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SHARIA FINANCING ANALYSIS ON THE FINANCIAL PERFORMANCE SHARIA
BANKING IN THE MODERATION OF THE SYARIAH SUPERVISORY BOARD (DPS)

Osmad Muthaher
Edy Suprianto
Dept. of Accounting, Faculty of Economics, UNISSULA, Semarang, Indonesia
Email: osmad@unissula.ac.id

ABSTRACT

The aim of this study is to research and examine the effect of Mudharaba, Musyaraka, Murabaha
financing on sharia financial performance moderated by sharia supervisory board on sharia
bankings in Indonesia during 2013-2016. This study employed descriptive quantitative method by
using secondary data i.e. data of Financing, and Return on Asset of sharia banking companies in
the period of 2013-2016. The samples were reports published continuously from 2013 to 2016 and
financial statements which have complete data based on researched variables derived through
purposive sampling. To analyze the data, this study used some tests of multiple linear regression,
classical assumption, and hypotheses test which included coefficient determination test of R2, F
test, and t test. Based on the data analysis, it can be concluded that the factors that affect sharia
financial performance (ROA) included Mudharaba, Musharaka and Murabaha financing, where
all independent variables have significant effect on ROA. While DPS has been successful in
moderating the correlation of mudharaba and Musyarakah variable and ROA but DPS has not been
successful in moderating the correlation of Murabah and ROA

Keywords: Mudharaba, Musyarakah, Murabaha Financing, Financial Performance of Sharia
Banks, Sharia Supervisory Board
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INTRODUCTION

Banking in Indonesia is experiencing growth along with the development of public thinking about
the system of sharia without interest (usury). Banks are divided into two, namely sharia banks and
conventional banks. Both types of banks have almost the same bank products, just different in the
operating system. Conventional banks use interest systems, whereas sharia banks implement profit
sharing systems. The products of banks applying the profit-sharing system are on working capital
and investment financing in the form of mudharaba and musyarakah financing. Financing is the
provision of money or invoices based on an agreement between the bank and other parties that are
required to return the money or invoice after a certain period of time in rewards or profit sharing.

The financing products researched are mudharaba, musyarakah and murabaha, since they
are the three financing distributed by sharia banks, so that large amounts of mudharaba,
musyarakah and murabaha financing can be profitable for the banks, if the return on financing by
their customers runs smoothly. The amount of profit is associated with the amount of financing
disbursed and shows the success rate of sharia banks in conducting their business activities. The
research by Khan and Ahmed (2001) placed murabaha schemes as financing with the lowest risk
rating, while the sharing scheme financing tends to have high risk ratings. According to Kinasih
(2013) sharia bank financing exposure is currently focused on productive sectors, especially SMEs
and consumption sector, mudharaba and musyarakah financing are more relevant to represent
financing in the SMEs sector, while murabaha schemes are more relevant to represent financing
in consumptive sector.

Each bank product provides benefits to themselves, as well as the three investment
financing. The profit can be seen from the level of profitability measured using financial ratio. The
financial ratio used is the ratio of Return on Assets (ROA) i.e. the return rate of the bank’s capital.
The reason for using the ratio is to know the ability in managing the assets they have for
mudharaba, musharaka and murabaha financing.

This study employed annual financial statements of Sharia Banks in Indonesia during
2013-2016 to examine the efficiency of capital management in each bank. The opinion of Aisyah
et al. (2016), about the effect of mudharaba and musyarakah financing on the level of ROE causes
phenomenon and encourages this study. The purpose of this study is to analyze the effect of DPS
in moderating the correlation of mudharaba, musyarakah and murabaha financing and financial
performance of sharia banks.

