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THE EFFECT OF PROFITABILITY,
SIZE AND SHARIAH
SUPERVISORY BOARD

OF AN INDONESIAN ISLAMIC
BANK ON THE ISLAMIC SOCIAL
REPORTING DISCLOSURE

Abstract

This paper analyzes the effect of profitability and size of Indonesian Islamic banks on
the level of Islamic Social Reporting (ISR) disclosure. This study also investigates the
role played by the Sharia Supervisory Board (SSB) in the effect of profitability and size
of an Islamic bank on ISR disclosure. The presence of SSB is very important in the
operations of Islamic banks. SSB should be involved in important company decisions,
including the ISR disclosure. The study covers all 14 Indonesian Islamic commercial
banks as a population; the analysis will be conducted based on annual reports of the
banks’ divisions for the period 2014-2018. A documentation technique was used to
collect the data. Moderated Regression Analysis (MRA) was used for data analysis. The
results show that the adjusted R-squared coefficient of the equation is 0.341. R-squared
contributions of ROA, ROE, size, and SSB are -0.093, 0.010, 0.983, and -0.081. Other
results show that profitability (ROA) and size (total assets) significantly affect the level
of ISR disclosure among Indonesian Islamic banks. However, the results were indif-
ferent regarding the role of SSB. There is no significant effect of SSB on ISR disclosure.
SSB was important for moderating the relationship between profitability (ROA and
ROE) and bank size and ISR disclosure level. SSB’s involvement in the decision making
of Islamic banks will have a positive effect on the activities of Islamic banks. Islamic
banks will tend to have a high level of ISR. Further researchers can develop SSB mea-
surements for more accurate results.

Keywords return on assets, return on equity, assets, ISR disclosure,
SSB members
JEL Classification M41, G20, G30

INTRODUCTION

Islamic social reporting (ISR) is a concept that arose out of corporate
social responsibility (CSR) and is based on the Islamic sharia prin-
ciples. According to Astuti and Nurkhin (2019), CSR is born when a
profit-oriented firm starts focusing on the 3Ps or triple bottom line,
which includes Profit, Planet and People. ISR is based on the teachings
of Quran, which mandates human beings to be caliphs on earth - it is
their responsibility to take care of Allah’s entire creation. This can be
referenced back to the Qur’an surah Al-A’rafverse 71, whereby humans
are commanded as caliphs to help preserve Allah’s creation. Under the
theoretical terms, ISR is viewed as being in accordance with the Sharia
Enterprise Theory (SET), whereby humans’ beings as Khalifa fil ardhi
are mandated to be obedient to all the provisions of Allah, as He is
the center of everything. According to Khoirudin (2013), the concepts
of ISR can also be drawn from the legitimacy and stakeholder theory.

http://dx.doi.org/10.21511/bbs.16(3).2021.08
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Islamic banking in Indonesia provides the best theater required to study ISR practices even though
previous studies have reported low incidences of ISR practices. For example, a study by Santoso and
Dhiyaul-haq (2017) shows that the rate of ISR disclosure in Indonesian Islamic banks remains low at
46.39%, while Wahyuni (2018) argues that this rate was much higher at 56.94%, with Pratama et al.
(2018) pointing towards a much higher average rate of 60.44% (Pratama et al., 2018).

There are several factors behind low ISR disclosure among Indonesian banks such as the presence of
Sharia supervisory board (SSB), firm size and profitability, among others. According to Santoso and
Dhiyaul-haq (2017), companies that report higher profits often change the policies to their benefit in
areas such as social responsibility disclosures. This is because, according to Othman et al. (2009), a
large-sized firm will often have at its disposal an increased level of resources ranging from the human,
facility, and financial resources.

