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Abstract

This study proposes to determine the board management structure, bad debt, and effi-
ciency of the profitability of the Islamic banks during 2007-2017 period. The quantita-
tive data has been analyzed by using multiple regression analysis to determine the effect
of independent variables on the variable dependent. Furthermore, the statistic tools used
in the data process is Stata version 13. This study shows that the board of directors of the
parent bank has a negative and significant influence on profitability. The problem financ-
ing has a negative and significant effect on profitability. Likewise, the ratio of operational
costs also has a negative and significant effect on profitability. Thus, the existence of a
parent bank’s board of management to improve the performance of Islamic banks needs
to be considered because it has not been able to provide an optimal contribution. In ad-
dition, the significant amount of financing quality and the use of inefficient operational
costs have been a problem of improving profits from Islamic banks.

Keywords: Parent Bank, Bad Debt, Efficiency, Profitability, Islamic Banks

Introduction

In 1997, due to the monetary crisis, sixteen conventional banks

were liquidated. However, in the period of financial crisis, the bank
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liquidation does not occur in Islamic banks. It attracts academician to do
further research on the stability of Islamic banks in times of crisis (Alim,
2014). The financial services authority report in 2018 revealed that the
return on assets (ROA) in the Islamic banking industry in the period of
2012 to 2017 had experienced an increasing trend, although the ROA
in the Islamic banking industry had not been as good as that of 2012,
and also below the ROA of conventional banking industry. The ROA
conditions of the Islamic banking industry and conventional banks are

shown in graph 1.
Graph 1.

Return on Assets of Islamic Banks Versus Conventional Banks

2012 2013 2014 2015 2016 2017 2018

Conventional Bank Q= Islamic Bank

Source: Financial Service Authority (OJK) data already processed

By the graph 1, the conventional ROA of Islamic banks has
fluctuated so that the financial stability of Islamic banking has not

been better than the stability of conventional banking. At present, the
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majority of Islamic banks in Indonesia are owned by conventional banks,
including Islamic banks, which have the largest market share in Indonesia,
while the majority of shares are owned by state-owned banks (State-
Owned Enterprises). Such sharia banks that controls the market share in
Indonesia as Bank Mandiri Syariah, BNI Syariah and BRI Syariah are the
government-owned bank, which also has owned conventional bank such
as Bank Mandiri, BNI and BRI (Nugroho & Anisa, 2018; Wirman Syafei
etal., 2013).

The growth of Islamic banking industry in Indonesia must also
be accompanied by improving the performance of Islamic banks to gain
public trust. In maintaining the level of quality and performance of loans,
such banks have paid attention to the level of capital adequacy of banks
affected by credit risk or financing where there is a possibility of loss as
a result of not paying back the credit provided to the customer. Thus,
if there is a problem loan, the bank will suffer losses and affect reducing
profits. According to Adnan & Firdaus (2006), the ratio commonly used
in measuring bad financing is non-performing loans or financing (NPL/
NPE).

Furthermore, based on graph 2 below, it can be explained that NPF
banks in the past three years have experienced quality improvements. The
quality improvement was indicated by the decreasing ratio of the period of
2015 to 2018. However, when compared to NPF in conventional banking,
the NPF of Islamic banks still has to be improved in quality. Through
selective financing and improvement of the competency of the account

officer, it can be anticipated from the occurrence of bad debt in the future.

Vol. 4 No. 1, January - April 2019
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Graph 2. Non-Performing Financing of Islamic Banks Versus

Conventional Banks

4.33% 4.34%
4.16%

3.87%

2.85%

2.62%

16%

N

2012 2013 2014 2015 2016 2017 2018

Conventional Bank | =@ Islamic Bank
Source: Financial Service Authority (OJK), data already processed

An alternative to maintaining bank remains not in carrying out
its business transactions in addition to improving the intermediation
function to the public only, but also able to optimize the use of costs. For
the banking industry, the use of cost optimization becomes a vital role,
since along with the low costs incurred by the bank and compensated with
the welfare of the employees, it will increase the loyalty. Increased loyalty
from employees can take an impact the increased motivation to work from
employees who indirectly have an impact on the increase in the bank’s
revenue. In addition, the effectiveness in the management of costs, the
sharia bank can be able to compete with conventional banks; in doing so

it is unusual for the community to conduct transactions with sharia banks.

