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ACCOUNTING, CORPORATE GOVERNANCE & BUSINESS ETHICS | 
RESEARCH ARTICLE

Shariah governance reporting of Islamic banks: 
An insight from Malaysia
Tasya Aspiranti1*, Qaisar Ali1,2, Oktofa Yudha Sudrajad1,2 and Sulistya Rusgianto3

Abstract:  This study examines the shariah governance reporting (SGR) of Islamic 
banks (IBs) through a reporting index comprised of six dimensions, namely shariah 
committee, shariah review, shariah audit, shariah risk, overall transparency, and 
investment account holders. The data between 2014–2018 werecollected from the 
annual reports of 16 licensed IBs in Malaysia and was analyzed using the content 
analysis technique to gain insight into SGR practices. The empirical results indicate that 
sampled IBs have reported above average (60%) information of shariah governance 
(SG) and overall dominance of shariah reporting across the index. The segmental 
overview of SGR represents that all six dimensions were reported in a scattered pattern, 
while thematic reporting was less scattered. Broad spectrum results indicate that 
Malaysian IBs have reported above average (62.22%) information about shariah review 
and shariah risk (71.11%), whereas other dimensions’ reporting was below average. 
The findings have also confirmed that the SGR of IBs is statistically different. This 
research offers matrices for IB managers to determine the accuracy, validity, and 
authenticity of their annual reports and customize according to shariah reporting 
requirements. The regulators may use this study to assess IBs’ compliance with SG and 
improve their regulations as per globally accepted governance standards.

Subjects: Economics; Finance; Business, Management and Accounting; 

Keywords: shariah governance, sharia reporting; Islamic banks, shariah governance index; 
Islamic financial reporting

1. Introduction
Besides conventional governance structure, Islamic banks (IBs) have an additional governance 
layer known as the shariah governance (SG), which is a key tool used by IBs to mitigate the risks 
associated with shariah noncompliance (Zuhroh, 2022). The term SG was first coined by M.A Qatan 
in 2003 and defined it as “the governance process essentially relies on the fundamentals of Islamic 
financial architecture” (Ginena & Hamid, 2015). The standard setting bodies, Accounting and 
Auditing Organization for Islamic Financial Institutions (AAOIFI) and the Islamic Financial 
Services Board (IFSB) started using this concept to develop and assess the SG of Islamic financial 
institutions (IFIs) (Tabash et al., 2022). [IFSB] (2009) defined it as ‘the organizational and institu-
tional arrangements to authenticate effective and independent supervision of shariah compliance 
of the relevant Shariah pronouncements/resolution and its dissemination as well as an internal 
and annual Shariah compliance review/audit.
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The extant literature on shariah governance reporting (SGR) outlines that developing effective SG 
mechanisms and practicing transparency in reporting allows IFIs to rebuild public confidence, 
achieve business objectives, and ensure growth consistency (Ab Ghani et al., 2023; Elamer et al.,  
2020a). Additionally, SGR streamlines IFIs’ business, affairs, and activities to fulfill regulatory 
requirements as well as ensure the prevalence of shariah standards in internal policies and 
procedures (Ferriswara et al., 2022; Laldin & Furqani, 2018). Several emerging studies have 
identified multiple reasons for the need for SGR in IFIs (Elghuweel et al., 2017). First, reporting of 
products, services, operations, and governance information through annual reports allows stake-
holders to assess institutional compliance with shariah principles, the level of internal control, SG 
practices, and credibility of financial information (Alam et al., 2022; Kasim et al., 2013). Second, 
transparency in SGR boosts shareholders, board of directors (BODs), management, and stake-
holders’ confidence by preserving IFIs’ integrity and reputation (Mukhibad et al., 2022). Third, 
SGR represents IFIs’ capability to understand and interpret shariah rules and principles to ensure 
the implementation of shariah principles in every business activity allows them to conform to 
religious requirements (Garas & Pierce, 2010; Muhammad et al., 2021).

Several studies in the past have examined the SG practices, issues, and challenges faced by IFIs 
across jurisdictions (Abdullah Saif Alnasser & Muhammed, 2012; Fatmawati et al., 2022; Hasan,  
2011). Ironically, a large proportion of these studies have used descriptive techniques to examine 
the SG, while a small number of studies have focused on empirical techniques to address SG issues 
(Garas, 2010, 2012). From the SGR perspective, six seminal studies (Darmadi, 2011; Hameed & 
Pramono, 2005; Hassan & Christopher, 2005; Majid et al., 2011; Pramono, 2005; Sulaiman et al.,  
2011) were conducted which have laid the foundation of modern empirical studies. A few novel 
studies (see, Albassam & Ntim, 2017; Elamer et al., 2020a, 2020b; Elghuweel et al., 2017) 
employed statistical analytical techniques to link SGR to several macro- and social-level factors, 
religious orientations, appointment of shariah supervisory board (SSB), and ownership structure 
with improved governance and risk management.