LITERATURE REVIEW

1. Profitability of Sharia Banks

Profitability (profitability) is a group of ratios that show a combined effect of liquidity, asset
management, and debt to operating results (Brigham and Houston, 2001). Profitability analysis is
very essential to assess the ability of management in generating profit. Based on Bank Indonesia
regulation no. 13/1 / PBI / 2011 that one of the indicators to assess the health of the bank is
earnings. Earning is one of bank evaluations in terms of profitability or also called rentability.
These indicators include Return on Assets (ROA) and Net Interest Margin (NIM). ROA is one of
the most common indicators used in assessing bank profitability. ROA as a ratio that describes the

295



ability of banks in managing the funds invested in their overall assets that generate profits.
According to Joel (2001), ROA is calculated by comparing the entire profit before tax with total
assets.

2. Mudharaba Financing

Mudharaba Financing is a partnership of a partner who gives money to another partner to invest
in a commercial company. The bank (shahibul maal) is obliged to provide 100% funds to the
customer (mudharib) and mudharib only manages the business that has been determined by the
shahibul maal. Profit sharing will be divided according to agreement at the beginning of the
contract, whereas in case of loss, it will be borne by the owner of capital. Manager is also
responsible if the loss is caused by the manager. (Rivai, 2012) The requirements of this mudharaba
financing contract are (1) the capital must be in money or valued goods, must be known its amount,
must be in cash not credit (2) profit must be shared by both parties, the amount of profit should be
agreed upon at the beginning of the contract, the provider of funds is responsible for a loss. The
principles of this financing contract are (1) the contractor (2) the object of the contract (3) the ijab
and gabul. (Jayadi, 2011) The types of mudharaba financing are (1) Mudharaba mugayyadah, the
type of business will be determined by the bank (shahibul maal) and the customer only manages
it, (2) mudharaba mutlagah, where the type of business may be determined by the customer
(mudharib), although the capital is still borne by shahibul maal. (Sulhan dan siswanto, 2008)
Technical mudharaba financing in Indonesian banks is financing aimed to finance investment,
working capital and facility provision. The profit sharing calculation is done through revenue
sharing method, because the loss risk is less. The income of the owner of the capital depends on
the business uncertainty and the costs incurred in the process. (Ascarya, 2011)

3. Musharaka Financing

Musharaka financing is a partnership where two or more entrepreneurs work together as business
partners in business. Each party includes its capital and participates in managing the business.
Profits and losses will be divided on the percentage of capital participation (Ascarya, 2011) the
requirements of the contract are (1) the validity of the contract (2) the legality of the contract (3)
the realization of the contract (4) syarat lazim (common requirements). The pillars of the contract
are (1) the actors of the contract (2) object of the contract (3) ljab and gabul. (Ascarya, 2011) The
types of musharaka financing are (1) shirkah al-milk, the ownership of two or more parties for a
property (2) shirkah al-'aqd, the partnership occurs because of joint contract. This Shirkah al-aqd
'is divided into four, namely: (1) shirkah al-amwal, cooperation between business partners where
the participation rate of capital and work is not the same, (2) syirkah al-mufawadhah, cooperation
between business partners with equal portion of equity, profit sharing and work management, (3)
shirkah al-a'mal, cooperation where all business partners participate.

4. Murabaha Financing

Murabaha is a sale and purchase transaction of an item at the cost of the item plus a margin agreed
by the parties, in which the seller informs the purchase price in advance to the buyers. According
to Pramuka, et al (2014) murabaha is a financing contract of an item by establishing and affirming
the purchase price to the buyer, then the buyer buys it at a price more, in accordance with the
benefits agreed at the beginning.
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5. The Definition of DPS

DPS is an existing agency of Islamic financial institution and is tasked with overseeing the
implementation of DSN decisions in those syariah financial institutions. Sharia Supervisory Board
is appointed and dismissed in Sharia Financial Institution through GMS after receiving
recommendation from DSN. The main role of ulama in the Sharia Supervisory Board is to oversee
the daily course of Sharia Financial Institutions in order to always comply with the provisions of
sharia. In addition, Sharia Supervisory Board should make a statement periodically (usually every
year) that the Sharia Finance Institution under his supervision has been running in accordance with
the provisions of sharia.

