Disclosure, shariah governance and financial
performance in Islamic banks. Asian Journal of Economics and Banking, 5(3), 234-254.
https://doi.org/10.1108/AJEB-03-2021-0038

Abdullah, H., & Valentine, B. (2009). Fundamental and ethics theories of corporate
governance. Middle Eastern Finance and Economics, 4, 88—96.

Abdullah, N., Derus, A. M., & Al-Malkawi, H. A. N. (2015). The effectiveness of zakat in
alleviating poverty and inequalities a measurement using a newly developed technique.
Humanomics, 31(3), 314-329. https://doi.org/10.1108/H-02-2014-0016

Albassam, W. M., & Ntim, C. G. (2017). The effect of Islamic values on voluntary corporate
governance disclosure The case of Saudi-listed firms. Journal of Islamic Accounting and
Business Research, 8(2), 182—202. https://doi.org/10.1108/JIABR-09-2015-0046

Almutairi, A. R., & Quttainah, M. A. (2017). Corporate governance: Evidence from Islamic
banks. Social Responsibility Journal, 13(3), 601-624. https://doi.org/10.1108/SRJ-05-
2016-0061

Almutairi, A. R., & Quttainah, M. A. (2020). Foreign directors and corporate governance in
Islamic banks. Journal of Islamic Accounting and Business Research, 11(3), 765-791.
https://doi.org/10.1108/JIABR-07-2017-0104

Amine, B. (2018). Contribution of governance to ensure the stability of Islamic banks: A
panel data analysis. International Journal of Accounting and Financial Reporting, 8(3),
140-155. https://doi.org/10.5296/ijafr.v8i3.13333

Antonio, M. S., Sanrego, Y. D., & Taufigq, M. (2012). An analysis of Islamic banking
performance : Maqashid index implementation in Indonesia and Jordania. Journal of
Islamic Finance, 1(1), 12-29. https://journals.iium.edu.my/iiibf-
journal/index.php/jif/article/view/2/2

Asutay, M., & Harningtyas, A. F. (2015). Developing maqashid al-shari’ah index to evaluate
social performance of Islamic Bank: a conceptual and empirical attempt. International
Journal of Islamic Economics and Finance Studies, 1(1), 210-222.
https://dergipark.org.tr/tr/download/article-file/303975

Badreldin, A. M. (2009). Measuring the performance of Islamic banks by adapting
conventional ratios. German University in Cairo Working Paper, 16.
https://doi.org/10.2139/ssrn.1492192

BPS (Indonesian Central Bureau of Statistics). (2021). Produk Domestik Bruto Indonesia
Triwulanan 2017-2021. https://www.bps.go.id

Darwanto, & Chariri, A. (2019). Corporate governance and financial performance in Islamic
banks: The role of the sharia supervisory board in multiple-layer management. Banks
and Bank Systems, 14(4), 183-191. https://doi.org/10.21511/bbs.14(4).2019.17

Eisenhardt, K. M. (1989). Agency theory: An assessment and review. Academy of
Management Review, 14(1), 57-74. https://doi.org/10.5465/amr.1989.4279003

Elamer, A. A., Ntim, C. G., & Abdou, H. A. (2020). Islamic governance, national governance,
and bank risk management and disclosure in MENA countries. Business & Society,
59(5), 1-42. https://doi.org/10.1177/0007650317746108

Elamer, A. A., Ntim, C. G., Abdou, H. A., & Pyke, C. (2020). Sharia supervisory boards,
governance structures and operational risk disclosures : Evidence from Islamic banks in
MENA countries. Global Finance Journal, 46, 1-17.
https://doi.org/10.1016/j.gfj.2019.100488



Elgadi, E., & Ghardallou, W. (2021). Gender diversity, board of director’s size and Islamic
banks performance. International Journal of Islamic and Middle Eastern Finance and
Management, 15(3), 664—680. https://doi.org/10.1108/IMEFM-09-2019-0397

