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ABSTRACT

This study examines the elements of Shariah governance in Islamic financial institutions in Nigeria. In this
study, a quantitative research method is utilized to gather data via a survey approach using questionnaires. The
data were acquired from members of ACE, SAs, academia, religious preachers, banks customers and banks
auditor in Nigeria. The outcome of the study demonstrated that the Advisory Committee of Experts, and Board
of Directors have a positive significant relationship with Shariah governance of the Islamic financial institutions.
Furthermore, this study found Executive Management to have a negative significant relationship with Shariah
governance. However, the outcome of the study demonstrated that the Shariah audit has a negative insignificant
relationship with Shariah governance. This study shows that Shariah governance of Islamic financial institutions
needs to work in coordination with the Board of Directors, Executive Management, and Advisory Council of
Experts to achieve the obejective of Islamic finance and Shariah compliance in every product and service.
Therefore, the result of the study may assist practitioners and users in recognising the elements that influence
Shariah governance as the backbone of Islamic finance in Nigeria. Also, the study contributes to non-interest
banks by confirming the elements of the Shariah governance that may impacts the development and growth of
non-interest banks in the country.

Keywords: Islamic Financial Institutions, Nigeria, Non-Interest Banks, Shariah Governance.

microfinance bank called Al-Barakah started
operation in 2010 in Lagos State, Nigeria. In

1. INTRODUCTION

Islamic finance and banking (IFB) is one of the
fast-developing sectors in the global financial system.
Islamic banks nowadays are operating in various
Muslim and non-Muslim countries. In Nigeria, the
first Islamic bank (Muslim Bank of West Africa
Limited) was established in 1961. However, the
operation of that bank was short-lived in 1962 when
the then Minister of Finance ordered the bank
closure. After some vyears, the Central Bank of
Nigeria (CBN) in 1992 again granted a license to the
Habib Nigerian Bank limited (later Bank PHB PLC
and now known as Keystone Bank) to commence
non-interest banking service on a “window basis” [1].
Similarly, Lotus Capital Limited was established as a
halal fund in the year 2004 and has been operating as
an Islamic financing company dealing in Shariah-
compliant investment and fund management
activities. Moreover, the first full-fledged Islamic

addition, in 2012 the first full-fledged Islamic non-
interest bank (Jaiz Bank) commenced operation and
has been in operation since then till date [2; 3].

The operation of IFB in Nigeria is deficient
without acknowledging the contribution of the Banks
and Other Financial Institutions Act (BOFIA 1991).
The CBN is the highest regulatory body assigned
with the responsibility of issuing licenses for the
operation of all banking services in Nigeria. The
pronouncement of the CBN Act 2007 and BOFIA
1991 was indeed a significant improvement in the
attempt to confer some measures of autonomy to
CBN to effectively carry out its core mandate [3].
The CBN Act of 2007 flagged another period of
economic reforms in Nigeria. One of the autonomy is
to functions as supervisor and regulator of the Non-
interest Banks (NIB) in Nigeria. It is, hence,
important to mention that the stipulations of the CBN
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Act 2007 and BOFIA 1991 create a valid basis for the
operation of NIB in the country [4; 2]. According to
[5] Islamic banking (IB) in Nigeria is classified under
“specialized bank” acknowledged by the BOFIA
1991. Subsequently, NIB is commonly based on
Islamic commercial jurisprudence (ICJ) [6].

According to [7], interest (riba) is prohibited in
Islam, unlike the traditional banking system which is
based on interest. The modern IB system has been
introduced to the market as an alternative to the
traditional banking system. The operation of IB must
be in accordance with the Shariah principles whereby
the charging or collection of interest and other
contracts or activities are prohibited by Shariah [8].
In this regard, to guarantee compliance of Shariah,
services, products and contracts should be endorsed
and supervised by the Financial Regulation Advisory
Council of Experts (FRACE) established and
regulated by CBN, and the Advisory Committee of
Experts (ACE) established and regulated by other
financial institutions. These bodies are known as
Shariah  Advisory Council (SAC) and Shariah
Advisory Board (SAB) in other countries such as
Malaysia [9; 10].