The plethora of literature focuses on SG and social reporting of IFIs have largely used content 
analysis techniques to develop a range of indices (Amalina Wan Abdullah et al., 2013; Belal et al.,  
2015; Haniffa & Hudaib, 2007; Kamla & Rammal, 2013; Maali et al., 2006; Mallin et al., 2014). 
However, the findings of these studies offer little insight into the actual mechanism of SGR, 
especially using graphic properties. Whereas, the importance of graphic properties in content 
analysis of annual reports is well documented in conventional as well as Islamic finance literature 
(Abdul Latif et al., 2023; Beattie & Jones, 2002; Kamla & Roberts, 2010; Preston et al., 1996; Yin,  
2005). A few studies on social reporting of IBs have emphasized the significance of graphics in 
content analysis (Haniffa & Hudaib, 2007; Hussain et al., 2021; Maali et al., 2006). However, these 
studies were also unable to offer any logical explanation of the outcome of graphics, especially 
related to SGR of IBs. This issue was addressed by a recent study of Amin et al. (2021) investigating 
the SGR of IBs in Malaysia through content analysis of annual reports. However, the findings of the 
study do not offer an insight into the periodic developments in SGR pattern of Malaysian, as the 
results were based on the analysis of a single year (2016) annual report. Hence, it is difficult for the 
investors, stakeholders, and IB customers to track the periodic changes in SGR patterns and 
conclude how different aspects of SG have responded to the introduction of latest SG standards 
of AAOIFI and IFSB. Consequently, this study aims to bridge this gap by expanding the data 
coverage and analyzing the SGR of each aspect involved in SG of IBs. Precisely, this study aims 
to investigate the following research questions;

(1) What is SGR pattern of IBs in Malaysia?

(2) What are the essential dimensions and themes of SGR covered by IBs in Malaysia?

(3) What are the differences in SGR of different IBs in Malaysia?
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Malaysian IBs are selected to determine the SGR patterns, essential themes, and dimensions, and to 
explore the difference among different IBs. Malaysia is championing the global Islamic finance 
industry with a net worth of more than RM2.3 trillion, rendering it as one of the key contributors to 
the global Islamic banking assets and an Islamic finance hub in the region (Malaysia, 2022). The 
provision of Islamic banking services is achieved through 16 (11 locally owned and 5 foreign-owned) 
licensed IBs coupled with Islamic banking windows in conventional banks to cater to the rising 
demand of the local community (Bank Negara Malaysia [BNM], 2023). An empirical analysis of SGR 
of Malaysian IBs will determine the shariah compliance level of IFIs, which often face criticism due to 
their governance mechanism. Hence, this study anticipates to offer a comprehensive insight into SGR 
practiced by highly regulated IFIs, which will improve the overall image and reputation of IFIs.

This study has three distinct contributions to the literature on SGR of IBs. First, this research will 
assess SGR patterns of IBs which will determine the authenticity, validity, and accuracy of IFIs’ 
annual reports related to SG. Second, the empirical evidence of this study is constructed using 
a content analysis technique that is supported by logical and scientific reasoning. This will serve as 
a robust methodology for the future researchers considering to investigate the SGR of IFIs in 
a regulated environment. Third, the detailed analysis of SGR patterns, dimensions, themes, and 
differences will offer matrices for benchmarking by other IFIs to assess and restructure their SG 
frameworks according to globally accepted governance reporting standards. Fourth, an insight to 
SGR of IBs will allow regulators to reinstate the reputation of IFIs by overcoming transparency and 
governance issues which contributes to perpetual regulatory reforms.

The proceeding sections present a literature review in section two followed by the research 
methodology in section three. Section four discusses the major findings, and finally, this study is 
concluded in section five.

2. Literature review

2.1. SGR of IBs in Malaysia
The definitions of both SG and traditional corporate governance (CG) conforms to the globally accepted 
governance standards as outlined in Cadbury’s (1992), which defined CG as “a system created to direct 
and control a company and the BODs are responsible for companies’ governance.” The shareholders 
appoint the directors and auditors to ensure an effective governance structure (Cadbury, 1992). In 
Malaysia, the rudiments of CG can be traced in the Malaysian Code of Corporate Governance (MCCG) 
issued in 2017 by the Securities Commission of Malaysia, which defined CG as, “the procedures and 
structure implemented for monitoring and managing a company’s business affairs in a way that it 
advances towards success and corporate accountability whose ultimate goals are to create sustainable 
value for shareholders and also safeguard the interest of stakeholders” (Securitties Commission [SC],  
2017). CG of financial institutions in Malaysia is covered in the Guidelines on Corporate Governance for 
Licensed Institutions-2013 issued by Bank Negara Malaysia (BNM) (BNM, 2013).

Presently, there is no standardized definition of SG of IFIs in Malaysia due to disagreement among 
scholars on a single definition. IFSB’s guidelines on the SG system for institutions offering Islamic 
financial services defined it as the coordination between strategic roles and functioning of each 
governance organ and processes to balance the institutions offering Islamic financial services by holding 
them accountable to stakeholders (IFSB, 2009). SG of IFIs in Malaysia is supervised by BNM’s shariah 
advisory committee (SAC) that empowered SAC to overseas IFI’s compliance with shariah governance 
framework 2010 (SGF-10) (Haqqi, 2014; Uyob et al., 2022). A few common issues in the governance of 
IFIs in Malaysia were related to shariah non-compliance, funds disbursement without proper aqad, 
errors in profit calculation generated from customers exceeding banks sale price, rollover allowance, 
financing extensions without proper aqad, and inaccurate use of transaction documents for different 
shariah contracts (Ab Ghani et al., 2023; Ali & Hassan, 2020; Ginena, 2014; Syed Alwi et al., 2022). 
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2.2. Previous studies on SGR in Malaysia
The literature on SGR of IFIs in Malaysia can be divided into SGR and social reporting. A recent study 
(Shahar et al., 2020) investigated the difference between SGR of locally owned and foreign-owned IFIs 
and concluded that SGR is not influenced by institutional ownership. Sulaiman et al. (2015) confirmed 
that the majority of IFIs concentrate on reporting traditional CG instead of SG due to the prevalence of 
low awareness of the benefits of SG reporting among the management. Another study consolidated 
that more than 50% IFIs in Malaysia lack the motivation to report SG information to the stakeholders 
(Amalina Wan Abdullah et al., 2013). The transparency level of IFIs’ SGR is significantly low and 
requires a proper disclosure mechanism (Besar et al., 2009; Hasan, 2010). A few studies have also 
examined other underlying features of SGR in IFIs (Abdul Rahman et al., 2010; Abu Kassim, 2012; 
Haniffa & Hudaib, 2007; Khan, 2013; Othman & Thani, 2010; Raman & Bukair, 2013).

