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Earnings Quality; This study examines the effect of Good Corporate Governance (GCG) on
Financial earnings quality, with financial performance as a mediating variable from
Performance; Good the perspective of Maqashid al-Shariah. Using a quantitative approach, this
Corporate study analyzes secondary data obtained from the annual financial reports
Governance; of 10 Islamic commercial banks in Indonesia over the 2019-2023 period. The
Magashid Syariah data were analyzed using Structural Equation Modeling-Partial Least

Squares (SEM-PLS) with WarpPLS version 8.0. The results indicate that
GCG has a positive and significant effect on earnings quality (path
coefficient = 0.36; p-value = 0.04), while financial performance also has a
positive and significant effect on earnings quality (path coefficient = 0.35;
p-value = 0.03). Furthermore, financial performance partially mediates the
relationship between GCG and earnings quality from the perspective of
Magashid al-Shariah, as indicated by a path coefficient of 0.140 and a p-
value of 0.098, with a Variance Accounted For (VAF) value of 48%,
indicating partial mediation. This study contributes to the literature by
integrating the Magqashid al-Shariah perspective into the relationship
between GCG, financial performance, and earnings quality, thereby
offering a more comprehensive understanding of corporate governance in
Islamic banking. The findings suggest that Islamic banks should strengthen
the implementation of GCG to improve financial performance and earnings
quality, while regulators are encouraged to incorporate Maqashid al-
Shariah principles into governance frameworks.
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A.INTRODUCTION

Islamic banking has become an important part of the financial system. Providing
financial services based on Sharia principles offers an option for those seeking Islamic-
compliant services and demonstrates progress from a global economic
perspective(Zaenul Wahyudi, 2026). Islamic banking faces numerous challenges,
requiring all sectors to innovate and improve the economic and banking systems in
accordance with Sharia principles.(Putra, P. P., & Febriati, 2022)

Financial statements reflect a company's condition and present a variety of
important information, one of which is information regarding profit. In PSAK No. 1,
profit is used to assess and measure changes in a company's ability to manage resources,
particularly financial resources that can be controlled in the future. Furthermore, profit
also reflects cash flows from existing resources and helps assess the company's
operational effectiveness. Therefore, profit serves as an indicator of a company's success
or failure in achieving its operational goals. (Siti Nurlatifah, 2026)

The development of Islamic banking profits in Indonesia over the period 2019 to
2023, divided into two categories: Islamic Commercial Banks and Islamic Business
Units. For Islamic Commercial Banks, there is a clear upward trend in profit growth over
the years. In 2019, profits stood at IDR 5,598 billion and slightly declined to IDR 5,087
billion in 2020. However, from 2021 onwards, a significant increase is observed, reaching
IDR 6,224 billion in 2021, IDR 9,586 billion in 2022, and peaking at IDR 10,247 billion in
2023.(0OJK, 2023)

Meanwhile, Islamic Business Units also show a positive trend in profit growth,
although on a smaller scale compared to Islamic Commercial Banks. In 2019, profits
amounted to IDR 1,328 billion and rose to IDR 3,247 billion in 2020, continuing to
increase to IDR 4,204 billion in 2021. A slight decline occurred in 2022 with profits at
IDR 3,817 billion, but this was followed by another increase in 2023, reaching IDR 4,607
billion. Overall, the chart reflects a positive trajectory in Islamic banking profits,
particularly for Islamic Commercial Banks, which have shown a substantial increase
over the last five years Profit also serves as a metric used by internal and external parties
to make decisions about a company's performance. Investors, as external parties to the
company, often consider profit as a factor when investing in a company with the goal of
achieving a quick return on investment and timely and substantial dividend
payments.(OJK, 2023)

Good Corporate Governance (GCG) is a system that functions to regulate and
control the creation of added value within a company. Based on its principles, GCG is
intended to serve as a guide for executives in implementing optimal corporate
governance(Badawi, 2024). One indicator of an organization's success in achieving its
goals effectively and efficiently is its financial performance. Improved financial
performance reflects increased company value.(Hidayat et al., 2026)

Investors will consider profit information before making investments. This is
because information about earnings can help them predict future situations(Suaidah,
2017). Earnings quality is considered a crucial component in evaluation materials
because it is used to measure a company's performance, as investors expect quality
earnings.