Elghuweel, M. I, Ntim, C. G., Opong, K. K., & Avison, L. (2017). Corporate governance,
Islamic governance and earnings management in Oman. Journal of Accounting in
Emerging Economies Limited, 7(2), 190-224. https://doi.org/10.1108/JAEE-09-2015-
0064

Fama, E. F., & Jensen, M. C. (1983). Separation of Ownership and Control. The Journal of Law
& Economics, 26(2), 301-325. https://doi.org/10.1086/467037

Grassa, R., & Matoussi, H. (2014). Corporate governance of Islamic banks A comparative
study between GCC and Southeast Asia countries. International Journal of Islamic and
Middle Eastern Finance and Management, 7(3), 346—362.
https://doi.org/10.1108/IMEFM-01-2013-0001

Hakimi, A., Rachdi, H., Mokni, R. B. S., & Hssini, H. (2016). Do board characteristics affect
bank performance? Evidence from the Bahrain Islamic banks. Journal of Islamic
Accounting and Business Research, 9(2), 251-272. https://doi.org/10.1108/JIABR-06-
2015-0029

Hamidi, L., & Worthington, A. C. (2021). How social is Islamic banking? Society and Business
Review, 16(1), 51-70. https://doi.org/10.1108/SBR-03-2020-0036

Haque, F., & Ntim, C. G. (2020). Executive compensation, sustainable compensation policy,
carbon performance and market value. British Journal of Management, 31(3), 525-546.
https://doi.org/10.1111/1467-8551.12395

Harisa, E., Adam, M., & Meutia, |. (2019). Effect of quality of good corporate governance
disclosure, leverage and firm size on profitability of Islamic commercial banks.
International Journal of Economics and Financial, 9(4), 189-196.
https://doi.org/10.32479/ijefi.8157

Harjoto, M. A., Laksmana, |., & Yang, Y. W. (2019). Board nationality and educational
background diversity and corporate social performance. Corporate Governance, 19(2),
217-239. https://doi.org/10.1108/CG-04-2018-0138

Hillman, A. J., & Dalziel, T. (2003). Boards of directors and firm performance: Integrating
agency and resource dependence perspectives. Academy of Management Review,
28(3), 383-296 https://doi.org/10.2307/30040728

Hussain, A., Khan, M., Rehman, A., Zada, S. S., Khattak, S. M. and A., & Khan, H. (2021).
Determinants of Islamic social reporting in Islamic banks of Pakistan. International
Journal of Law and Management, 63(1), 1-15. https://doi.org/10.1108/1JLMA-02-2020-
0060

Iryani, L. D., & Wahyudiono, B. (2020). Quality of sharia governance structure on social
performance in Indonesian Islamic banking. JHSS (Journal of Humanities and Social
Studies), 04(01), 57—-6. https://doi.org/10.33751/jhss.v4il

Jensen, M. C., & Meckling, W. H. (1976). Theory of the firm: Managerial behavior, agency
costs and ownership structure. Journal of Financial Economics, 3(4), 305—-360.
https://doi.org/10.1016/0304-405X(76)90026-X

Johnson, R. A., & Greening, D. W. (1999). The effects of corporate governance and
institutional ownership types on corporate social performance. Academy of
Management Journal, 42(5), 564-576. https://doi.org/10.5465/256977

Kartadjumena, E., & Rodgers, W. (2019). Executive compensation, sustainability,climate,
environmental concerns, and company financial performance: Evidence from



Indonesian commercial banks. Sustainability, 1(6), 1-21.
https://doi.org/10.3390/su11061673

Khalil, A. (2021). The impact of the board of directors and the Shariah board on the financial
soundness of Islamic banks. Journal of Islamic Accounting and Business Research, 12(5),
646—660. https://doi.org/10.1108/JIABR-01-2019-0011

Khalil, A., & Chihi, S. (2020). Would meetings between the board of directors and the shariah
supervisory board affect the financial performance of islamic banks? Journal of the
International Academy for Case Studies, 26(1), 1-7.
https://www.abacademies.org/articles/would-meetings-between-the-board-of-
directors-and-the-shariah-supervisory-board-affect-the-financial-performance-of-
islamic-banks-9825.html