The social and shariah disclosure of approved companies listed on Bursa Malaysia revealed that 
these companies disclose minimal information in their annual reports, which represent that despite an 
established narrative of accountability, these companies are less transparent in their SGR to the public 
(Othman & Thani, 2010). Another study on Bank Islamic Malaysia Berhad’s corporate social respon-
sibility reporting found that the disclosure pattern of the bank had omitted several important themes 
such as information about impermissible transactions and abnormal supervisory restriction required 
by AAOIFI (Abdul Rahman et al., 2010). The analysis of shariah committee’s report on SG practices of 
IFIs found that these reports fail to offer a deeper insight of shariah compliance mechanism, sub-
stantially lack assurance, and were merely created to endorse shariah compliance instead of actually 
safeguarding the interest of stakeholders (Besar et al., 2009). The findings of SGR of Takaful companies 
in Malaysia concluded that generally, Takaful operators prioritize regulatory compliance over shariah 
compliance (Abu Kassim, 2012). However, progressive Takaful operators these days have started to 
focus on voluntary adoption of AAOIFI’s disclosure due to rising concerns of SG in IFIs (Mohd Zain et al.,  
2021). A few studies have also analyzed the impact of shariah committee composition, gender, and 
religious beliefs on SGR of IFIs and linked these to better SGR (Alazzani et al., 2019; Kamaruddin et al.,  
2023; Noordin & Kassim, 2019).

2.3. Studies related to SGR index
The past studies on SGR have used various themes and dimensions to develop the SGR index. The 
first disclosure index was developed in 2006 using social disclosure themes for IBs (Maali et al.,  
2006). Later, several robust and comprehensive SGR indices for IBs were developed by the 
researchers (Belal et al., 2015; Haniffa & Hudaib, 2007; Haqeem, 2019; Shahar et al., 2020, Srairi,  
2015; Sulaiman et al., 2015).

The overview of these indices indicates that the first two indices were used as a benchmark by 
several studies in developing different disclosure indices (Albassam & Ntim, 2017; Amalina Wan 
Abdullah et al., 2013; Hassan & Syafri Harahap, 2010; Mallin et al., 2014). This research adopted the 
earlier developed indices as a benchmark and modified it to develop a relevant checklist for SGR of 
Malaysian IBs through an index. The dimensions and themes considered in this research also 
contain items of SGR promulgated by the notable standard setting bodies from conventional and 
Islamic backgrounds such as Global Reporting Initiative (GRI), BNM, Organization for Economic co- 
operation and Development (OECD), IFSB, AAOIFI. Additionally, several developing countries are 
yet to implement international standards such as GRI; hence, this study addresses this issue by 
incorporating these standards (Ahmad et al., 2021).

Despite ongoing discussion on the growth of IFIs through good governance, the actual indicators 
required for exceptional governance are lacking (Majid et al., 2011). Moreover, the existing SGR 
indices have used different guidelines, and the fact is IFIs prefer to use their local or their own 
distinct Islamic governance framework (Elamer et al., 2020; Shaharuddin & Rahim, 2020). 
Accordingly, from the Malaysian IFIs perspective, this study has selected six major dimensions to 
engage with annual reports through content analysis.
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3. Research design

3.1. Data collection
Based on the objectives of this study, the philosophical foundation and organization of this study 
was designed through an explanatory and qualitative research approach. The primary data related 
to SGR were collected from the annual reports between 2014–2018. The use of yearly annual 
report will allow researchers to respond to the desired investigation pertaining to the SGR pattern, 
reported aspects of SG in the form of themes and dimensions, and track the periodic difference in 
SGR pattern among Malaysian IBs. Altogether, 80 annual reports (5 for each bank) were retrieved 
from the web portals of 16 IBs in Malaysia (see appendix A for sampled IBs). Traditionally, financial 
institutions use annual reports as a key reporting tool to disclose information related to socially 
responsible behavior (Ha, 2022). The studies on SGR of IFIs have used a similar content analysis 
technique to investigate SG practices and procedures through annual reports (Belal et al., 2015; 
Mallin et al., 2014). The underlying features of annual reports such as formal presentation of 
reporting process and diversity of content coverage such as social, environmental, and crucial 
organizational issues within the same document (Gray et al., 1995) had motivated the researchers 
to use this technique to examine SGR in IBs. Also, annual reports are largely used as a major 
analytical technique to prepare the external reports by the external accountants and auditors (Tilt,  
1994); therefore, the ease of access and opportunity to obtain a consistent measure of SGR 
explains engaging annual reports as a source of primary data collection. Malaysian IBs are 
selected for the purpose of this study as the region has emerged as the hub for Islamic finance 
and numerous standard setting bodies and supportive organizations such as IFSB, International 
Shariah Research Academy for Islamic Finance (ISRA), and Islamic Banking and Finance Institute 
Malaysia (IBFIM) exist in this region. These standard setting bodies facilitate IBs’ operations 
through structured and procedural processes, which makes Malaysia an ideal geographical loca-
tion to analyze the research in the Islamic financial sector.