One previous study that examined this issue was the research conducted by
Linda Fauzua Mahromatin dkk, (Mahromatin et al., 2023)entitled "The Influence of
Good Corporate Governance on Firm Value with Stock Returns and Financial
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Performance as Mediating Variables”" The results showed that Good Corporate
Governance and Financial Performance positively affect Firm Value, while Stock Return
negatively affects Firm Value. Good Corporate Governance positively influences
Financial Performance but negatively affects Stock Return. Stock Return cannot
mediate the relationship between Good Corporate Governance and Firm Value, whereas
Financial Performance can. These findings highlight the importance of governance
practices to enhance firm value through financial performance.

Based on the background and previous research findings outlined above, the
researcher is interested in discussing and developing this issue into a research title: "The
Influence of Good Corporate Governance on Earnings Quality with Financial
Performance as a Mediating Variable from the Maqashid Shariah Perspective”

Literature Review
Sharia Banks

Sharia banks are financial institutions that operate based on Islamic sharia
principles, particularly in muamalah (religious transactions), namely transactions that
comply with Islamic law. In practice, Sharia banks avoid usury and replace it with a
financing system based on business or trade results(Arafah et al., 2023). Sharia banks
are of two types: Sharia Commercial Banks and Sharia Rural Financing Banks. The sharia
principles that underlie these banks' operations refer to Islamic law and are established
through fatwas from authoritative sharia institutions. (Frena Fardillah, Ika
Rarawahyuni, 2021)

Sharia banks function as intermediaries and provide credit or financing to
individuals in need. To obtain funds, banks charge interest (conventional banks) or
profit sharing (Sharia banks). Bank revenues are transferred to the fund owner.(Sahri et
al., 2024)

According to the Financial Services Authority (OJK), Sharia banks have been
integrated into the national banking system. The Indonesian Ulema Council (MUI)
recommended the establishment of Sharia banks in 1990. In 1992, Law No. 7 concerning
Sharia banking regulated interest and profit sharing. Law No. 10 0of 1998, which regulates
the dual banking system, Law No. 23 of 1999, which regulates monetary policy based on
Sharia principles, Bank Indonesia regulations of 2001, which regulate bank institutions
and operations based on Sharia principles, and Law No. 21 of 2008 concerning Sharia
banking, were enacted in 2008.(Frena Fardillah, Ika Rarawahyuni, 2021)

Good Corporate Governance

According to the Cadbury Committee, Good Corporate Governance (GCG) is a
set of principles that serve to direct and control a company to create a balance between
power and responsibility, while ensuring corporate accountability to stakeholders.
Meanwhile, according to the Organization for Economic Co-operation and
Development (OECD), GCG is a system of good and transparent corporate governance.
This system is designed to regulate and monitor a company's business activities,
including the relationships between stakeholders such as shareholders, the board of
commissioners, the board of directors, and other stakeholders. The World Bank defines
GCG as a set of rules, policies, and principles that must be followed to encourage the
efficient use of company resources and create long-term economic value for
shareholders and the wider community. (Harinurdin & Safitri, 2023)
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Bank Indonesia Regulation No. 11/33/PBl/2009 regulates corporate governance
with the aim of increasing competitiveness and developing a concept based on
openness, accountability, professionalism, and fairness. This system also regulates
parties with interests in the company, such as the Board of Commissioners, the Board
of Directors, and the Sharia Supervisory Board (M. Ikhwanul Huda, 2023). In this study,
good corporate governance was measured using the Board of Directors and the Sharia
Supervisory Board.

According to Bank Indonesia Regulation Number 11/33/PBI/2009, GCG principles
must combine the following principles: openness or transparency, accountability or
accountability, independence or independence, fairness or justice, and finally,
responsibility or responsibility.(M. Ikhwanul Huda, 2023)

Islamic bank financial reports

Islamic bank financial statements are documents that present information on the
financial position, operational performance, and cash flows of Islamic financial
institutions over a specific period. Unlike conventional banks, Islamic bank financial
reports are prepared based on Shariah principles and comply with Shariah accounting
standards such as PSAK Syariah and AAOIFI(Citra Puspa Permata, 2026). The structure
of these reports includes the statement of financial position, income statement
(surplus/deficit), statement of changes in unrestricted investment funds, zakat and
charity funds, cash flow statements, and notes to the financial statements. All
transactions are based on Shariah contracts such as murabahah, mudharabah,
musyarakah, and ijarah, thus avoiding elements of riba (usury), gharar (uncertainty),
and maysir (gambling).(Lismawati Hasibuan et al., 2023)

These financial statements serve not only as performance reporting tools but also
as a form of accountability in ensuring Shariah compliance. Transparency and
accountability in financial reporting are crucial for maintaining public trust in the
Islamic financial system. Furthermore, these reports reflect the bank's commitment to
the objectives of Magashid Shariah, which aim to preserve religion, life, intellect,
lineage, and wealth. In this context, the Shariah Supervisory Board (SSB) and Shariah
audits play a vital role in ensuring the integrity and conformity of financial reporting
with Islamic principles. (Winarsih & Sisdianto, 2024)