Vol. 4 No. 1, January - April 2019
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However, when referring to the graph 3 below, the ratio of operational
costs to the operating income of sharia banks is still not as good as that of
conventional banks. Therefore, sharia banks require proper management
in order not to occur waste in the expenditure of costs used in operations
such as labor costs, promotion costs, general and administrative costs, and
investment costs for IT and non IT (Cooper & Kaplan, 1990; Donsyah
Yudistira, 2004; Maudos et al., 2002).

Graph 3. Cost Efficiency Ratio of Islamic Banks Versus Conventional
Banks

96.22%

2012 2013 2014 2015 2016 2017 2018

Covnetional Bank -0 Islamic Bank

Source: Financial Service Authority (OJK) data already processed

There is a weakness in the sharia bank industry in Indonesia,
which is the majority of sharia banks still owned by conventional banks.
In doing so, the operational and management of sharia banks has referred
to that of conventional banks (Nugroho & Anisa, 2018; Prasetiyo, 2011).

In addition, sharia banks must be able to be independent in the conduct

Vol. 4 No. 1, January - April 2019
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of sharia principles and sharia purposes (maghasid sharia), it provides the
Muslim society to transact in sharia banks aimed at carrying out Islamic
teachings. Quoting Fahmi (2012), instruction to totality in the Islamic
religion is listed on QS. Al-Bagarah verse 115, which meaning: “ ... and
to Allah belongs the east and the west. So wherever you [might] turn, there is
the Face of Allah. Indeed, Allab is all-Encompassing and Knowing.” Islam is
a comprehensive religion with the principles of sharia which are not only
implemented only in the worship aspect, but also on all aspects of life,
such as political, legal, socio-cultural, and economic aspects (Hidayah et
al., 2018; Mujib, 2005).

Sharia banks, as banks running operations based on sharia
principles, should be able to maintain the trust of the people not only
from the product side that has complied with the Islamic teachings and
principles, but also able to give a social impact. Thus, the management
of sharia banks also requires specialized competencies that not only
understand banking operations but to manage banks also understand
sharia values and principles. If conventional bank managers succeed at
managing the banks, it does not mean that when s/he leads Islamic banks,
it will guarantee being successful. As a manager, s’he must be implemented
in the behavior and attitudes of the Islamic bank leadership. However,
the phenomenon of sharia bank leadership has currently been dominated
by the management of the parent bank. Therefore, the underdeveloped
business of Islamic banks is due to a gap in the capacity of the management
of Islamic banks, which is originated from conventional banks, related to
understanding Islamic principles and values.

The business sustainability has highly been dependent on the
revenues and profits that the company has earned, including sharia banks
(Stubbs & Cocklin, 2008). In a business ethics perspective, profit has

gained in a good way, and must not acquire it by dissocializing all means.

Vol. 4 No. 1, January - April 2019



Indonesia Islamic Bank Profitability 2010-2017 81

The implementation of business ethics in the company has been reflected
by the good governance, namely the implementation of the principles of
transparency, accountability, responsibility, and fairness (Abu-Tapanjeh,
2009; Bedicks & Arruda, 2005; Sholihin, Harnovinsah, & Aulia, 2018).
Furthermore, carrying out business activities, sharia banks has combined
financial aspects with morality and religiosity. Therefore, sharia banks have
a social and spiritual responsibility to the community because the business
orientation not only to achieve the worldly welfare but also for safety in
the hereafter. Business competition is inevitable, but sharia banks should
prioritize the principles of justice and prohibit the following activities:
providing under standard wages, manipulating financial statements and
other activities which ultimately harm the community.

Following the above phenomenon related to the high NPF
condition of Islamic banks compared to conventional banks (the graph
2), there is a gap where Islamic banks should have lower NPE Islamic
banks that have an operational basis with Islamic principles should have
better quality financing compared to conventional banks. Sharia principles
related to understanding shariah principles that include maqasid sharia,
maslabah, and falah should be embedded in the customer’s perspective and
also the view of internal parties from Islamic banks (Arafah & Nugroho,
2016; Nugroho et al., 2019)discussion on this paper limited by questions:
(i. Therefore, the development of Islamic banks is the responsibility of all
parties. The ability of Islamic banks to manage their business has been
on target, which means that all expenses and use of fees from Islamic
banks promote the principles of good governance. Islamic banks have
greater operational costs compared to conventional banks (the graph 3).
Meanwhile, sharia principles and sharia values teach that in managing
sharia banks, wasteful behavior should be avoided (Fatahillah, 2013;
Wahyuni, 2013).