3.2. Data analysis
The collected data are analyzed using the content analysis technique in NVivo software to gen-
erate SGR patterns of different IBs in Malaysia. Content analysis is considered reliable in generating 
elicit and meaningful outcomes of collected data (Bengtsson, 2016). However, it is essential for the 
researchers to identify external and internal sources to use for content analysis, and the research-
ers need to fully understand the concept under investigation so that personal bias does not 
influence the outcome (Bengtsson, 2016). The past studies have broadly exploited content analysis 
techniques to evaluate social and environmental disclosures of both conventional and IBs (Haniffa 
& Hudaib, 2007; Maali et al., 2006). Accordingly, this study advances and complements the data 
collection techniques of past studies by following the data analysis criteria of previous studies. 
Generally, content analysis refers to data collection techniques that involve coding qualitative 
information in anecdotal and literary form and classifying them into different quantitative scales of 
various levels of complexity (Abbott & Monsen, 1979). From an operational perspective, it repre-
sents the methods to code data into different categories based on earlier selected principles 
(Krippendorff, 1980; Weber, 1988). Hence, content analysis predominantly uses categories based 
on the previously established scales for classifying the content of units.

3.3. Validation of content analysis approach
The reliability and consistency of the data analysis technique (content analysis) were assured 
following Krippendorff’s (2012) criteria. It is crucial to establish consistency and reliability in 
content analysis so that the coding approach is replicable for the use of other researchers. The 
reliability and consistency in the content analysis were achieved using four different measures. 
First, the researcher coded the same annual report twice at different time frames using a checklist 
(Microsoft excel) and the three-level structure sheet (Microsoft word) to confirm that the research-
ers fully understand the coding process. Second, testing and verifying the reliability of inter-code 
through experts with similar academic backgrounds and expertise in content analysis of the same 
annual report which is then compared with the researchers’ results. Additionally, the reliability of 
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the intercoder is enhanced by giving a similar checklist of content analysis and three-level 
structure to another coder with no academic background and prior expertise in content analysis 
to test the clarity and feasibility of instructions. The second coder was provided one day of training 
prior to the analysis. The replicability assessment results of the content analysis method are 
reported below in Table 1.

The results in Table 1 represent that the coder with prior experience and knowledge of coding 
procedure (coder 1) has 100% similarity with the researchers’ coding. Whereas, the second coder 
rating declined due to the lack of concentration, instead of misunderstanding the structure and 
instructions provided in the checklist. The variance in results was discussed with the second coder, 
and it was revealed that the coder fully understood the structure and the checklist after concen-
trating on the instructions. Third, determining the reliability and consistency through a pilot test 
which was conducted on 32 annual reports from the year 2014–2015 (16 banks x 2 years). These 
16 banks were coded again on alternative dates, and a slight difference was adjusted to ensure 
the replicability of the method. Fourth, revaluation of the missing scores of the initially computed 
scores through the scoring sheet (Microsoft Excel and Word), which helped in adjusting inaccuracy 
of scores. Since this method involves a revaluation of the scores, therefore, efficiency and effec-
tiveness are the major limitations. Despite these limitations, it is a robust method to generate 
relevant and reliable findings from content analysis.

3.4. Operational definitions of variables
The variables of this study are operationalized as multiple dimensions and sub-themes. The 
selection of dimensions and themes is a key to the content analysis process as it classifies and 
groups the content analysis information to interpret meaningful results. This study has selected six 
major dimensions (shariah committee with 14 themes, shariah review with 5 themes, shariah audit 
with 6 themes, shariah risk with 5 themes, overall transparency level with 11 themes, and 
investment account holders with 4 themes) and 45 sub-themes to develop a robust SGR index 
and analyze the reporting pattern of IBs for these dimensions and themes. These dimensions and 
themes were adopted and modified using earlier indices in the literature and considering SG 
reporting guidelines (governance of shariah committee for IFIs known as GPS1 and IFSB-10) 
promulgated by BNM and IFSB. Appendix B outlines the dimensions and themes selected to 
develop the SGR index for IBs in Malaysia. Selected dimensions and themes were coded using 
a dichotomous scale (0 and 1) following the criteria developed by previous studies on shariah and 
social reporting in IFIs (Belal et al., 2015; Haqeem, 2019). If the item is reported in sampled IBs’ 
annual report, it is coded as “1”, and the absence of the item was given a “0” score. The developed 
SGR index may obtain a maximum score of 45, and the index may range from 0 to 100%.

The index constructed through this process is considered unweighted as it signifies the equal 
role of each item. These unweighted scores are useful to examine the content of annual reports for 
all the users, which implies that the results of unweighted scores are not influenced by the 
perception of a certain group (Hossain & Hammami, 2009). The critics of unweighted indices 
highlighted that these measures only estimate the quality of the index, whereas the disclosure 

Table 1. Coders’ information
Coder Personal Information Attributes Similarity
1 Name: Classified 

Gender: Male 
Occupation: Academician 
Education Level: PhD

1) Training provided 
2) Has prior expertise and 

knowledge

100%

2 Name: Classified 
Gender: Male 
Occupation: Banker 
Education Level: Master 
Degree

1) Training Provided 
2) No specific expertise 

and knowledge

97.8%
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quantity is essential to represent the level of disclosure (Beretta & Bozzolan, 2008). Hence, the 
estimation of different levels of the disclosure can be measured by weighted indices as used in this 
study. Ironically, weighted scores have also received criticism due to their objective nature and 
predetermined method of assigning weights based on the users’ perception and understanding of 
the items (Beretta & Bozzolan, 2008). The findings of studies that adopted weighted and 
unweighted scores show that there were no significant differences in estimating disclosure indices, 
even though some studies found similar results using both methods (Hossain & Hammami, 2009). 
The index is estimated through a ratio of score awarded over the total number of selected 
dimensions, which is represented as follows;

Where;

SGR represents shariah governance reporting;

jt = SGR for dimension/theme j and period t;

Xijt = Variable X from 1 up to n for dimension j and time t;

N = Number of variables/statements.