However, the results of previous studies show that the effect of profitability and firm size is still not con-
sistent. The study tries to present the role of SSB to strengthen the influence of profitability and firm size
on ISR disclosure. SSB will be tested as a moderating variable of the relationship between profitability
and size of Islamic banks and the level of ISR disclosure. The existence of SSB is still believed to be able
to play an important role in the activities of Islamic banks, including social activities and reporting. SSB
is an organ that really distinguishes Islamic banks from banks in general. The tasks to be solved in this

study are as follows:

1) analyze the effect of profitability on ISR disclosure of Indonesian Islamic banks;

2) analyze the effect of Indonesian Islamic bank size on ISR Disclosure;

3) analyze the effect of SSB of Indonesian Islamic banks on ISR disclosure; and

4) investigate the role of SSB as a moderator variable in the relationship between profitability and size

of an Islamic bank and ISR disclosure.

1. LITERATURE REVIEW

AND HYPOTHESIS
DEVELOPMENT

The concept of Islamic Social Reporting is based
on the principles of the Sharia Enterprise Theory,
which is combined with a variety of Islamic values
to help create both humanist and transcendental
theories. A huge presumption required in devel-
oping the comprehension of the Sharia Enterprise
Theory is that all the resources and trust owned
by stakeholders are from Allah (Kalbarini, 2018).
The stakeholder theory also plays a significant role
in the ISR practice. According to Freeman and
Vea (2001), all companies within the framework
of stakeholder theory are responsible and loyal to
parties that have both internal and external influ-
ence on them.

ISR can also be referred to as a concept that seeks

not only to show the role of companies in devel-
oping the economic aspects of communities, but

http://dx.doi.org/10.21511/bbs.16(3).2021.08

also the spiritual aspect. According to Haniffa
(2002), the framework of Islamic Social Reporting
is based on three key dimensions, such as seeking
wealth to fulfill needs, benefiting the communi-
ty, and seeking the pleasure of Allah. Under the
Islamic view, the purpose of Social Reporting is
to increase a firm’s level of transparency and ac-
countability to the community and to Allah SWT
(Mais & Lufian, 2018). This can be done through
the provision of information, remaining Sharia-
compliant in decision making and meeting the
spiritual needs of all the Muslim investors.

There are several factors that influence the Islamic
banks’ disclosure of ISR. This study tries to exam-
ine the effect of profitability and size of Islamic
banks on the level of ISR disclosure. The role of
SSB also will be tested. The SSB will be a moder-
ating variable that strengthens the impact of prof-
itability and size of a firm in relation to its level of
ISR disclosure. The problem under study revolves
around the role that a Sharia supervisory board
plays in the relationship between profitability and
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size of Indonesian Islamic banks to their level of
ISR disclosure. Siddi et al. (2019) argued that prof-
itability is one of the factors that allows compa-
nies to be flexible and free to participate in social
responsibility. That is, the higher level of profita-
bility of Islamic banks will lead to an increase in
ISR disclosure.

Previous research shows that there are differenc-
es in the effect of profitability on the level of ISR
disclosure. Previous studies found a positive im-
pact of the profitability of a firm on the level of ISR
disclosure (Widayuni & Harto, 2014; Anggraini
& Wulan, 2017; Rostiani & Sukanta, 2018), while
others pointed that there was no effect of profit-
ability on the level of disclosure (Khotijah et al,,
2019; Purwani et al, 2018; Umiyati & Baiquni,
2018; Sunarsih & Ferdiyansyah, 2017).

Adnan et al. (2016) explained that firm size is a
key factor that helps assess the size of an organi-
zation. Therefore, there greater the Islamic bank is,
the greater is the expectation that it will increase
its level of ISR disclosure. The size of a firm helps
identify the level of complexity of a bank or firm.
For example, large firms will often involve a varie-
ty of activities and thereby need more supervision
compared to small companies. Previous studies
indicate various findings. Some studies show that
there is a positive relationship between the firm
size and the level of ISR disclosure, while others
show that there is no correlation between the two
(Pratama et al., 2018; Rama & Meliawati, 2014;
Mukhibad, 2018; Mukhibad & Fitri, 2020; Putra et
al., 2020; Khotijah et al., 2019).