Khalil, A., & Taktak, N. B. (2020). The impact of the shariah board’s characteristics on the
financial soundness of Islamic banks. Journal of Islamic Accounting and Business
Research, 11(10), 1807-1825. https://doi.org/10.1108/JIABR-08-2018-0127

Khan, ., & Zahid, S. N. (2020). The impact of shari’ah and corporate governance on Islamic
banks performance: evidence from Asia. International Journal of Islamic and Middle
Eastern Finance and Management, 13(3), 483-501. https://doi.org/10.1108/IMEFM-01-
2019-0003

Kutum, I. (2015). Is there a relation between CEO remuneration and banks’ size and
performance ? International Journal of Accounting and Financial Reporting, 5(1), 272—
285. https://doi.org/10.5296/ijafr.v5i1.7653

Kyazze, L. M., Nkote, I. N., & Wakaisuka-Isingoma, J. (2017). Cooperative governance and
social performance of cooperative societies. Cogent Business & Management, 4(1), 1-
14. https://doi.org/10.1080/23311975.2017.1284391

Lee, S. P, & Isa, M. (2015). Directors’ remuneration, governance and performance: the case
of Malaysian banks. Managerial Finance, 41(1), 26—44. https://doi.org/10.1108/MF-08-
2013-0222

Mohamed, W. M. H. (2016). Corporate governance practices of the Middle East banking
sector: A comparative analysis between Islamic and conventional banks. Journal of
Finance and Bank Management, 4(1), 99—111. https://doi.org/10.15640/jfom.v4nla7

Mohammed, M. O., & Taib, F. M. (2015). Developing Islamic banking performance measures
based on Magasid al-Shari’ah framework: Cases of 24 selected banks’. Journal of Islamic
Monetary Economics and Finance, 1(1), 55—77. https://doi.org/10.21098/jimf.v1i1.483

Mohammed, S. A. S. ., & Muhammed, D. J. (2017). Financial crisis, legal origin, economic
status and multi-bank performance indicators Evidence from Islamic banks in
developing countries. Journal of Applied Accounting Research, 18(2), 208-222.
https://doi.org/10.1108/JAAR-07-2014-0065

Mohammed, S. A. S. A-N., & Muhammed, J. (2017). The relationship between agency
theory, stakeholder theory and Shariah supervisory board in Islamic banking An
attempt towards discussion. Humanomics, 33(1), 75-83. https://doi.org/10.1108/H-08-
2016-0062

Mollah, S., Hassan, M. K., Farooque, O. Al, & Mobarek, A. (2017). The governance, risk-
taking, and performance of Islamic banks. Journal of Financial Services Research, 51,
195-219. https://doi.org/10.1007/s10693-016-0245-2

Mollah, S., & Zaman, M. (2015). Shari’ah supervision, corporate governance and
performance : Conventional vs . Islamic banks. Journal of Banking & Finance, 58, 418—
435. https://doi.org/10.1016/j.jbankfin.2015.04.030



Muhammad, S. A., & Saad, R. A. J. (2016). The impact of public governance quality,
accountability and effectiveness on intention to paya zakat: Moderating effect of trust
on zakat institution. International Journal of Management Research & Review, 6(1), 1—
8.