The customers of IB require compliance with
Shariah regulations [11; 12]. Effective and strong
Shariah governance (SG) practice enhance the level
of confidence in IB. Without an adequate SG
component, the bank operations would face non-
Shariah complaint risk, reputational risks, and loss of
revenues. Diverse regulatory authorities around the
world have issued various guidelines and standards to
improve SG practices in Islamic financial institutions
(IFIs). SG is a unique element to IFIs where the
ACEs plays a leading role in guaranteeing IFIs
compliance with Shariah principles. Despite being a
unique element of IFls and IBs, recent studies by
scholars and World Bank [13] reported that the SG of
IFIs is considered to be relatively weak. The
weaknesses are attributed to the lack/inadequate
inclusion of provisions for the SG in the legislation at
the national level. The adequacy of SAC has likewise
been questioned and highlighted since it always lacks
members with various technical backgrounds [14].

[15] stated that there is a dearth of literature in
the supervisory and regulatory framework for Islamic
finance, particularly on SG. In addition, [16] affirm
that uncertainty of SG and enforceability issues are
identified under the Nigerian Islamic finance system.
Therefore, SG is important but it is not only to
established Shariah-compliant but also to build
customers confidence. From Nigeria point of view,
the SG framework issued by the CBN is a drive to
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reinforce the SG framework in IFIs [17]; [18[; [9].
Therefore, the primary objective of this study is to
examine the impact of the important elements of the
SG such as the Board of Directors, Executive
Management, ACE and Shariah Audit on the
improvement of SG of IFls in Nigeria. The study
adopted primary data collection.

2. LITERATURE REVIEW

2.1. Shariah Governance

In 2012, the operation of full-fledged 1B was
launched in Nigeria 2012 with Jaiz Bank by the
approval of the CBN. To strengthen the Shariah-
compliant of IB in the country, the CBN issues
regulations to robust the operation [19]. SG is an
important and unique element of the IB industry [20]
which differentiates 1B from the traditional banking
system. The SG guarantees the compliance of Shariah
in IFIs [14; 21]. The Islamic Financial Service Board
(IFSB) (2009) describes SG as “ a set of institutional
and organizational arrangements through which IFls
ensure that there is effective independent oversight of
Shariah compliance over the issuance of relevant
Shariah  pronouncements/resolutions  and its
dissemination, as well as an internal and annual
Shariah compliance review/audit” [22, P.2].

According to [14], SG is regarded as the
hierarchical and deliberate process which would
empower the identification of a much larger group of
actors aside from the top management to be
considered as potential practitioners. Moreover, a
robust SG requires the establishment of effective
structures, controls and processes to ensure that
Shariah principles and requirements are fulfilled in
all the operations and transactions of IBs. SG
indicates a mechanism to upholding Shariah rules in
everything relating to running affairs of Shariah
compliant of Islamic finance. It is also viewed as a
part and parcel of the corporate governance of IFls.
SG is vital to guarantee effective compliant of
Shariah and validity of IFIs transaction [23].

[24] noted that SG is viewed as a unique kind of
governance in the architecture of finance. It involves
the religious aspect of the general activities of IFIs as
compared to the traditional concept of corporate
governance. The author further stated that due to the
development of Islamic finance around the globe, the
Shariah board (SB) require an upgraded governance
framework. Especially, efficient SG is important to
strengthen the credibility of IFIs. Inability to provide
adequate SG would unavoidably lead to serious
disturbances in the market which would have critical
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effects for IFls. A study conducted by [18] concluded
that an effective and sound SG will give the general
public confidence about Islamic finance in Nigeria.

A SG refers to a mechanism or institutional
procedures through which effective supervision,
accountability, and obligations of managing IFls are
ensured to be in accordance with Shariah principles
and rules. Subsequently, ensuring SG of IFls and
transactions through it is a crucial regulators’
responsibility [16]. To execute SG more effectively
and appropriately in the IFls, there are major
elements of SG that must play a significant role.
These elements are the Board of Directors, Executive
Management, Advisory Committee of Experts
(ACE), known as Shariah Advisory Council (SAC) in
some countries, and Shariah Audit or Shariah review
[9]. These elements are highlighted in the
subsequence sections.

2.2. Advisory Council of Experts

The globally recognized terminology for the
Shariah Supervisory Board (SSB) and Shariah
Advisory Council (SAC) is FRACE and ACE in
Nigeria. SSB is simply known as SB. ACE is
frequently considered as the essential player in the
SG of IB as stated by [25] that, to monitor the daily
operation of 1B, the SBs need to certify that Shariah
principles and rules have been observed in all 1B
services and activities. [24] further clarify that ACE
is an independent group assigned with the duty of
supervising, reviewing, and directing the activities of
IFIs to be compliant with Shariah principles. A
similar definition was given by IFBS as cited in [9]
that “a body comprised of a panel of Shari’ah
scholars who provide Shari’ah expertise and acting as
special supervisors to the institutions” (P. 304).