6. The Correlation of Murabaha, Mudharaba and Musharaka Financing toward Sharia
Banks’ Performance with DPS Moderation

Each bank must raise funds and allocate funds for other profitable activities. One of the fund
allocations is financing of murabaha, mudharaba and musyarakah. These three financing will
generate profit from the calculation of the profit sharing. These profits will be shared between the
bank and the customer. The profit will be used to return the capital allocated for financing. The
rate of capital return can measure the level of financial performance of a bank by comparing the
profit / earnings and capital it has.

Some findings from previous studies on Islamic banks illustrate the gap in theoretical concepts
with the practice of sharia banks, and one of them is the lack of supervisory control and lack of
strong stakeholder committees. Therefore, the task of sharia banking today is to eliminate people's
doubts and ensure that the implemantation of products is in accordance with the syara ' (sharia
guidelines). The effectiveness role of Sharia Supervisory Board within sharia financial institutions
should continue. This is because the essential difference between sharia financial institutions and
conventional financial institutions is on the implementation of Sharia principles in both
mechanisms and products. The existence of DPS in sharia financial institutions (including sharia
bank) is very important for the supervision of the implementation of sharia principles in its
transactions.

7. Hypotheses Formulation

H1: There is a significant effect of murabaha financing on the financial performance of sharia
banks

H2: There is a significant effect of mudharaba financing on the financial performance of sharia
banks

H3: There is a significant effect of musharaka financing on the financial performance of sharia
banks

H4: The role of DPS is able to moderate the correlation between the structures of financing and

the financial performance of Sharia Banks
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8. Research Framework

Financial
Performance
of Sharia

Sharia
Supervisory

RESEARCH METHOD

This study aims to analyze the correlation between two or more variables, consisting of
Mudharaba, Musharaka and Murabaha financing, and profitability with moderate variables of DPS
(Sharia Supervisory Board) that have been formulated into several hypotheses which are ready to
be tested. Based on the background of the problems and the formulations of existing problems, the
characteristics of the problems studied in this study are classified as an explanatory research i.e.
the research that explains the correlation of a variable with other variables and tests the correlation
between several variables through hypothesis testing or what-so-called explanatory research.

1. Population and Sampling Technique

The population of this study were Sharia Banks (BUS), namely Bank Syariah Muamalat Indonesia
Ltd., Bank Syariah Mandiri Ltd., Bank Syariah Mega Indonesia Ltd., Bank Syariah BRI Ltd., Bank
Syariah Bukopin Ltd., Bank Panin Syariah Ltd., Bank Victoria Syariah Ltd., BCA Syariah Ltd.,
Bank Syariah BNI Ltd. and Bank Jabar and Banten Ltd. (Source: Bl, Sharia Banking Statistics
November 2016) obtained through the official website www.bi.go.id with observation methods
from 2013 to 2016.

The sampling technique was conudcted by using Purposive Sampling method. The
selection of samples was based on predetermined criteria i.e. Sharia Banks (BUS) which stand and
issue their financial statement during 2013 — 2016.

2. Operational Devinition of Variables and Measurement

In this study, there are two variables namely exogenous latent variable and endogenous latent
variable. The first variable consists of Mudharaba, Musharaka, Murabaha financing and
Moderation Function i.e. DPS, while the latter is Sharia Bank Financial Performance (ROA).
Operational definitions and measurements for each research variable are as follows:
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a. Mudharaba Financing
Mudharaba financing can be calculated based on the ratio of mudharaba financing to total
financing. Systematically, the risk level of the financing is formulated as follow:
Mudharaba Financing = Mudharaba Financing x 100%
Total Financing

b. Musharaka Financing
Musharaka financing can be calculated based on the ratio between total musharaka financing with
total financing. Systematically, the risk level of the financing is formulated as follows:
Musharaka Financing = Musharaka Financing x 100%
Total Financing

c. Murabaha Financing
Murabaha financing can be calculated on the basis of the ratio of murabaha financing to total
financing. Systematically, the risk level of the financing is formulated as follows:
Financing Murabaha =  Financing Murabaha x 100%
Total Financing

d. Sharia Supervisory Board (DPS)

Sharia Supervisory Board which was measured from the total of DPS, Cross membership,

educational background, experience/reputation.