4. Empirical findings and discussion

4.1. Descriptive statistics
The descriptive statistics of the SGR index are presented in Table 2. These results indicate that pooled 
IBs obtained a minimum score of 12 and a maximum score of 29 confirming that the lowest SGR score 
was approximately 26% (Items reported in annual reports of IBs/Total items used for creating index ×  
100) (12/45 × 100 = 26) and the highest score was 64% (29/45 × 100 = 64). While the mean score was 
27, establishing that on average, IBs reported more than 60% (27/45 × 100 = 60) information related 
to SG, which is an indicator of “good reporting” (Sulaiman et al., 2015).

4.2. Overview of SGR index
Before presenting the overview of the SGR index, it is essential to analyze the reliability of data sets 
to explore whether the dimensional and thematic layers are strongly interrelated with each other. 
This is measured by estimating the Jaccard coefficient whose values range from 0% to 100% 
(Agresti, 1990). The higher percentage determines the stronger inter correlation between the 
dimensions and themes. Figure 1 presents the results of the Jaccard coefficient are presented in 
Figure 1.

The findings in Figure 1 indicate that the dimensions and themes of SGD are strongly correlated 
with each other as the Jaccard coefficient varies from 0.56 to 1 (56% to 100%). This also confirms 
that all the layers of dimensions and themes are a reliable measure of SGR for IBs in Malaysia.

The distribution of SGR dimensions is analyzed by estimating the mind maps which generate the 
overview of content coverage for the dimensions of SGR. The overview of these dimensions is 
presented in Figure 2.

Table 2. Descriptive statistics of SGR index
No. of IBs Min. Max. Mean SD

SGR index 16 12 29 27 8.1324
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Figure 2 presents an overview of the reporting coverage for all six dimensions (shariah 
committee, shariah review, shariah audit, shariah risk, overall transparency, and investment 
account holders) of SGR. It is notable that the majority of IBs have disclosed all the dimensions 
of SGR used in this study. However, Affin bank, Alliance bank, Alrajhi bank, and HSBC Amanah 
Malaysia Berhad have not reported all the dimensions of SGR. This finding is consistent with the 
findings of past studies (Belal et al., 2015; Haqeem, 2019; Shahar et al., 2020) establishing that 
regardless of ownership (foreign and local), IBs practice a consistent SGR mechanism. However, 
the findings contradict the study of Sulaiman et al. (2015) reinforcing that IBs prioritize dis-
closure of specific CG. The results of this study confirm that SGR is the first priority and the 
majority of dimensions are disclosed by most of the IBs. The dominance of SG reporting was 
further verified by analyzing the word frequency of the sampled data. The results of word 
frequency are reported in Figure 3.

The findings in Figure 3 delineate that shariah reporting dominates the overall SGR trends of 
Malaysian IBs. Similarly, other dominant dimensions and themes dominated in reporting were 

Figure 1. Clustered overview of 
dimensions and themes.
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related to “shariah committee,” “shariah compliance,” “board responsibility,” “financial reporting,” 
and “Shariah disclosure”. Also, the majority of the dimensions and themes used in this study are 
loaded in the SGR of sampled IBs.

4.3. Thematic overview of SGR
The thematic overview analyses the reporting coverage for the themes selected in this study. 
Comparatively, themes provide a deeper overview of the SGR by IBs which complement the 
dimensional maps. The overview of thematic reporting is presented in Figure 4.

The thematic maps represent that majority of IBs have reported all the themes of SGR except Hong 
Leong Islamic Bank Berhad and Public Islamic Bank Berhad. The proposed themes in the segmental 
map reveal interesting trends and information related to SGR. The segmental map highlights that IBs 
have fairly reported the required SG information; however, the reporting pattern is uniform and 
follows a similar disclosure sequence, and it is less scattered as compared to the dimensional 
maps. This indicates that Malaysian IBs follow a similar reporting mechanism for the themes 
identified under each dimension of SGD. This finding is consistent with the past study of Amalina 
Wan Abdullah et al. (2013) indicating that based on the SG reporting index, Malaysian IBs’ SGR was 
above average. Hence, it is crucial that all IBs follow similar reporting trends for the success of the 
Islamic banking industry and validate the position of Malaysia as an Islamic finance hub. This result 
contradicts the findings of previous studies (Besar et al., 2009; Hasan, 2010) revealed that the level of 
SGR in Malaysia is substantially low. This difference can be explained by the argument that with the 
passage of time, the development of regulatory frameworks guided by the fears of possible recession 
has forced IBs to implement stringent governance measures and practice total disclosure.

4.4. Broad-spectrum results of dimensions’ reporting
The distribution of different dimensions across SGR is analyzed by estimating the matrices coding 
for each dimension which will provide a better overview of disclosure by IBs. The results of 
matrices coding for each dimension are presented in Table 3.

The findings in Table 3 indicate the coding matrix results for the dimensions of the SGR index. 
The minimum score for “shariah committee” was 13 (29%), the maximum was 17 (38%), and the 
mean score was 19 (42%). This represents that Malaysian IBs reported below average information 
about functions and operations of shariah committee in IBs which may escalate compliance issues 
and have a negative impact on investors’ interest (Hasan, 2010; Syed Alwi et al., 2022). 
Alternatively, the lack of Shariah committee reporting will further worsen the controversies asso-
ciated with IBs’ shariah compliance (Aziz et al., 2019). Even though the lack of shariah committee 
reporting has no direct influence on consumers such as on the selection of Islamic mode of 

Figure 2. Dimensions segmental 
overview.
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financing (Shafii et al., 2013), the elements of justice in partnership financing contracts may 
further become agile due to fears of contamination of interest elements (Anwar, 2003; Usmani,  
2004).

The findings of “shariah review” indicate that the minimum score obtained from the coding 
matrix of “shariah review” reporting was 7 (16%), the maximum was 28 (62%), and the mean 

Figure 3. Estimating SGR trends 
of IBs in Malaysia.