Accounting and Auditing Organization for
Islamic Financial Institution (AAOIFI) in [26] also
describes ACE as “an independent body entrusted
with the duty of directing, reviewing, supervising the
activities of IFIs for the purpose of Shari’ah
compliance and issuing legal rulings pertaining to 1B
and finance” [27]. [8] posit that SB are experts in
Islamic commercial jurisprudence. The authors
mentioned that experts in another field can be among
the ACE such as experts in economics, law, banking,
Islamic economics as the technical members. The
main duties of the SB are to supervise the core
activities of IFIs and also to guarantee that IFls
services, products, and businesses are compliant with
the objective of Shariah. They issue guidelines and
fatwas base on Shariah principles. [12] affirm that
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ACE members are the significant pillar of the SG.
Moreover, an independent, competent and
empowered ACE is significant to certify the
compliance of Shariah instruments.

[28] asserted that the major requirement for IFls
that offer products and services of IB is the
establishment of ACE to advise and to ensure that all
services are in line with Islamic principles. [29] is of
the view that there is a shortage of Shariah competent
in the field of Islamic finance and banking. [17]
suggested that this issue of shortage of Shariah talents
and manpower can be solved by establishing a
research centre to train Shariah scholars in Nigeria. A
study by [21] examined the effectiveness of ACE in
IB in the Malaysian context, particularly, the issues
related to the eligibility of SB members such as
consistency, independence, competency, and up to
date information and knowledge. [30] investigated
the role of the Shariah scholars outside and inside of
the Islamic banks' operation such as Shariah
consulting firms, SAs and ACE. The study also
investigated the functions of ACE. The main find of
the study is the absence of standardization of the
position of Shariah scholars within the corporate
hierarchy in Islamic banks. Based on the above
arguments, this study proposed the following
hypothesis:

H1: ACE is positively related with SG.

2.3 Executive Management

Executive management (EM) of a financial
institution is the top management committee
including the highest management staff and executive
directors of the bank. This EM review and formulate
strategies to implement the board’s strategic
directions in numerous areas such as external
relations, investor relations, customer service,
operations, manpower planning, strategic planning,
financial and  business  performance, and
organizational competence among others [31]. [8]
examined the role of SSB and EM and recommended
that the EM of Islamic banks should be guided by SG
revelation. Also, [32] emphasized the significance of
EM in the process of the legitimacy of SG. The
author stated that an organization's achievement
particularly on Islamic banks is subjected to the
tendency of the organization to implement Islamic
principles. SG should depend on the organizational
administration based on the ethical code of conduct
and the establishment of acceptable resources for
business operation. The process and strategies would
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be deficient in case there are not realised and
administered absolutely [32].

A study conducted by [33] found that the EM
influence IFIs procedure on SG rules in Bangladesh.
[34] also affirmed that a sound SG will enhance the
Shariah  implementation quality by making
appropriate combinations and linkage with EM, SSB,
and other parts related to the organization. It has also
been found by [34] that EM of Islamic banks
indirectly influences the functions and practices of
the SB, their activities and other decision making.
Nevertheless, from either moral or ethical grounds,
EM does not have absolute power to control SB
activities. Sometimes EM and BOD utilize the SB as
a showcase and rubber stamp to achieve their
objective and to maximize profit either fully or
partially. Hence, the above lead us the propose the
following hypothesis.

H2: EM is positively related with SG.

2.4 Board of Directors

The financial institution’s Board of directors
(BOD) helps managers and protects shareholders to
expands the banks’ profitability [35]. It has been
found by [20] that BOD utilizes the ACE in
achieving its goals. BODs are responsible to carry out
the recommendations of ACE and take care of the
management to guarantee the business activities of
the organizations are in accordance with the
principles of Shariah and satisfy the interest of all
stakeholders. Besides, management ought to provide
compliance of the Shariah report of all Islamic banks
activities to the BOD [36]. In Nigeria, the BOD of
IFIs shall appoint members of ACE subject to the
approval of the CBN. More so, the appointment shall
be for a renewable term of four (4) years subject to a
maximum of three (3) terms [37; 38].