Vol. 4 No. 1, January - April 2019
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Related to Islamic bank management which has been dominated
by parent bank management (conventional bank), this study aims
to examine such questions as: is there an influence from parents’ bank
management on profitability (ROA)? is there an effect of bad financing
ratio on profitability (ROA)? and, is there an influence of the cost efficiency
ratio on profitability (ROA)? Nevertheless, this research is expected to
contribute to the understanding of sharia banking operations, and provide

input related to the management of profitability for the board management

of sharia banks.

Considering Agency Theory

In agency theory, agency relationships arise when one or more
people employ others to provide a service and delegate decision-making
authority to the agent which may be arise asymmetry information (Jensen
& Meckling, 1976; Willenborg & McKeown, 2000)we find that the
presence of a GC opinion is positively related to whether a stock delists
(for deleterious reasons. Regarding this research, investors, owners of
funds and/or shareholders and governments act as authorizing parties
(principals), while the bank is the party receiving authority (agent). The
relationship of agency and banks has been more complex than that of
non-bank companies (Gutner, 2005; Siringoringo, 2012). In this study,
the agency relationship has been indicated by the majority of sharia banks
which has been shared with conventional banks. It important to note that
the conventional banks as the shareholders of sharia banks have an interest
in the performance of sharia banks (Nugroho et al., 2017). These interests
arise since the performance of a subsidiary will affect the performance of
the parent company; the company’s report will be consolidated with the

company’s financial statement to a consolidated financial statement.
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According to Listiana & Susilo (2012), a consolidated financial
statement is a report that presents the merger of the operations of one
subsidiary or more with the company’s parent. The phenomenon in
Indonesia, almost all sharia banks in Indonesia, has been owned by the
main bank which is also a conventional bank except the Bank Muamalat.
Thus, the parent company through its share ownership can place its
employees to become management in subsidiaries. Whereas according
to Chairunnisa et al (2013), which refers to the explanation of Article
29 of Law No. 1 of 1995, the company has a special relationship with
other companies because of: more than 50% (fifty percent) of its shares
are owned by the parent company; more than 50% (fifty percent) of
votes in the General Meeting of Shareholders controlled by the parent
company; and control over the running of the company, appointment
and dismissal of directors and commissioners is strongly influenced by the
parent company. Furthermore, according to Satibi et al (2018), conflicts
of interest in Islamic banks between agents and principals will not happen
because of the similar objectives, namely to implement sharia principles
(magqashid shariah, maslahab, falah). There are no more personal, group
and company interests. Islamic banks as entities not only prioritize profits,
but have social goals such as overcoming social problems: alleviating
poverty, cutting unemployment, and preserving the surroundings.

The parent bank management, which is its directors originated
from conventional banks, shows the interests of shareholders aiming to
ensure that investments can provide optimal results. These directors from
the parent bank should have an impact on increasing the profitability of
Islamic banks because it is considered that they have a lot of experience,
such as training and better education. This fact is undeniable, considering
for an example Bank Rakyat Indonesia (BRI) as the oldest conventional

bank which was established since 1896, compared to the oldest Islamic
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banks (Bank Muamalat) which was established in 1992 (Wulandari,
2018). This fact has been striking the Islamic bank’s internal capabilities
compared to conventional bank employees both in terms of quantity and
quality aspects. In line with this, according to Rusydiana (2016) and Satibi
et al (2018) Islamic bank human resources are still lacking in terms of
both quality and quantity; it is expected that the conventional banking
management can support good quantities and employee competency
in that of Islamic banks. However, it should also be noted that in order
to lead and manage Islamic banks, they must have sufficient knowledge
related to the concepts and operational principles of Islamic banks, which
of course are different from conventional banks. In addition, the impact of
conventional banks dependency will be stronger if too many Islamic banks
use labor from conventional banks, and take an effect the work culture of
Islamic banks. There is a possibility that the increasing number of Islamic
bank workers from conventional banks can reduce Islamic values.