Figure 4. Thematic reporting 
maps of IBs.
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score was 14 (31%), indicating that “shariah review” reporting was above average. This result was 
expected as Malaysian IBs have significantly improved their governance structure by implementing 
regulatory frameworks such as Islamic Financial Services Act (IFSA) 2013, which provides a new 
legal pathway for IBs to ensure Shariah compliance in business operation and demand IBs to fulfill 
these legal requirements (Aziz et al., 2019). Similarly, coding matrices for “shariah audit” reporting 
had a minimum score of 6 (13%), maximum of 12 (28%), and mean was 14 (31%), representing 
that shariah audit dimension’s reporting was also below average. This finding is consistent with 
several past studies which concluded that Malaysian IBs face shariah compliance issues due to 
a lack of competency and independence. Therefore, there is an urgent need to train auditors to 
conduct a holistic shariah audit (Ali et al., 2015; Salleh et al., 2019; Shafii et al., 2014).

The findings pertaining to “shariah risk” reporting had a minimum score was 10 (22%), max-
imum of 32 (71%), and mean was 15 (33%), establishing that “shariah risk” reporting of IBs in 
Malaysia was above average. This finding advance that IBs these days have established several 
governance layers to lower the shariah non-compliance risks guided by the effective functions of 
the Shariah committee, which prohibit IBs to involve in gharar, gambling, and excessive risk-taking 
(Mollah & Zaman, 2015; Nomran & Haron, 2019). Furthermore, this finding indicates that IBs with 
lower Shariah risk disclosure levels may fail to establish legitimacy and strengthen their organiza-
tional culture, which is a key indicator of risk mitigation strategies (Khan et al., 2017).

Moving on to the results of “overall transparency” reporting, it is notable that the minimum 
score of coding matrices was 4 (9%), maximum 13 (29%), and mean was 15 (4%), indicating that 
the “overall transparency” reporting was below average. Iits a proven fact that IBs need to 
establish transparent SGD frameworks to achieve social, economic, governance, and legal objec-
tives (Hidayat & Al-Khalifa, 2018). This finding indicates that IBs in Malaysia are yet to grab the 
low-hanging fruits of SGR by implementing transparency & disclosure in its practices. These results 
would draw policymakers’ attention to impose further regulations and encourage Malaysian IBs to 
adopt sophisticated jurisdictions to ensure the growth of a rapidly evolving industry (Hasan, 2011). 
Additionally, past studies of Masruki et al. (2020), and Hassan and Christopher (2005) have also 
confirmed that Malaysian IBs are less likely to report complete information about overall transpar-
ency practices. These low levels of transparency in reporting coupled with customers’ low level of 
trust in certain aspects of Islamic banking could be a recipe for a disaster in the Malaysian Islamic 
banking industry (Ab Ghani et al., 2023; Satkunasingam & Shanmugam, 2004). Indeed, IBs are 
required to practice transparency in reporting so that their religious reputations, institutional 
purpose, and customers’ trust is restored (Elamer et al., 2020).

Finally, the results of “investment account holders” dimension minimum score were 6 (13%), 
maximum 20 (44%), and mean score was 25 (56%), confirming that “investment account holders” 
reporting was below average. This finding indicates that lower reporting of investment account 
holders and risks of shariah non-compliance arise due to IBs’ management of these accounts, and 

Table 3. Coding matrix results of SGR index dimensions
Dimensions References Min. Max. Mean SD
Shariah 
committee

220 13 18 19 6.3450

Shariah review 186 7 28 14 8.7350

Shariah audit 121 6 13 14 8.3496

Shariah risk 172 10 32 15 10.1749

Overall 
transparency

134 4 13 15 4.1636

Investment 
account holders

104 6 20 25 7.3221
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continuation of such practices are likely to further undermine the business and financial dealings 
transparency (Rosman et al., 2017).

4.5. SGR comparison between IBs
Prior to examining the SGR difference between IBs, it is mandatory to test the data normality so 
that appropriate statistical technique, such as parametric and/or non-parametric, is applied. The 
distribution of data among different banks are estimated by drawing a histogram, indicating an 
abnormal distribution of data on both sides of the histogram, which was further verified through 
Skewness-kurtosis and Shapiro-Wilk W tests. Skewness-Kurtosis test was performed to estimate 
the sum of prob>chi2, and the values for all the dimensions were below 0.05, confirming data 
abnormality. The results of the Shapiro-Wilk test also indicated an abnormal distribution of data, 
establishing that non-parametric technique [(Wilcoxon rank-sum (Mann-Whitney)] is relevant to 
explore the SGR difference between IBs. The results of the Wilcoxon rank sum (Mann-Whitney) are 
presented in Table 4.

Table 4 indicate that all the prob>|z| values are less than 0.05 criteria, which confirms that SGR 
differs between IBs in Malaysia for all the dimensions. This finding provides empirical evidence that 
the majority of IBs in Malaysia have different reporting levels for each dimension of SGR. However, 
it is essential to analyze the actual reporting levels of SGR for each bank to rank IBs with high 
performance in terms of reporting.

The actual difference was computed by performing a percentage coverage test for individual 
banks in NVivo which offered an insight of statistical difference for ranking the top performers of 
SGR. Table 5 presents the overview of the top 10 performers of SGR.