Nawaz, T. (2019). Exploring the Nexus Between Human Capital, Corporate Governance and
Performance: Evidence from Islamic Banks. Journal of Business Ethics, 157(2), 567-587.
https://doi.org/10.1007/s10551-017-3694-0

Nomran, N. M., & Haron, R. (2022). Validity of zakat ratios as Islamic performance indicators
in Islamic banking: A congeneric model and confirmatory factor analysis. ISRA
International Journal of Islamic Finance, 14(1), 1-22. https://doi.org/10.1108/1JIF-08-
2018-0088

Nomran, N. M., Haron, R., & Hassan, R. (2018). Shari’ah supervisory board characteristics
effects on Islamic banks’ performance: Evidence from Malaysia. International Journal of
Bank Marketing, 36(2), 290-304. https://doi.org/10.1108/1)BM-12-2016-0197

Nugraheni, P. (2018). Sharia supervisory board and social performance of Indonesian Islamic
banks. Jurnal Akuntansi Dan Auditing Indonesia, 22(2), 137-147.
https://doi.org/https://10.20885/jaai.vol22. iss2.art6

Ogbeide, S., & Akaniji, B. (2006). Executive remuneration and the financial performance of
quoted firms: The Nigerian xperience. Management and Economics Review, 1(2), 229—
242.
https://www.academia.edu/71452116/Executive_Remuneration_and_the_Financial_Pe
rformance_of Quoted_Firms_The_Nigerian_Experience

OJK (Indonesian Financial Services Authority). (2021). Statistik Perbankan Syariah -
Desember 2021. https://www.ojk.go.id

Orazalin, N. (2019). Do board sustainability committees contribute to corporate
environmental and social performance ? The mediating role of corporate social
responsibility strategy. Business Strategy and the Environment, 29(1), 1-14.
https://doi.org/10.1002/bse.2354

Pangestu, A. P., Agustia, S., & Rachman, R. A. (2019). Pengaruh pemberian remunerasi
direksi terhadap kinerja keuangan perusahaan publik di Indonesia. Studi Akuntansi Dan
Keuangan Indonesia, 2(1), 49-77. https://doi.org/10.21632/saki.2.1.49-77

Quttainah, M. A., Song, L., & Wu, Q. (2013). Do Islamic banks employ less earnings
management? Journal of International Financial Management & Accounting, 24(3),
202-233. https://doi.org/10.1111/jifm.12011

Rahman, A. A., & Bukair, A. A. (2013). The influence of the shariah supervision board on
corporate social responsibility disclosure by Islamic banks of Gulf Co-Operation Council
countries. Asian Journal of Business and Accounting, 6(2), 65—104.
https://ajba.um.edu.my/index.php/AJBA/article/view/2678/877

Ritz, R. A. (2022). Linking executive compensation to climate performance. California
Management Review, 64(3), 124—140. https://doi.org/10.1177/00081256221077470

Ross, S. A. (1973). The economic theory of agency: The principal’s problem. The American
Economic Review, 63(2), 134-139. https://www.jstor.org/stable/1817064

Sarea, A., & Salami, M. A. (2021). Does social reporting matter? Empirical evidence. Journal
of Financial Regulation and Compliance, 29(4), 353-370. https://doi.org/10.1108/JFRC-
09-2020-0088

Scott, W. R. (2015). Financial Accounting Theory.Toronto: Pearson.

Sheikh, N. A., & Kareem, S. (2015). The impact of board structure, ownership concentration,



and CEO remuneration on performance of Islamic commercial banks in Pakistan.
Pakistan Journal of Islamic Research, 15(1), 49-59. file:// PJIRVOL15.pdf

Shu, P., & Chiang, S. (2020). The impact of corporate governance on corporate social
performance: Cases from listed firms in Taiwan. Pacific-Basin Finance Journal, 61, 1-20.
https://doi.org/10.1016/j.pacfin.2020.101332

Ulussever, T. (2018). A comparative analysis of corporate governance and bank performance:
Islamic banks versus conventional banks. Pressacademia, 5(1), 34-50.
https://doi.org/10.17261/pressacademia.2018.815

6. Bukti Penerimaan paper dari penerbit

Your article has been accepted for publication

OABM-production@journals.tandf.co.uk Sel, 18 Jul
2023,01.22

kepada ataina.hudayati

Terjemahkan ke Indonesia

Taylor & Francis Group
an informa business

Dear Ataina Hudayati,
Congratulations! We are pleased to share that your article "THE EFFECT OF BOARD OF DIRECTORS AND SHARIA
SUPERVISORY BOARD ON ZAKAT FUNDS AT ISLAMIC BANKS IN INDONESIA" has been accepted for publication in

Cogent Business & Management.