Asset quality is all the total assets owned by the bank with the
intention to obtain the expected income. One of the calculations and
formulas for the asset quality ratio used by rating agencies recognized
by Bank Indonesia (Central Bank) is non-performing financing (NPF).
The NPF ratio shows the quality of credit assets that have substandard
collectability, doubtful collectability and bad collectability of the total
financing. The greater the NPF indicates that the bank faces problem
loans so that the return on community funds (savings) in the bank will be
problematic and have an impact on decreasing profits at the bank (Drake
etal., 2009). In addition, the higher the NPE the more available capital in
banks because the increasing number of bad loans will reduce the amount
of available capital because if profits decline and even experience losses,

then the capital held by the bank will be used to finance bank operations.
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Business efficiency means that costs incurred to produce profits
are smaller than the profits derived from using these costs. Banks that are
inefficient in their business activities will result inability to compete in
raising funds from the public and inchanneling these funds to the public
as the bank’s business capital. With the efficiency of banking institutions,
especially the efficiency of operational costs, the optimal level of profit will
be obtained. The impact of optimal profits is the increase in the amount of
funds channeled, more competitive costs, improved service to customers,
and increased public trust in banks (Sari, 2017; Sukarno & Syaichu, 2006).
The efficiency ratio used to measure the ability of bank management
to control operational costs against operating income. Operating costs
which is smaller than operating income shows the more efficient of the
operational costs incurred by the bank. The possibility of a bank getting
losses is reduced (Rhoades, 1998).

Profit for the company is very necessary because of the survival
of the company. To make a profit, the company carry out operational
activities. This operational activity can be carried out if the company has
the resources. Company resources are listed on the balance sheet, and the
relationship between the elements that make up the balance sheet can be
indicated by financial ratios. The financial ratio functions as a dashboard
to show the financial health of the company for a certain period. Therefore,
financial ratios are useful for defining the effectiveness of the relationship
between financial ratios and economic phenomena.

Profit provides a positive signal about the company’s future
prospects about company performance. With the earnings growth that
proceeds to increase from year to year, it will offer a positive signal to
the community and all stakeholders regarding the company’s operation
(Rhoades, 1998). Good corporate profit growth reflects that the company

has good expectations and investment funds from investors will also be
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secure (Shaffer, 2002; Von Thadden, 2004). Thus, if the profitability ratio
(ROA) of Islamic banks has a good performance, then as an institution
based on sharia principles will play a role and contribute more to the welfare
of society (Choudhury & Hussain, 2005). There is a verse in the Qur'an
that deals with the good benefits of commerce (business) where Allahhas
invited humans to seek benefits from this earth, with the condition that
they are always being grateful.

One form of gratitude is in the form of giving kindness to others.
The company’s goal to achieve maximum profit should be accompanied
by the company’s goal to share with fellow human beings, nature and the
environment, both sharing in the form of giving part of profits, sharing
knowledge and technology, and sharing in other ways that are considered
beneficial for social well-being. According to Karim (2011) all profits
earned by the company should not make the company owner become
stingy and arrogant, because with increasing assets, a company must be
more generous and willing to share which stated in QS. Al-Munafiqun
verses 9-10, meaning “O you who have believed, let not your wealth and
your children divert you from remembrance of Allah. And whoever does that -
then those are the losers. And spend [in the way of Allah] from what We have
provided you before death approaches one of you,” and he says, “My Lord, if
only You would delay me for a brief term so I would give charity and be among
the righteous.”

Research Method

This study uses panel data, namely all Islamic banks with a total of
nine banks and have complete data for the period 2007-2017. Furthermore,
from these data, a total of 71 observations were obtained, namely all
Islamic banks which published complete information in accordance with
the criteria of the variables in this study. The mechanism selecting the data

as follows:
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Table 1. Determine of Sample Mechanism

Steps in determining the sample Number of Samples

Sharia Commercial Banks (Bank Umum Syariah-

BUS) registered with the Financial Services 13

Authority (OJK) in the period (2010-2017)

Sharia Commercial Bank (BUS) that does not have 3

a Parent Company

Outlier data -1
9

Observation Year 8
72

There is one bank whose data was incomplete in 1

2013

Total 71

Operational Variable

The independent variable used in the study was the management

from parent company, non-performing financing and cost efliciency.