Traditional banks contain a single layer governing
body with the BOD and executive while Islamic
banks have an extra layer known as ACEs that
monitors the activities related to Shariah. The role of
ACE is to supervise whether Islamic banks contain
prohibited trading [39; 40]. The BOD’s control and
oversight supervised the business of the corporation.
The BOD hand over its powers to the chief executive
officer (CEO) to manage the business. The authority
is responsible to transmit the power from the CEO to
the executive management and senior. The
responsibility of BOD is to monitor and supervise the
performance of the management [41]. Furthermore,
the BOD have the authority to appoint SAC and is
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supervised by the regulations and rules. Also, BOD
will be accountable for any non-Shariah compliance
in the IFIs activities [42].

[32] described the BOD as an important element
that encourages strong SG in IFIs. The author further
examined four pillars of SG and considered
management and BOD as the first pillars of the SG
framework. The success of an organization,
particularly Islamic banks, is subject to the
preparedness of the administration to endorse and
essentially enact Islamic principles in the operation of
the organization. Equally, [43] emphasized the role of
the BOD in guaranteeing the adequate
implementation of the SG. [61] examined the
significance of SG of the Islamic banks and
emphasized similarities between traditional banks
and Islamic banks. The authors likewise
recommended that SG is a criterion for Islamic banks
that could entice potential investors. In addition, the
BOD of the Islamic banks shall refer to the FRACE
as the authority if there is any conflict [9]. Hence, the
following hypothesis is proposed.

H3: BOD is positively related with SG.

2.5 Shariah Audit or Shariah Review

Shariah audit (SA) is an independent examination
of the financial transaction of IFIs to guarantee
adequate Shariah-compliant of Islamic financial
products and services [11]. [44] elaborate the main
objective of SA as “to ensure that the management of
an IFI discharges their responsibilities in relation to
the implementation of the Shariah rules and
principles as determined by the IFI’s Shariah
Supervisory Board” (P.378). In addition, [45] defines
SA as “periodical assessment conducted from time to
time, to provide an independent assessment and
objective assurance designed to add value and
improve the degree of compliance in relation to the
IFT’s business operations, with the main objective of
ensuring a sound and effective internal control
system for Shariah compliance” [45, p. 23].
Moreover, SA is one of the most important
components of Islamic banks and it is different from
the traditional banks [20].

A study conducted by [46] found out that the SA
function has put value into IFIs in time of Shariah-
compliant principles. The authors further assessed the
effect of the SA function in time of SG
implementation utilizing a case study approach that
incorporates interviews about SA. The study
concluded that the risk of non-Shariah compliant
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could be alleviated through proper SA. [47] examined
the existing SA practices among IFls in Malaysia
utilizing interviews as a method of data collection.
The study showed that the current practices of SA in
Malaysia are in the initial stage and still need
upgrading.

[48] claimed that SA should include a systematic
review of the operational aspect of the Islamic banks.
This will involve an investigation of the procedures
and policies of Islamic banks such as contracts,
operational processes, manuals products and so on.
SA equally requires inspecting the organizational
structure to confirm if it is feasible to undertake
compliance of Shariah activity. This will occur if
there is available quality of staff with adequate
knowledge of Islamic jurisprudent to sustenance the
operations of Islamic banks. [49] investigated
empirically the gap between “the actual and desired”
practice of SA in the Islamic banks in Malaysia. The
outcome of the study revealed that there is a gap
between “the actual and desired” and it demonstrates
that SA functions do not have any considerate impact
on Islamic banks in the country, despite its potential
as a monitoring instrument for Shariah compliance.

Another study by [50] assessed the significance
and independence of SAC members in Islamic
cooperatives and IFlIs in Malaysia utilizing
questionnaires. The results show that 52% of SA has
total independence. The authors' view team members
of SA as deficient and lack experience. The
respondents opined that SA should enhance their
educational level. The outcome of the previous study
also shows that the shortage of SA talents is one of
the main issues and challenges facing IFIs globally
[51; 52]. More so, the scarcity of competent and
qualified SA to perform the SA is one of the
challenges facing the IFIs in Malaysia [51; 52]. Thus,
we proposed the following hypothesis:

H4: SA is positively related with SG.