One of the major differences between Islamic
banks and conventional banks is that Islamic fi-
nancial institutions have an SSB, whose duty as
stated under the Article PBI (Peraturan Bank
Indonesia) No. 11/3/PBI/2009 of the Islamic
Commercial Banks is to offer advisory services
and ensure that all the banking activities are car-
ried out in accordance with all the Sharia prin-
ciples. Key studies report that the presence of
SSB is critical to the engagement in ISR disclo-
sure activities. Rustam (2013) shows that SSB are
Sharia experts that are appointed at the Sharia
General Meeting of Shareholders having been
recommended by the Indonesian Ulema Council
(MUI) to help ensure that banks uphold Sharia
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principles and help oversee a firm’s activities.
Farook et al. (2011) reveal that SSB does play a
role in increasing the level of ISR disclosure as
they ensure the firm follows any Sharia princi-
ples. Mukhibad (2018) postulates a positive rela-
tionship between SSB and ISR disclosure. These
results resonate with similar results obtained by
Ningrum et al. (2013) and Eksandy and Hakim
(2018). Using SSB to measure corporate govern-
ance, Mubarok (2019) has shown that SSB has a
significant effect on ISR disclosure.

The purposes of this study are:

1) to analyze the effect of profitability of
Indonesian Islamic banks on the level of ISR
disclosure;

2) to analyze the effect of size of Indonesian
Islamic banks on the level of ISR disclosure;

3) to analyze the effect of SSB of Indonesian
Islamic banks on the level of ISR disclosure;

4) to investigate the role of SSB as a moderating
variable in the relationship between profita-
bility, size, and the level of ISR disclosure of
Indonesian Islamic banks.

Based on the literature review, the following hy-
potheses are formulated:

Hla: ROA has a positive and significant effect on
ISR disclosure.

HIb: ROE has a positive and significant effect on
ISR disclosure.

H2:  Firm size has a positive and significant effect
on ISR disclosure.

H3a: SSB has a positive and significant effect on
ISR disclosure.

H3b: SSB significantly moderates the relationship
between profitability and ISR disclosure.

H3c: SSB significantly moderates the relationship

between firm size and ISR disclosure.

The framework of this study is shown in Figure 1.

http://dx.doi.org/10.21511/bbs.16(3).2021.08
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ISR disclosure

supervisory board
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Figure 1. Conceptual framework

Profitability
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Firm size /
2. METHODS

All Indonesian Islamic commercial banks are in-
volved in the study. All the banks included in the
study have an annual report analysis unit. By the end
of September 2019, Indonesia had 14 Islamic com-
mercial banks. The time observation is a five-year pe-
riod from 2014 to 2018. This period will be sufficient
to provide accurate and relevant results that will help
you better understand the ISR disclosure terms.

The study used a purposive sampling technique
with the following criteria:

a) the Islamic bank was registered in Indonesia
between 2014 and 2018;

b) the Islamic bank submits annual reports for
the selected period consecutively.

ISR disclosure is a dependent variable. The size
and profitability of a firm are independent varia-
bles. The Sharia supervisory board will be a mod-
erating variable.

The study relied on secondary data collected
from annual reports of Indonesian Islamic com-
mercial banks from 2014 to 2018. Furthermore,
data was collected using a documentation tech-
nique. The study then used a content analysis to
assess a firm’s level of ISR disclosure in relation
to the firm’s annual report analysis unit. The
content analysis obtained the following results:
the ISR index by theme, the lowest ISR index,
the highest ISR index, and the ISR index by the
year. Later, the study used moderated regression
analysis as the main method for analyzing the
data.

Table 1. Operational definitions of research variables

Indicators

No. : Research variable

1 ISR disclosure/ISRD

Firm size

Investment and financial themes
Product and service themes
Labor theme
Social theme
Environmental theme
Organizational governance theme

The number of SSB

ROA (return on assets) and ROE (return on equity)

Total assets owned by an Islamic bank

http://dx.doi.org/10.21511/bbs.16(3).2021.08
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3. RESULTS AND DISCUSSION

The first results, which are fit test models, are re-
corded in Table 2. The AARS, ARS and APC cri-
teria record a P value as less than 0.001, which
means that the model is ready for the next step.