Meanwhile, the dependent variable is profitability or return on assets. The

operational variables in this study can be shown in table 2 as follows:

Table 2. Operational Variable

Variable Definition Formula Scale
Management from Directors of Islamic banks .
. Directors from Parent .
Parent Company  appointed by the parent Company All Director Ratio
(X1) company ~ompany- ceror
Financing whose
Non Performin installments are not Bad financing of Islamic
Fiiancein © (XZ)g on time and have sub- Bank All Financing of Ratio
& standard, doubtful and loss Islamic Bank
categories
. Operational costs incurred ) .
Cost Efficiency mpared t catin Operating Cost of Islamic Rai
Ratio (X3) compared to operating Bank Operating Revenue atto

revenue

Vol. 4 No. 1, January - April 2019
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Asset Return Rate is a

profitability ratio that

shows the percentage of
Return on Asset  profit (net profit) obtained Return of Islamic Bank
) by the company with Asset of Islamic Bank

respect to the overall

Ratio

resource or the average
amount of assets

Based on table 2 above, the research equations obtained are as

follows:
ROA = a + B1PR + B2NPF + B3CER + (1)
Remark:
ROA : Return on Asset
a : Coefhicient
PR : Board Management/Director from Parent Company Ratio

NPF  : Bad Financing Ratio
CER : Operational Cost Ratio

Result and Discussion

The results of processing independent variables and dependent
variables using statistical statistic tools Stata version 13, and regression

analysis methods, the following results are obtained:
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Table 3. Regression Statistic of Parents Management (PR), Bad Debt
(NPF), Efficiency (CER), and Profitability (ROA)

Source SS df MS Number of obs = 71

F( 3, €7) = 30.61

Model .209882003 3 .069960668 Prob > F = 0.0000

Residual .153123627 67 .002285427 R-squared = 0.5782

Adj R-squared = 0.5593

Total .363005631 70 .005185795 Root MSE = .04781

ROAR Coef. Std. Err. t Pxlt| Beta

PR -.1318301 .047345 -2.78 0.007 -.2555822

NPF -.4503546 .0721797 -6.24 0.000 -2.467363

CER —-.4463064 .0682811 -6.54 0.000 -2.585917
_cons .7073104 .0631893 11.19 0.000

Source: Regression by Stata Version.13

Referring to the statistical results in table 3 above, the influence of
all independent variables, including management ratios from the parent
bank, problematic financing ratios, and efficiency ratios have a significant
effect on profitability or ROA. This significant effect is indicated by the
R-squared value of 57.82%. Furthermore, the management variable
from the parent bank has a negative and significant effect on return on
assets. 'The greater number of managements from the parent banks will
reduce the ROA of Islamic banks. Whereas problematic financing also has
a negative and significant impact on profitability in which the increase
in problematic financing will have an impact on decreasing profits; the
ROA of Islamic banks also decreases. Likewise, with operational costs, the
higher costs incurred will have an impact on the low income from Islamic
banks which will reduce ROA. The equation from the statistical results in

table 3 are as follows:

ROA = a — 0.1318PR — 0.4503NPF — 0.4463CER+ ¢ (2)

The establishment of Islamic banks in Indonesia is inseparable from

the involvement of conventional banks. All Islamic banks are subsidiaries of
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conventional banks except Bank Muamalat and Bank Aceh. In accordance
with the results, the number of directors originating from the parent bank
will reduce the profitability or ROA of Islamic banks. Decreasing ROA
is due to the fact that the number of directors of the parent bank must
be further analyzed. In fact, the assumption is that the parent bank will
provide the best employees to work for subsidiaries (Islamic banks), and
employees which are more experienced than Islamic banks.

Some possibilities can occur which include several considerations.
Managing Islamic banks with conventional banks is different; special
approaches are needed to compromise Islamic values and sharia principles
which are not found in conventional banks. The low tight up of the board
of directors from conventional banks would be undeniable to increase
the performance of Islamic banks. It is possible that there is an aspect of
lack of ownership of the board of directors, because they work in Islamic
banks for appointments from the parent bank, and at some time there
is a possibility of returning to work for the parent bank. Along with the
presence of the directors of the parent bank, there is the possibility of
increasing the overhead costs of Islamic banks to pay for the operations of
the management board.