Table 5 represents interesting findings as the pioneer IBs such as Bank Islamic Malaysia Berhad 
(BIMB) and Bank Muamalat Malaysia Berhad are ranked on 10th and 9th position based on SGR. 
However, other fully fledged IBs such as Kuwait Finance House (Malaysia) Berhad and MBSB Bank 
Berhad are ranked on 2nd and 3rd position. This finding indicates that the index scoring is 
systematic and in line with the literature as it replaced the volume and quantified the reporting 
to represent the performance (Krippendorff, 2012). This can be justified from the findings pre-
sented in Table 5 as the reporting variance between scores of SGR has a uniform pattern. However, 
the existing variance in the actual scores confirms that large discrepancies exist and need further 
explanation to reinforce the findings. Additionally, this finding also authenticates the consistency 
of IBs in Malaysia towards SGR. However, one might argue on the statistical proportion of reporting 
(lower levels); yet, this finding is reliable as the developed index considered checklist adopted from 
the previous studies (Belal et al., 2015; Haniffa & Hudaib, 2007; Maali et al., 2006). The checklist 
items also incorporated the elements from reputable regulatory bodies such as Bank Negara 

Table 4. Results of Mann-Whitney and two sample t test
Variables Obs. Pr 

(Skewness)
Pr 

(Kurtosis)
Adj Chi2 (2) Prob > Chi2 Statistical 

Treatment
Shariah 
Committee

80 43 37 Yes 0.1237 80

Shariah 
Review

80 41 31 Yes 0.2304 80

Shariah Audit 80 40 34 Yes 0.3471 80

Shariah Risk 80 44 34 Yes 0.4201 80

Overall 
Transparency

80 37 28 Yes 0.2830 80

Investment 
Account 
Holders

80 47 39 Yes 0.3803 80

Aspiranti et al., Cogent Business & Management (2023), 10: 2247220                                                                                                                               
https://doi.org/10.1080/23311975.2023.2247220

Page 12 of 20



Malaysia (BNM) and Islamic Financial Services Board (IFSB), which indicates that the index repre-
sents the SGR practices in Malaysia and the findings are actual representative of IBs in Malaysia.

5. Summary and conclusion
The debate on SGR of IBs is ongoing and continue fascinating regulators, policymakers, and 
customers due to difference in SR mechanisms and patterns. Therefore, it is timely to investigate 
the SGR of Malaysian IBs which are popular due to their highly regulated regimes. Accordingly, this 
study examined the SGR patterns of these IBs using a reporting index comprised of various 
dimensions and themes. We used self-designed reporting index to analyze the SGR pattern of 
each IB as well as explored the underlying differences in reporting among IBs. The results of this 
study are derived employing various analytical, scientific, and statistical techniques.

The results of this study concluded that sampled IBs have reported more than 60% informa-
tion related to SG, which is an indicator of good reporting. The shariah reporting dominates in 
the overall reporting trends of SGR. The mind maps revealed that all six dimensions (shariah 
committee, shariah review, shariah audit, shariah risk, overall transparency, and investment 
account holders) of SGR were reported by all IBs; however, the reporting pattern was more 
scattered as compared to the thematic reporting pattern. The reporting patterns of dimensions 
further revealed that IBs in Malaysia have reported above average information of shariah 
review and shariah risk, whereas IBs have reported below average information regarding 
shariah committee, shariah audit, overall transparency, and investment account holders. The 
results have also confirmed the statistical differences in SGR among sampled IBs.

5.1. Implications for practice
The findings of this study offer several managerial and policy implications. First, the SGR insight 
offered in this study may facilitate the managers, board of directors, shariah committee 
members, shariah reviewers, and auditors to encourage IBs to improve the mechanisms of 
SGR in their annual reports. Second, the regulators of the Islamic financial industry in Malaysia, 
such as BNM and IFSB, may develop stringent and robust regulatory frameworks to essentialize 
SGR which will require IBs to practice full disclosure of different dimensions as proposed in this 
study. Third, the regulators of the Islamic financial industry may encourage IBs to participate in 
the global initiatives and comply with the global reporting standards established by other 
institutions such as AAOIFI. This will improve the SG frameworks of IBs as well as preserve 

Table 5. Ranking top 10 performing IBs in the SGR
Ranks Bank Name 5-yrs average 

score
Std. Dev. Min. Max.

1 Public Islamic 
Bank Berhad

67% 5.7% 30% 74%

2 Kuwait Finance 
House 
(Malaysia) 
Berhad

65.5% 5.5% 28% 72%

3 MBSB Bank 
Berhad

65% 5.3% 21% 68%

4 HSBC Amanah 
Malaysia Berhad

58% 4.68% 18% 63%

5 RHB Islamic 
Bank Berhad

55% 4.12% 16% 58%

6 Maybank 
Islamic Berhad

56.5% 4.06% 15% 57%

7 Hong Leong 
Islamic Bank 
Berhad

52% 3.81% 13% 53%
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the reputation of the Islamic banking brand. Fourth, the proposed SGR in this study may be 
used as a benchmark for training IBs concerned with improving SGR. This will bridge the 
elongated human skill gaps in the Islamic financial industry of Malaysia. Finally, the insight 
offered in this study may be used as a case study by the managers to conduct inter- and intra- 
sectional training of the managers such as Shariah officers, audit officers, and risk officers. This 
will ensure the consistent commitment of IFIs to improve the governance at the institutional 
level.