Table 2. Model test results

No. Indicator Result Decision
L g e ons | peseabe
? G ey Aceenabe
N R L

The next step involved testing the hypothesis,
which shows that ROA is different from ROE and
is a profitability proxy that affects ISRD. The re-
sults have also showed that they influenced a
firm’s ISR disclosure. SSB is also considered as a
moderating variable that has an effect on the size
and profitability of a firm and its ISR disclosure.

Table 3. Hypothesis testing

No.: Hypothesis Result © Decision
i ROA has a positive and :
1 isignificantinfluence on Pvalue0.016 Accepted

{ISRD

Coefficient 0.279

ROE has a positive and Pvalue 0.446
2 i significant influence on i Coefficient | Rejected
ISRD -0.019
3 er:g]simnei:fasni ?noﬂstljt;\r/wie P value <0.001 Accepted
; & | Coefficient 1.151 P
(ONISRD . T N
SSB has a positive and P value 0.093
4 significant influence on i Coefficient | Rejected
ISRD =2 C A S,
SSB moderates the P value 0.020
5 :relationship between ROA Coefficient Accepted
and ISRD -0.270
SSB moderates the P—value 0,004
6 :relationship between ROE Coefficient | Accepted
andISRD_ S 1= S N
iSSB moderates the P value 0.041
7 :relationship between size Coefficient i Accepted
: and ISRD -0.230 !
3.1. The effect of profitability

on ISR disclosure

Based on the above results, ROA had a signif-
icant positive effect on ISR compared to ROE.
This shows that having a greater ROA will help
in increasing the scope of ISR disclosures by
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Indonesian Islamic banks. With a higher level of
profitability, banks can provide broad information
to their stakeholders, which is a big convenience
for Islamic banks. This information will be critical
in spreading awareness of the good social value of
Islamic banks.

The results of this study are similar to those of the
study by Rostiani and Sukanta (2018). However,
other studies have come out strongly stating that
a higher profitability level does not guarantee an
increased level of ISR disclosure of Islamic banks
(Anggraini & Wulan, 2017). Other studies, such as
by Hajawiyah et al. (2019), found that an increased
level of profitability will often decrease a firm’s lev-
el of ISR disclosure.

The level of Islamic bank profitability (ROA) can
determine the level of ISR disclosure. Islamic
banks that have a higher level of profitability will
be safer in carrying out their social activities.
Islamic banks can allocate their profits for the
economic empowerment of the surrounding com-
munity, compensation for the poor and nature
conservation. The greater profit will increase the
confidence of Islamic banks to be able to carry out
these social activities. Fluctuations in the rate of
return obtained by Islamic banks will make banks
think again about disclosing their social activities.
The limited activity makes Islamic banks hesitate
to disclose it in their annual reports. Thus, profita-
bility is still of interest for further study as its role
is still uncertain. Some researchers have found a
positive effect of profitability on the level of ISR
disclosure, while others have found the opposite.

3.2.The effect of firm size
on ISR disclosure

Firm size is a critical factor that helps in determin-
ing the level of ISR disclosure. Huge firms such as
Islamic banks that have a higher asset base will
often disclose some of the information they own,
and this includes ISR disclosures. This is done for
them to strengthen their position and gain legiti-
macy among its stakeholders. Most studies in this
area show that firm size has a positive influence
on the ISR disclosure of a bank (Hajawiyah et al.,
2019; Mukhibad, 2018; Mukhibad & Fitri, 2020;
Nugraheni & Wijayanti, 2017; Pratama et al., 2018;
Putra et al.,, 2020). However, like the other factors

http://dx.doi.org/10.21511/bbs.16(3).2021.08



cited above, several studies fail to show a rela-
tionship between firm size and their level of ISR
disclosure (Kasih & Rini, 2018; Prasetyoningrum,
2018; Widayuni & Harto, 2014).

The large size of Islamic banks would encourage
a more diverse social activity. Office coverage will
also increase the access of Islamic banks in car-
rying out social activities. Islamic banks will be
closer to people who need assistance and empow-
erment. In addition, Islamic banks will be more
flexible in utilizing their resources for charitable
activities and nature conservation. Thus, the size
of Islamic banks greatly affects the social activi-
ties carried out by them. ISR shows the extent to
which Islamic banks make a positive contribu-
tion to social and economic empowerment of the
community.