3. METHODOLOGY

Islamic finance is one of the fast-growing
financial institutions in the global financial system.
Therefore, the main objective of this research is to
examine the impact of the basic elements of SG such
as the BOD, EM, SA, and ACE as independent
variables on the improvement of SG of IFls in
Nigeria. The population of the study consist of all the
members of ACE, SAs, academia, religious
preachers, banks customers and banks auditor in
Nigeria. Since there is no record of the total number
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of the target population, this study uses a non-
probability type of sampling. Also, a convenience
sample technique was used for the data collection.
According to [53] and [54], this method is suitable to
be utilized during the information gathering because
of its convenience and relatively low-cost factors.

The researchers collaborate with one of the
managers from the ACEs, religious preachers, and
the management of the public universities to whom
the questionnaire was sent. One of the ACEs and
other public officers were chosen to assist distribute
the questionnaire to the other members. This is an
alternative method for the researchers to collect data
face to face with the respondents due to the
government movement restriction to prevent the
spread of coronavirus. The questionnaire of this study
incorporates two sections. Section A respondent’s
demographic variables such as gender, age, marital
status,  educational level, designation, and
organization working with. Section B incorporates
the questionnaire items which utilized to measure
four independent variables and dependent variable.
The four independent variables incorporate in this
research (BODs, EM, ACEs, and SA) are adopted
from [8]. 315 questionnaires were returned by the
respondent of which 299 were used for analyses. The
collected data were entered into SPSS and followed
by using PLS-SEM.

4. DATA ANALYSIS

4.1.  Descriptive Statistics

The descriptive statistic based on standard
deviation and mean for the studied variables are
presented in this section as shown in Table 1 below.
Also, Table 2 shows the descriptive statistics of the
demography items. Mean is the average value of a
given data set which is used to measure the central
tendency [55]. In contrast, the standard deviation is
the square root of variance which measures the
variability in the data set. Generally, the mean of the
studies variables is between the range of 4.1338 to
4.3458.

Table 1. Mean and Standard Deviation

s/n  Descriptive Mean Standard
deviation
1. Advisory council of 4.2592 0.59027
experts
2. Executive management 4.3458 0.56827
3. Board of directors 4.3110 0.56462
4. Shariah audit or 4.2562 0.51166
Shariah Review
5.  Shariah governance 4.1338 0.48805
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Table 2. Demographic table
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Variable Description Frequency %
Gender Male 239 79.9
Female 60 20.1
Age 30 and below 57 19.1
31-40 81 27.1
41-50 105 35.1
51-60 47 15.7
61 and above 9 3.0
Marital status Single 83 27.8
Married 216 72.2
Education Level Primary 0 0
Secondary 34 114
Tertiary Institution 265 88.6
Designation Shariah Advisor Committee member 111 37.1
Bank’s Customer 50 16.7
Bank Auditor 49 16.4
Religious Preacher 34 114
Academic/Teacher 55 18.4
Organization working with Full-fledged Islamic financial institution 99 331
Islamic banking branch 65 21.7
Central Bank 41 13.7
Islamic window in conventional bank 29 9.7
Conventional Bank 14 4.7
Government/Private Employee 27 9
Businessmen 24 8

The above result shows that there are more male
respondents 239 (79.9%) than female respondents
(20.1%). Also, respondents of age range 41 — 50 have
the most representation with 105 respondents,
followed by the age group 31 — 40 years which has
81 representations. The age group 60 and above have
the least respondents as it has only 9 representations.
In addition, 216 of the respondents are married while
only 83 are single. In terms of education level,
respondents with tertiary qualifications have 265
representations while only 34 of the respondents hold
a secondary certificate. None of the respondents have
below the secondary education. In relation to the
designation, 111 of the respondents are Shariah
Advisor Committee members, while 50 are bank
customers, 49 are bank auditors, 34 are religious
preachers, and 55 are academicians or teachers.
Lastly, the organizations that the respondents' works
show that 99 of the respondents works at a full-
fledged Islamic financial institution, 65 work at a
branch of an Islamic bank, 41 work at the central
bank, 29 work at Islamic window in a conventional
bank, 14 works at a conventional bank, 27 are
government or private employee while 24 are
businessmen.

4.2. Multicollinearity

According to [56], the issue of multicollinearity
can be assessed through VIF (Variance Inflation
Factors) and the tolerance value (1/VIF). Moreover,

[56] noted that there is a problem of multicollinearity
when the value of VIF is above 5. Hence, as
presented in table 3 below, the value of VIF for all
independent variables is below the value of 5, which
indicate that there is no problem of multicollinearity
in this study.