Magasid Sharia

Magasid Sharia serves as the basis for assessing whether an action, policy, or
financial product aligns with the objectives of Sharia. Religion, life, intellect, progeny,
and property are the five main components of Maqasid Sharia that must be protected
and championed. It is hoped that the implementation of Maqgasid Sharia in banking
practices will increase public trust in Islamic banks and result in increased
profits.(Abdul Fattah, 2024)

Maqasid Sharia consists of three main categories: safeguarding religion (deen),
safeguarding the soul (nafs), and safeguarding the mind (aql). The purpose of
implementing these principles in Islamic banking is to ensure that the goods and
services sold not only generate monetary profits but also generate social and economic
benefits for the community (Alwi et al., 2022). found that Islamic banks that integrate
Magasid Sharia into their operations tend to achieve higher levels of profitability.

The purpose of Maqasid Sharia is to benefit the community through the
implementation of Islamic banking practices. Maqasid Sharia has five main objectives:
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preserving religion, life, intellect, progeny, and wealth. The application of Magasid in
banking can be seen in banks' efforts to support social initiatives, support small and
medium enterprises (SMEs), and provide fair and transparent services to customers.
Applying Maqasid principles can contribute to local economic growth. (Febriadi, 2017)
In Bank Indonesia Circular Letter Number 12/13/DPbS concerning the
implementation of Good Corporate Governance for Islamic Banks (BUS) and Islamic
Sharia Business Units (UUS), eleven factors are considered in assessing GCG
implementation for Islamic Banks : (Budiman, 2016)
1) Implementation of the duties and responsibilities of the Board of
Commissioners;
2) Implementation of the duties and responsibilities of the Board of Directors;
3) Completeness and implementation of Committee duties;
4) Implementation of the duties and responsibilities of the Sharia Supervisory
Board;
5) Implementation of Sharia Principles in fundraising and disbursement activities,
as well as service provision;
6) Handling conflicts of interest;
7) Implementation of the compliance function;
8) Implementation of the internal audit function;
9) Implementation of the external audit function;
10) Maximum Fund Disbursement Limit; and
1) Transparency of the BUS's financial and non-financial conditions, GCG
implementation reports, and internal reporting.

Table 1
Magqashid Syariah Index which has been adjusted to the GCG measurement
of Islamic Commercial Banks

Concept Dimension Element
Hifdzu Shariah compliance Independence and implementation of
ad-din DPS duties
Hifdzu Implementation  of Implementation of sharia principles and
an-nafs sharia responsibility
Hifdzu Advancing knowledge Completeness of transparency and
al-‘aql and knowledge-based report accountabilitylmplementation of
policy duties and responsibilities of the board
of commissioners, directors, and
committees
Hifdzu Financial performance Implementation of audit compliance
al-mal control function and independence
Hifdzu Regeneration Implementation of sharia principles,
al-nasl interestMaintaining trusteeship (amanah)Risk management
sustainability

Source: Circular Letter of Bank Indonesia Number 12/13/DPbS

Research Framework
The framework of thought in this study is described as follows:
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NIM NOM

(Y1) (Y2)
Dewan Direksi ~ /
(X1) Good Corporate .| Kualitas Laba
Governance (X) " Y)
Dewan Pengawas
Syariah (X2)
Kinerja
Keuangan (Z)
ROA (21) ROE
(22)

Research Framework (Source, 2025)

B. METHOD

This study employed quantitative research with a sample size of 10 Islamic
commercial banks that provided financial reports and annual reports for the 2019-2023
period. The data were analyzed using SEM-PLS (Structural Equation Modeling-Partial
Least Squares) analysis techniques using WarpPLS software version 8.0.

The variables used in this study include endogenous variables, namely Earnings
Quality (Y), proxied by Net Interest Margin (Y1) and Net Operating Margin (Y2).
Furthermore, there is an exogenous variable, namely good corporate governance (X),
proxied by the Board of Directors (X1) and the Sharia Supervisory Board (X2). There is
also a mediating variable, namely financial performance (Z), proxied by Return on
Assets (Z1) and Return on Equity (Z2).

C. RESULT AND DISCUSSION

Based on the predetermined criteria, the sample size of 10 Islamic commercial
banks was 5 years (2019-2023), resulting in a total of 50 data sets. These 50 data sets were
then subjected to descriptive statistical tests, validity tests, reliability tests, structural
model evaluations, hypothesis tests, and path analysis using WarpPLS 8.0 software.