3.3.The role of Shariah supervisory
board in the effect of profitability
and firm size on ISR disclosure

The presence of SSB in Islamic banks is what sets
them apart from conventional banks and is there-
fore expected to play a great role in determining
the role and activities carried out by Islamic banks,
including ISR disclosure (Farook et al., 2011).
However, the results show that SSB does not have
a significant or positive effect on the level of ISR
disclosure. However, Eksandy and Hakim (2018)
record a positive correlation between SSB and ISR
disclosure (Mubarok, 2019; Mukhibad, 2018).

The implementation of social responsibility by
Islamic banks is in the context of implement-
ing the principle of accountability (Voronova &
Umarov, 2021). Because the principle of account-
ability is the closest principle to Islam regarding
corporate social responsibility. The existence of
SSB can keep an Islamic bank to remain responsi-
ble towards society and environment.

The existence of SSB has not been able to influence
the level of ISR disclosure. The SSB is still consid-
ered as a complementary organ specifically aimed
at monitoring the conformity of bank activities
with Sharia rules. SSB has not had a direct impact
on the level of ISR disclosure. SSB should be able
to increase its activities and involvement in social
activities and economic empowerment carried out

http://dx.doi.org/10.21511/bbs.16(3).2021.08
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by Islamic banks. It is hoped that Islamic banks
can increase their social activities to further in-
crease their social contribution to the surround-
ing community. The public will give a positive re-
sponse to Islamic banks and can encourage people
to use the services of Islamic banks.

This study also examines the other roles of SSB,
namely as a moderator of the relationship be-
tween profitability and size of an Indonesian
Islamic bank and ISR disclosure. The result indi-
cates that SSB can play a significant role in mod-
erating the relationship between profitability and
firm size and ISR disclosure. However, the found
correlation coefficient is negative. This means that
the higher the number of SSB members, the less
the impact of profitability and size of Indonesian
Islamic banks on ISR disclosure.

The results show that SSB can significantly affect
the relationship between firm size and ISR. Large
Islamic banks with active involvement of SSB
will increase their social activity. Thus, the ISR
of Islamic banks will be even greater. SSB can do
important things so that Islamic banks carry out
social activities for the surrounding environment.
As previously found (Alam et al., 2021), Islamic
banks and other Islamic financial institutions
have not been able to touch the grassroots. Islamic
banks can channel their funds more to Baitul
Maal wa Tamwil (BMT) or Islamic Microfinance
Institution (IMFI) whose existence is very close
to the community. Islamic banks can also coop-
erate with zakat management institutions to dis-
tribute social funds. SSB monitors social activities
of Islamic banks and can recommend trustworthy
zakat management institutions.

The implication of this study is the importance of
enhancing the role of SSB in the ISR disclosure
of Islamic banks in Indonesia. SSB can increase
the activity of supervising Islamic banks in the
implementation of adequate social activity. Thus,
Islamic banks can better disclose ISR. The exist-
ence of SSB is highly recognized by Islamic banks
in Indonesia. As such, SSB plays an important role
in helping Islamic banks innovate in the social
and economic empowerment activities surround-
ing communities. Policy makers could issue regu-
lations to provide more access to SSB in monitor-
ing social activities carried out by Islamic banks.
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CONCLUSION

This study tries to examine the effect of profitability and size of Indonesian Islamic banks on ISR dis-
closure. The paper also tests the role of SSB in the effect of profitability and size on ISR disclosure. The
results indicated that ISR disclosure was determined by profitability (return on assets) and firm size
significantly. However, the study has remained indifferent regarding the effect of the Sharia Supervisory
Board on the level of ISR disclosure. The main finding of this study is that SSB can play a significant role
in moderating the relationship between profitability and firm size and ISR disclosure. It can be conclud-
ed that SSB plays an important role in increasing ISR disclosure. Thus, improving ISR disclosure among
Indonesian Islamic banks will be better if SSB can carry out their activities to supervise and monitor
the social activity of banks. It is through this that banks can earn the trust of stakeholders, encouraging
them to rely on the services offered by these banks.
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