1. Total DPS = if it equals to or above 3, so it should be given score of 1,
If not, the score =0

2. Cross membership = If yes, so the score is 1. If not, the score is 0,

3. Educational background = If DPS has educational background of S2, S3 and others, the score is
1, if not, the score = 0

4. Experience/reputation= if DPS has experience in an institution, the score is 1, if not, the score
=0.

e. Sharia Financial Performance
The dependent variable in this study is the financial performance of sharia commercial banks
proxied with Return on Assets (ROA). ROA is chosen because it is one of the financial
performance ratios used to measure the effectiveness of a company in producing the best
performance.

Kinerja
Keangan

Dewan
Penagawas
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ANALYSIS RESULT AND DISCUSSION

1. The Description of Sample

This study aims to determine the effect of financing on the financial performance of sharia banking
in 2013-2016 which is moderated by Sharia Supervisory Board. The sampling technique used
purposive sampling technique with the following criteria: (1) annual report of Sharia Commercial
Bank in 2013-2016, (2) murabaha, mudharaba and musharaka financing in 2013-2016, (3) ROE
data in 2013- 2016. The sample used was 40 data covering 10 Sharia Commercial Banks in 4-year
period.

2. Data Analysis

Based on Table 1 of the descriptive analysis, the mudharaba variable has a minimum value of
22.67 and a maximum value of 24.75 with an average value of 23.5435. While the standard
deviation value is 0.52871, therefore the size of mudharaba variable distribution is 52.8% from the
data studied. The result of descriptive analysis of the musharaka variable has a minimum value of
23.30 and a maximum value of 25.70 with an average value of 24.3931. While the standard
deviation value is 0.57740, therefore the size of musharaka variable distribution is 57.7% from the
data studied. The result of descriptive analysis of the murabaha variable has a minimum value of
24.29 and a maximum value of 27.11 with an average value of 25.8571, while the standard
deviation value is 0.69361, therefore the size of musharaka variable distribution is 69.3% from the
data studied. The results of descriptive analysis of the Return On Assets (ROA) variable has a
minimum value of -9.07 and the maximum value of - 4.41 with an average value of -6.1167, while
the standard deviation value is 1.25222, therefore the size of variable Return On Assets (ROA)
distribution is 125.2% from the data studied.

3. Multiple Linear Regression Analysis

This model is intended to analyze the effect of mudharaba, musharaka, and murabaha financing
on Sharia Bank’s Financial Performance (ROA) and financing effect with Sharia Supervisory
Board variable as a moderating variable. Based on the calculation, regression result was obtained
as follows:
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Table |
The Result of Multiple Linear Regression
Coefficients?

Unstandardized Standardized
Coefficients Coefficients

Model B Std. Error Beta t Sig.

1 (Constant) 747 .349 2.139 .040
Mudharaba 7.129 1.777 1.702 4.012 .000
Musharaka 2.114 754 1.485 2.804 .008
Murabaha .730 .267 .589 2.735 .010|
DPS 075 .097 112 176 443
modeatl 2.123 466 1.947 4.558 .000}|
modeat?2 .639 .255 1.407 2.510 .017
modeat3 152 071 421 2.134 .061

a. Dependent Variable: ROA
Source: Processed Secondary Data, 2017

Based on the result of regression presented in table 1 above, multiple linear regression
equation was then obtained as follows:
ROA = 0.747 + 7,129 Mdh +2,114 Msy +0,730 Mrb + 0.075 DPS+ 2,123 Mod1+ 0.639
Mod2+ 0.152 Mod3+ el

By using the result of the equation, the regression result can be interpreted as follows: The
value of the constant for the regression equation was 0.747. This shows that if mudharaba,
musharaka, and murabaha are considered constant, they will increase the ROA by 7.47%. The
regression coefficient value of mudharaba was 7,1294. This can be interpreted any increase of
mudharaba by 1% wiould have an effect on the increase of ROA by 7,129. Regression coefficient
value of Musharaka was 2.114. This can be interpreted any increase in musharaka by 1% would
have an impact on the decrease in ROA by 2.114. The regression coefficient value of murabaha
was 0.730. This can be interpreted any increase of murabaha by 1% would have an effect on ROA
increase by 0.730.
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Simultaneous Test (F Test)