Table 3. Multicollinearity

Variables VIF

Advisory council of experts 2.417
Executive management 2.453
Board of directors 1.834
Shariah audit or Shariah 1.784

Review

4.3 Measurement model

The purpose of the measurement model is to
ensure the validity and reliability of the model
specification. Hence, this study uses factor analysis to
determine the authenticity of the model. According to
[57], the most important criteria used in evaluating
the theoretical framework is the validity and
reliability of the framework. Furthermore, [57]
recommend that the composite reliability of each
variable should be assessed before establishing the
construct validity through discriminant validity and
convergent validity. To ascertain the convergent
validity, it is compulsory to consider the average
variance extracted (AVE), composite reliability (CR),
Rho_A and the outer loadings of the items [58].
According to [59], AVE and items loadings should
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not be less than 0.50 and 0.70 respectively. However, significance, AVE, and other factors in the model
researchers have proposed that outer loadings that fell [60]. The result of the measurement model is

below 0.70 should be retained if it contributes to path presented in Figure 1 and Table 4 below.

BOD1
-
BOD2 0822 _

BOD3 +—0.726 —]

BODS il
BEOD
ERAL
ERa2 'L-\'cn 828
*— .68 T -0173
EPA4 +—0.876 ——
0.658
Eras il o.368 sG2
Ema : o
0824 sos
ACEL —

T T gu—

i‘\l?ﬁﬁ SE

ey 0.897 T
ACES a.sga\\\‘ sG 0.747\ sGs
¥—o0.738 — —
4 — 0827 —— sSGE
LUEED omoa
]

Figure 1 Measurement model

Table 4. Factor Loading Significance

Table 5. Discriminant Validity (Fornell and Lacker)

oadi
iggsittzurﬁf oadings ACE BOD __EM SA G
Advisory AVE: 0.671; CR: 0.924; Rho_A. 0.904 ACE 0819
council of BOD 0.724 0.778
experts EM 0.674 0.733 0.812
ACE1 0.790 SA 0.664 0.685 0.703 0.783
ACE2 0.894 SG 0.519 0.534 0.677 0.499 0.759
ACE3 0.738
ACE4 0.827 Table 5 shows that this study has established the
ﬁggg g-?gg discriminant validity as it shows the extent to which
Executive AVE: 0.659: CR: 0.88 4 Rho_A: 0.849 each_corystruct is dlf_fer_ent from the other constr_uc'fs
management considering the statistical range [56]. Hence, it is
EM1 0.828 concluded that this study has met the discriminant
EM2 0.868 validity assumption since all the diagonal values in
EM4 0.876 the same rows and columns are higher than the off-
EM5 0.658 diagonal values.
Board of AVE: 0.606; CR: 0.858; Rho_A: 0.794
directors
BOD1 0.822 4.4 Structural model
BOD2 0.92
BOD3 0.726 The researchers are required to establish a
BODS 0.613 structural model to ascertain the significance of the

Sharih audit  AVE: 0.612; CR: 0.862; Rho_A: 0.817 hypothesized relationship. For the structural model to

or Shariah . . .
Revie\lfv be e§tabllshed_ a b_ootstrapplng subsar_nple of 5000 is
SAL 0.768 required as this will enable to ascertain the degree of

SA2 0.670 significance loadings, and path coefficients [57].
gﬁi 8-2‘3‘2 Having performed the bootstrapping, the result of
Shariah AVE: 0.576; CR: 6.870; Rho A: 0.837 the struc_tural model that was c_)btalned from PLS is
- shown in Table 6. Also, figure 1 reveals the

governance L .

SG2 0.824 determination coefficient (R2) and the path
SG3 0.587 coefficients of each variable. Table 5 reveals that
SG4 0.844 ACE has a positive and significant association with
ggg 8;23 SG (B = 0.895, t = 12.339). In addition, EM was also

positive and significantly related with SG (B = 0.374,
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t = 8.958). Moreover, BOD was found to have a
negative and significant relation with SG ( = -0.171,
t = 3.47). However, this study documents no
relationship between SA and SG (B = -0.151, t =
1.834). Thus, this result supports the assumption of
hypotheses 1, 2, and 3. However, hypothesis 4 which
state a significant relationship between SA and SG is
not supported. Table 6 and figure 2 shows the result
of the structural model.