5.2. Limitations and future research
Like any other empirical study, the current research also has several limitations and constraints 
that occurred due to numerous factors which should be resolved by future studies. These limita-
tions were related to the period of study, extension, and harmonization of the SGR checklist, 
analytical techniques to estimate the SGR of individual a bank, sampling and data collection 
procedures through annual reports, graphical displays of the findings. Future researchers may 
consider selecting wider time coverage such as 15 years, or perhaps before the introduction of SG 
regulating frameworks, which will diversify the findings and represent the actual SGR of IBs. Future 
studies may consider engaging additional dimensions like the board of directors and CEOs to offer 
a wider prospect of SGR. The diversification of data collection through interviews and observations 
should be considered by future studies to develop a more logical explanation of the difference in 
SGR pattern among IBs. Lastly, future researchers are recommended to use a combination of 
graphical and statistical techniques to gain a better insight into SGR patterns and differences 
among IBs.
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Appendix A. List of sampled IBs for data collection

No Name Ownership

1 Affin Islamic Bank Berhad L

2 Al Rajhi Banking & Investment 
Corporation (Malaysia) Berhad

F

3 Alliance Islamic Bank Berhad L

4 AmBank Islamic Berhad L

5 Bank Islam Malaysia Berhad L

6 Bank Muamalat Malaysia Berhad L

7 CIMB Islamic Bank Berhad L

8 HSBC Amanah Malaysia Berhad F

9 Hong Leong Islamic Bank Berhad L

10 Kuwait Finance House (Malaysia) 
Berhad

F

11 MBSB Bank Berhad L

12 Maybank Islamic Berhad L

13 OCBC Al-Amin Bank Berhad F

14 Public Islamic Bank Berhad L

15 RHB Islamic Bank Berhad L

16 Standard Chartered Saadiq Berhad F

L-Local; F-Foreign. 
(Source: BNM, 2018). 
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Appenxi B. Dimensions and themes used to develop SGR index.

SGR Dimensions and Themes References

Dimension 1: Shariah Committee

1. Qualification (GPS1, Para 2.17; Shaharuddin and Rahim (2020))

2. Formal knowledge (GPS1; Para 2.110(6)(ii); Haniffa and Hudaib (2007), 
Maali et al. (2006))

3. Independence (GPS1, Para 2.110(6)(i); IFSB, RO Part 3 (53)

4. Formal Reporting (GPS1, Para 2.110(6)(iii)

5. Employee of One IFIs at a Time (GPS1, Para 2.110(6)(v)

6. Composition (GPS1, Para 2.110(6)(ii); Majid et al. (2011))

7. Board Membership Majid et al. (2011), Shaharuddin and Rahim (2020)

8. Liaison with the Board Majid et al. (2011), Shaharuddin and Rahim (2020)

9. Accountability (GPS1, para 2.14)

10. Advisory Majid et al. (2011), Shaharuddin and Rahim (2020)

11. Policy and Procedures Endorsement (GPS1, Para 2.110(6)(v); Majid et al. (2011))

12. Documentation Endorsement (GPS1, Para 2.110(6)(v); Majid et al. (2011))

13. Shariah Review and Shariah Audit Assessment Haniffa and Hudaib (2007)

14. Meetings Disclosure (GPS1, Para 2.110(6)(iv); Haniffa and Hudaib (2007), 
Maali et al. (2006))

Dimension 2: Shariah Review

15. Shariah officers’ Qualification (GPS1, Para 2.6; Maali et al. (2006))

16. Business Review (GPS1, Para 2.110(1)(ii); Majid et al. (2011), 
Shaharuddin and Rahim (2020))

17. Documentation Process Review Majid et al. (2011)

18. Communication GPS1, Para 2.110(1)(ii); Majid et al. (2011)

19. Reviewers’ Shariah Training (IFSB, RO Part 1 (89); Majid et al. (2011))

Dimension 3: Shariah Audit

20. Assessment Independence (GPS1 Para 2.110(5)(ii); IFSB, GP Part 1 (19))

21. Internal Auditors’ Shariah knowledge (GPS1, Para 2.110(5)(i))

22. Financial Statements’ Auditing (GPS1, Para 2.110(5)(iii); IFSB, GP Part 1 (19), GP Part 3 
(51))

23. Shariah Governance Review (IFSB, RO Part 1 (89); Majid et al. (2011))

24. Shariah Compliance Disclosure (IFSB, RO Part 1 (89))

25. Shariah Audit Frequency (GPS1, Para 2.110(5)(iv);

Dimension 4: Shariah Risk

26. Risk Officers’ Qualification (GPS1, Para 2.110(5)(i); Majid et al. (2011))

27. Shariah Risk Process Facilitation (GPS1, Para 2.110(7) (i-c), Shaharuddin and Rahim 
(2020))

28. Risk Mitigation Strategies (GPS1, Para 2.110(7) (i-b), Majid et al. (2011))

29. Communication (GPS1, Para 2.110(7) (i-d))

30. Implementation Plan (GPS1, Para 2.10(iii); Majid et al. (2011))

(Continued)
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(Continued) 

SGR Dimensions and Themes References

Dimension 5: Overall Transparency

31. SC’s Responsibilities Disclosure (GPS1, Para 2.110(6)(iii), Majid et al. (2011))

32. SC’s Shariah Opinion Disclosure (GPS1, Para 2.110(6)(v))

33. Board’s Accountability Disclosure (GPS1, Para 2.84, Para 2.110(1)(v); Majid et al. (2011))

34. IFIs Compliance with Shariah committee’s Opinion (GPS1, Para 2.85; Majid et al. (2011))

35. Zakat Haniffa and Hudaib (2007), Maali et al. (2006), Belal 
et al. (2015)

36. SC Profile (GPS1, Para 2.17; Majid et al. (2011))

37. Financial Disclosure Majid et al. (2011)

38. Shariah Non-Compliance in Operation (GPS1, Para 2.110(11)(i))

39. Operational Disclosure (GPS1, Para 2.110(10)(i); Majid et al. (2011))

40. Shariah Compliance levels (GPS1, Para 2.110(11)(ii))

41. Disclosure Validity Majid et al. (2011)

Dimension 6: Investment Account Holders

42. Risks and Rights (IFSB, GP Part 2 (26); Majid et al. (2011))

43. Engagement Strategies (IFSB, GP Part 2 (26); Majid et al. (2011))

44. Profit Mechanism (IFSB, GP Part 4 (58))

45. Policy Updates (IFSB, GP Part 4 (64); Majid et al. (2011))

Color Information

Dimensions

Themes
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