Table 2
ANOVAP
Sum of
Model Squares Df |Mean Square F Sig.
1 Regression 2.002 7 .286 5.133 .00143
Residual 1.783 32 .056
Total 3.786 39

a. Predictors: (Constant), modeat3, DPS, Mudharaba, Musharaka, Murabaha,
modeatl, modeat2

b. Dependent Variable: ROA

Based on Table 2, the result of the statistical test F used to test the level of effect of
independent variable on dependent variable can be said that the probability value of the regression
model used in the study is smaller than the significance level of research 5% (a.= 0, 05) of 0.001.
When compared to F count with F tabel value can be seen that the statistical test result and the
distribution of F count> F table i.e. 5.133> 2.82. This result indicates that the regression model
used in this study is feasible to be used as a regression model for hypothesis testing. So, the
variables of mudharaba, musharaka, and murabaha simultaneously have an effect on profitability
(ROA).

Partial T Test (T Test).

Based on Table 1, the result of t test for mudharaba variable obtained t-count 4.012> t-table as
much as 2.015 with significance level of 0.000 < p value of 0.05, therefore the hypothesis was
accepted. This means that mudharaba affects financial performance (ROA). Thus, the first
hypothesis that states mudharaba has an effect on financial performance (ROA) is proven.

From the result of t test test for musharaka variable, it obtained t-count of 2.804> t-table of
2.015 with a significance level of 0.008 < p value of 0.05, therefore the hypothesis was accepted.
This means that musharaka has an effect on financial performance (ROA). Thus, the second
hypothesis that states musharaka has an effect on financial performance (ROA) is proven.

From the result of t test for the murabaha variable, it obtained t-count 2,735 <t-table (2,015)
with significance level of 0,010> p-value of 0.05 hence the hypothesis was rejected. It means that
murabaha has no effect on profitability (ROA). Thus, the third hypothesis that states murabaha
has an effect on financial performance (ROA) is proven.
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Tabel 3
Model Summary

Adjusted R | Std. Error of
Model R R Square Square the Estimate

1 7277 529 426] 2360769

a. Predictors: (Constant), modeat3, DPS, Mudharaba,
Musharaka, Murabaha, modeat1, modeat2

Based on Table 3, the Determination Coefficient Test (R2) result indicated that the value
of Adjusted R? was 0.426 indicating 42.6%. This finding indicates that the independent variables
in this study consisting of mudaraba, musharaka, and murabaha were able to explain the dependent
variable of financial performance (ROA) as much as 42.6%. Meanwhile, the remaining 57.4% was
explained by other variables outside of this research model.

5. DISCUSSION

The partial testings of all variables i.e. mudharaba, musharaka, and murabaha were found an effect
on the disclosure of profitability (ROA). The discussion of each variable in the test partially is as
follows:

a. The Effect of Mudharaba on Financial Performance (ROA)

Mudharaba in this study has an effect on the financial performance of Islamic banks (ROA) with
significance value of mudharaba variable was 0.000 <0,05. This shows that the higher mudharaba
financing which is one type of profit sharing, the higher the bank's financial performance proxied
with (ROA).

With the principle of revenue sharing in accordance with the management of financing
management, it would provide income that affects the expected profit (earnings) which would
affect financial performance.

Profit sharing financing is one component of asset compositions in Islamic banking. Profit
sharing financing in sharia banking is done through mudharaba contract. Mudharaba is a
partnership contract which is based on the principle of revenue sharing by giving one's capital to
another to do business and both parties share the profit or loss under a collective agreement.