BOD1
BOD2
BOD3

BODS

-
L 41.194
F1.254 T~
ACES
*—=z7.073
412446 —)
ACEs F1.254
ACES 43.816 ACE
FV—
ACES
sal
45.330
#—13.350
62.395 ——
Sad 4
38.611
sAas Sa

Figure 2 Structural model

5. DISCUSSION OF FINDINGS

This research examined the factors that influence
SG in an IFls. Specifically, this study uses the
advisory council of experts, board of directors,
executive management, and shariah audit as the
factors that influence shariah governance. Hence,
four direct hypotheses were formulated. The result of
the model shows that three of the four hypotheses are
significantly related with shariah governance.

The first hypothesis (H1) shows that the ACEs is
positive and significantly related with SG. This result
is similar to the findings of [12] and [8]. Meaning
that the presence of an advisory council of expertise
influences the SG of the IFIs in Nigeria.

The second hypothesis (H2) state that EM has a
significant association with SG was also supported.
This result is consistent with the findings of [33] and
[32]. This finding suggests that the presence of
effective executive management increases SG in IFls.

Moreover, the third hypothesis (H3) states that the
BOD:s is significantly associated with SG was also
supported. Previous researchers have documented a
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Table 6. Result of structural model

Hypothesis  Path B SE T. P-
Value  value

H1 ACE -
>SG 0895 0.073 12.339 0.000

H2 EM ->
SG -0.171  0.05 3.47 0.001

H3 BOD -
>SG 0374 0.041 8.958  0.000

H4 SA ->
SG -0.151  0.079  1.834  0.067

48.318
10.742 —W
T—43.970 g

—
—l44.637
s54.305 *

similar result [42; [9] indicating that an efficient
board of directors impact the SG of the IFIs in
Nigeria. Lastly, the fourth hypothesis (H4) states that
SA is positive and significantly related with SG.
However, the path coefficient result shows no
association between SA and SG of the IFIs in
Nigeria. Hence, the hypothesis was rejected.

6. CONCLUSION

The focus of this study is to examine the factors
that influence SG in IFIs in Nigeria. Particularly, this
study examines factors such as ACEs, EM, BOD, and
SA on SG in Nigeria. The reason is that the operation
of Islamic banking must be in accordance with the
Shariah principles where collection of interest is
prohibited by Shariah. Hence, SG is charged with the
responsibility of monitoring the activities of IFlIs.
These elements (ACEs, EM, BOD, and SA) are said
to influence SG when performing its responsibilities.
This study investigates 299 members of ACEs, SAs,
academia, religious preachers, banks customers and
banks auditor in Nigeria. Data we collected through
the distribution of online questionnaires and analysed
using PLS-SEM software. Moreover, SG is the

175



ATLANTIS
PRESS

dependent variable while ACEs, EM, BODs, and SA
are the independent variables.

The outcome of the analysis shows that ACEs and
SG are positive and significantly related (Table 6 and
figure 2). This result is consistent with our
hypothesis. Hence, we conclude that ACEs influence
SG. Also, the result shows that the BOD significantly
and positively relates with SG (Table 6 and figure 2).
This result is consistent with our hypothesis. The
result shows that BODs plays an important role in the
SG of IFIs. Moreover, the study findings show that
EM has a negative and significant relationship with
SG which contradicts the proposed hypothesis (Table
6 and figure 2). Therefore, it can be concluded that
SG and EM of IFIs are negatively related. Lastly, the
result of the analysis shows that SA is negative and
have no significant association with SG. This result
conflicts with the hypothesis we proposed. Hence, we
can conclude that SA does not influence SG of IFIs.

7. IMPLICATIONS AND LIMITATIONS

As far as the findings on SG is concerned, the
implication of this study shows that shariah
governance of IFIs needs to work in coordination
with the BOD, EM, and ACEs. Moreover, this
research may help practitioners to determine the
important factors that may influence the SG of
Islamic banks and other IFIs. Besides, this research
can be a source of information and knowledge for
stakeholders, policymakers,  and regulators
(especially the CBN) on the factors that influence
shariah governance in Nigerian IFls. In addition to
the implications, this study has some limitations.
Firstly, this study focuses on only four factors of SG.
There are other factors such as expertise and
independence of BOD, and shariah committee chair
that may interest future researchers. Secondly, due to
the difficulties in data accessibility, this study focuses
on the IFIs in Nigeria. Future studies may extend this
research and compare the result in Nigeria
environment with other Africa countries. Lastly,
future studies may extend the sample size for the
generalization of results.
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