To move forward with publication, we need you to review and accept the terms and conditions of an author
publishing agreement.

We'll start with some questions that will inform the details we include in your agreement.

START AGREEMENT PROCESS



mailto:OABM-production@journals.tandf.co.uk
https://authoragreement.taylorandfrancisgroup.com/agreementprocess/0b40d6ef-5bce-4d36-bd35-e5248362c771

If you have questions about publishing your article, don't hesitate to contact us directly at OABM-
production@journals.tandf.co.uk

We look forward to seeing your article published, and we are pleased to have you in our authorship community.
Kind regards,

Cogent Business & Management Production Team
Taylor & Francis Group

© 2023 Taylor & Francis Group, a business owned by Informa PLC

5 Howick Place, London SW1P 1WG.
Registered in England and Wales.
Number 3099067.

Production Editor

Cogent Business and Management

Your article proofs for review (Manuscript ID: OABM A
2231206)

iauthorsupport@integra.co.in Kam, 20 Jul
2023,15.42

kepada ataina.hudayati, OABM-production
Terjemahkan ke Indonesia

Manuscript Title: OABM - (THE EFFECT OF BOARD OF DIRECTORS AND SHARIA SUPERVISORY BOARD
ON ZAKAT FUNDS AT ISLAMIC BANKS IN INDONESIA)

Manuscript DOI: 10.1080/23311975.2023.2231206

Journal: OABM-Cogent Business & Management

Dear Ataina Hudayati,

| am pleased to inform you that your proofs are now available for review using the Taylor &
Francis online proofing system: Click here


mailto:OABM-production@journals.tandf.co.uk
mailto:OABM-production@journals.tandf.co.uk
mailto:iauthorsupport@integra.co.in
https://iauthor.integra.co.in/editor?docid=C9952515

Please submit your corrections by 24 July 2023, to avoid delay to publication.

Corrections must be limited to answers to the Author Queries, typographical and essential
corrections only.

After we have received your corrections and Author Publishing Agreement, your article will
be corrected and published online following a thorough quality check.

The DOI of your paper is 10.1080/23311975.2023.2231206. Once your article has published
online, it will be available at the following permanent
link: http://dx.doi.org/10.1080/23311975.2023.2231206.

If you have any questions, please contact me using the details below and I will be pleased to
assist.

Thank you,
Annie Sophia
On behalf of the OABM production team

Taylor and Francis
4 Park Square, Milton Park, Abingdon, Oxfordshire, 0X14 4RN, United Kingdom

7. Bukti Paper Published Online 24 Juli 2023

https://www.tandfonline.com/doi/full/10.1080/23311975.2023.2231206



http://dx.doi.org/10.1080/23311975.2023.2231206
https://www.tandfonline.com/doi/full/10.1080/23311975.2023.2231206

	1. Bukti konfirmasi submit artikel dan artikel yang disubmit
	Submission received for Cogent Business & Management (Submission ID: 238092159)
	PAPER SAAT DI SUBMIT PERTAMA KALI
	2. Bukti Konfirmasi Review dan hasil Review Pertama
	PENERIMAAN HASIL REVIEW 16 APRIL
	238092159 (Cogent Business & Management) A revise decision has been made on your submission
	Re: Re: 238092159 (Cogent Business & Management) A revise decision has been made on your submission #TrackingId:15174298
	Revised submission received for Cogent Business & Management (Submission ID: 238092159.R1)
	238092159 (Cogent Business & Management) Your submission has been accepted
	QUERY: Need Revised Manuscript - OABM_A_2231206 #TrackingId:15673205
	6. Bukti Penerimaan paper dari penerbit
	Your article has been accepted for publication
	Review/Cek Referensi melalui proofing system penerbit
	Your article proofs for review (Manuscript ID: OABM A 2231206)