Empirically, the finding of this study is relevant to the study which was conducted by
Aisyah et al (2016), who stated that mudharaba has a significant positive effect on profitability.

b. The Effect of Musharaka on Profitablity (ROA)

Musharaka in this research has an effect on profitability (ROA) with significance value of
musharaka 0,008 <0,05. This shows that the higher financing musharaka which is one type of joint-
venture business form, the higher the performance of Islamic banks proxied with (ROA).
Musharaka is all forms of business involving two or more parties in which they jointly integrate
all forms of tangible and intangible resources. Profits and losses are borne together in proportion
to the pre-determined. Through the distributed profit sharing financing, the sharia bank will earn
revenue in the form of profit sharing which becomes part of the bank.
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Empirically, the finding of this study is relevant to the study which was conducted by
Permata et al. (2014) who stated that musharaka has a significant positive effect on profitability.

c. The Effect of Murabaha on Profitablity (ROA)

Murabaha in this study has an effect on profitability (ROA) with the significance value of
murabaha variable of 0,010 <0,05. This shows that the higher murabaha financing which is one
type of financing sale, the higher the performance of Islamic banks proxied with (ROA). Murabaha
is a financing that uses the principle of buying and selling goods where the bank purchases goods
from the supplier and then sells it back to the customer. The selling price of the items is the
acquisition price plus the mark up or the agreed profit between the bank and the customer who is
the buyer. From the management of murabaha financing, Islamic banks earn revenue in accordance
with the ratio agreed with the customer.

Empirically, this finding is in line to the study which was conducted by Fahrul et al (2012),
who stated that murabaha has an effect on financial performance of sharia banks.

d. The Effect of DPS on the Correlation of Mudharaba, Musharaka and Murabaha towards
Financial Performance of Sharia Banks

The effect of Sharia Supervisory Board successfully moderated the correlation of mudaraba and
musharaka towards financial performance of sharia banks (ROA). This is proven from the
significance value of both below 0.05 seen in table 1. However, DPS does not moderate the
correlation between Murabaha and financial performance of sharia banks. It can be seen from table
1 which shows the significance value of 0.060 or> 0.05.

DPS is an independent agency placed in a sharia bank that plays a role in overseeing the
implementation of sharia principles in the bank business. Its members consist of experts in figh
muamalah who know the general knowledge in banking and other capabilities relevant to their
daily tasks. Sharia Supervisory Board (DPS) in supervising the operations of sharia banks shall
refer to the National Sharia Board's fatwa (DSN) to ensure the conformity of bank products and
services with the provisions in the fatwa.

The role of DPS as a control in sharia financial institutions becomes very important to
reduce the process of making false decisions on the financing contracts made.

6. Conclusion

Based on the results of data analysis, it can be concluded that the factors that affect profitability
include Mudharaba, Musharaka and Murabaha financing where all those independent variables
have a significant effect on profitability. This is indicated by the value of p value of each variable
<0.05. Hence, the hypotheses H1, H2 and H3 are acceptable. In moderating terms, DPS moderates
the correlation between mudharaba and musharaka with shariah bank's Financial Performance
(ROA) but DPS does not moderate the correlation between Murabaha and Sharia bank’s financial
performance (ROA). This is indicated by Sig> 0.05 or 0.060.
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7. Suggestions

a. Sharia banking should continue to improve the quality of its management considering the three
types of financing products are a financing product that occupies a large portion and is expected
to increase in number in the future.

b. Improving the quality of financing management can be done by sharia banking through
arranging more integrated financing disbursement policy by taking into account various factors
and criteria that determine the quality of the policy.

c. Sharia banking party should be able to perform a stronger monitoring of financing given /
distributed.

d. Sharia banking party should further improve the prudential principle so as to minimize non
performed financing, which among them is to be more innovative in developing products that exist
and still pay attention to the principles of sharia.

e. The role and function of DPS in moderating the correlation between financing and financial
performance, need to be re-examined. This is in consideration that there is a finding of distortions
on financing especially murabaha as well as the existence of low scheme financing profit sharing
compared to profit margin. Future studies should be done using primary data sources by
conducting data excavation in interviews to produce findings that support this study or vice versa
to further enrich the sciences and research in the area of Islamic financial institutions.
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