Reconsidering the number of directors in Islamic banks which are
originated from the parent bank has not had a positive impact on the
ROA of Islamic banks. Some characteristics must be possessed as leaders in
Islamic banks that are not necessarily owned by employees at conventional
banks. According to Lailatul (2017), the characteristics of sharia bank
leaders must have good morals. As for leaders with good morals must have
the following characteristics consistency (istigamah), humble (tawadu),
hard work (tawakal), sincerity (ikhlas), totality (kaffah), balance (tawazun)
and integrity (ihsan).
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Problematic financing is still an obstacle to Islamic banks because,
with the many problems financing in Islamic banks, it will trigger an
impingement on the difficulty of liquidity of the Islamic bank (Soekapdjo et
al., 2019). Problematic financing can be slimmed down through increasing
literacy from customers related to their responsibility for the money
they borrow. When someone takes a debt, it must really be considered
the ability to pay so that it can be predicted that the debt can be repaid
properly. According to Cahyadi (2014), Islam allows debt because debt is
part of helping fellow human beings (hablun minan naas) as mentioned in
the Qur’an, al-Maidah, verses 2 which meaning “O you who have believed,
do not violate the rites of Allah or [the sanctity of] the sacred month or [neglect
the marking of] the sacrificial animals and garlanding [them] or [violate the
safety of] those coming to the Sacred House secking bounty from their Lord and
[His] approval”

However, the Prophet Muhammad indeed allowed debt, but the
Prophet also taught the people to avoid debt because debt would bring
concern and humiliation if it was used not in accordance with religious
guidelines or intended for bad deeds. This was confirmed by the Prophet
in another hadith narrated by Baihaqi, “Be careful you are in debt, in fact,
the debt brings worry at night and causes humiliation during the day.” Some
considerations that need to be understood and when taking loans are as
follows: debt only in force/difficult circumstances; do not procrastinate in
paying off debt; delaying repayment of debt is an unfairness; if there is a
late payment due to financial difficulties, let the person in debt notify the
person who makes the loan; and use the loan money as well as possible
while realizing that the loan is a mandate that must be returned.

Efficiency has an important role to improve the competitiveness of
a company. Efficiency must be based on the effectiveness of the use of costs

in accordance with optimal results for Islamic banks. This study found that
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the higher ratio of operational costs will take an impact on decreasing ROA.
The use of costs, both operational expenditure and capital expenditure to
carry out business operations of Islamic banks, must be calculated properly
so that their use does not exceed the established budget According to Arief
(2012) wastefulness and over-exaggeration in the Islamic perspective are
strictly prohibited, it is stated in the Qur’an, al-Isra, verse 27, meaning
“Indeed, the wasteful are brothers of the devils, and ever has Satan been to his
Lord ungrateful.” Besides that, there is also mentioned in the Qur’an, al-
A’raf verse 31, meaning “O children of Adam, take your adornment at every
mosque, and eat and drink, but be not excessive. Indeed, He likes not those
who commit excess.” Islamic banks which have an afterlife orientation must
be able to innovate according to the needs and demands of the people,
without reducing Islamic values. The simplicity of Islamic banks cannot be

construed as reducing the competitiveness of Islamic banks.

Conclusion

The board of directors originating from the parent bank has
a negative and significant influence on the ROA of Islamic banks. The
placement of parent bank employees (conventional banks) in Islamic
banks needs to be reconsidered because they have not provided optimal
benefits. Along with the limited number of human resources who have
specialized competencies in understanding sharia principles and values, a
collaboration between educational institutions and the Islamic industry is
needed to adjust the demand and supply of labor in the sharia industry.

Problematic financing has a negative and significant effect on
ROA of Islamic banks. Problem financing for Islamic banks needs special
attention because it has a direct impact on the performance and quality of
Islamic bank financing in Indonesia, which is not yet better with the quality

of credit at conventional banks. Furthermore, problematic financing can be
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mitigated through increasing sharia financial literacy to customers and also
improving the quality of proper financing analysis from internal Islamic
banks through adequate training and training for sharia bank employees;

The operational financing ratio has a negative and significant
effect on the ROA of Islamic banks. Sharia bank operations must be
more efficient by investing in digital platform-based services for the
retail segment. In addition, Islamic banks should have a more simple and
effective organization. The current phenomenon of many Islamic bank
organizational structures that duplicate the parent bank even though the
size and focus of the business are different.

Islamic banks must be able to introduce and improve literacy, both
to internal employees and the public. Good literacy amongst the leaders
of Islamic banks will raise the ability to manage the banks in accordance
with Islamic values and principles. In addition, problem financing can
also be reduced through awareness of the borrower in accordance with
the precepts of faith, that the loan must be paid back. Likewise, the use
of monetary values, must be adapted to the needs and not excessive. This
study focuses on the performance of Islamic banks from which return
on assets (ROA) is an indicator. Therefore, further research related to the
effectiveness of bank organizations and the application of good governance

in Islamic banks is being suggested.
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