Descriptive Statistics Results

The descriptive statistics show that the Corporate Governance Component
(CGC) variables exhibit low variation, with the average number of Board of Directors
(DD) members at 4.18 and Sharia Supervisory Board (DPS) members at 2.15, indicating
a relatively uniform governance structure across institutions. Meanwhile, the Liquidity
Performance (KL) and Financial Performance (KK) variables display considerable
variation. The average Net Interest Margin (NIM) of 6.31% and Net Operating Margin
(NOM) of 1.38% reflect differing abilities among institutions in generating operational
margins. Furthermore, the average Return on Assets (ROA) of 1.52% and Return on
Equity (ROE) of 5.47% indicate diverse financial performance levels, with ROE showing
the highest fluctuation (Std. Dev. 13.30%). Overall, these results suggest that while
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Islamic financial institutions maintain relatively consistent governance structures, their
liquidity and profitability levels vary significantly across institutions.

Validity Test Results

The convergent validity test showed that each variable indicator had a loading
value above o.7. Therefore, each variable indicator can be considered valid or has good
validity, and shows an AVE value of >0.5, meaning 50% or more of the variance in each
indicator can be explained. The discriminant validity test shows the values in
parentheses are the AVE and cross-loading values, where each variable value meets the
criteria, namely, higher than the other constructs in both the parallel column and the
column above or below.

Reliability test results

Reliability testing can be measured using Cronbach's alpha and composite
reliability. The test results show Cronbach's alpha and composite reliability values
>0.70, which can be considered good.
Structural model evaluation, R-Square and Q-Square

Tabel 2
R-Square dan Q-Square
Varibel R- Q- Status
Square Square
Value Value
GCG
KL 0.84 0.89 predictive
5 3 relevance
KK 0.0 0.102 predictive
90 relevance

Source: Data processed with WarpPLS 8.0 (2025)

Table 2 above shows that the earnings quality variable has an Rz value of 0.845,
indicating that good corporate governance can predict earnings quality by 84.5%. The
o2 value for the financial performance variable is 0.090, indicating that good corporate
governance can predict financial performance by 9.0%. The earnings quality variable
has an Rz value of 0.893, and the financial performance variable has an R2 value of 0.102,
indicating that all variables meet the requirement of an R2 value >o.

Model Fit Analysis

The test results show an Average Path Coefficient (APC) value of 0.447 (very
strong) with a p-value of <0.001 and an Average R-Square (ARS) value of 0.530 (very
strong) with a p-value of <o.001. Both indexes have a p-value of <0.05 so they are
accepted. The Average Variance Factor (AVIF) value is 1.132, where this value is less than
5 or <5 so the AVIF value is accepted. Therefore, the model in this study has a good fit
with the data.

459



Hypothesis Testing

Table 3
Results of Hypothesis Test Estimation
Hipotesis Path P- Information
Coefficient Value
GCG—KL 0.035 0.0 significant
04
KK—KL 0.955 <o. significant
01
GCG—KK 0.352 0.0 significant
03

Source: Data processed with WarpPLS 8.0 (2025)
In Table 3 above, the path coefficient values are greater than o and some are close

to 1, indicating a positive relationship. The p-value for each variable is <0.001, which is
less than 0.05. Therefore, it can be concluded that this variable is significant.

Path Analysis
Table 4
Path Analysis Results
Path P- Information
Coefficient Value
GCG—KL 0.36 <o. Positive and
01 significant
KK—KL 0.95 <o. Positive and
01 significant
GCG—KK 0.35 <o. Positive and
01 significant
GCG—KK 0.140 0.0 Full Mediation
— KL 98

Source: Data processed with WarpPLS 8.0 (2025)
Based on the analysis results in the table above and the path analysis criteria, the

following explanation can be obtained:

1.
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The Effect of Good Corporate Governance on Earnings Quality. The hypothesis
for this relationship (H1) states that good corporate governance has a positive
effect on earnings quality. The test results show a path coefficient of 0.3, with a
p-value of 0.04, which is less than o0.05. This indicates that good corporate
governance has a positive and significant effect on earnings quality. Therefore,
Hi is accepted.

The Effect of Good Corporate Governance on Financial Performance. The
hypothesis for this relationship (Hz2) states that good corporate governance has
a positive effect on financial performance. The test results show a path coefficient
of 0.35, with a p-value of 0.03, which is less than o.05. This indicates that good
corporate governance has a positive and significant effect on financial
performance. Therefore, H2 is accepted.

The influence of Good Corporate Governance on earnings quality through
financial performance as a mediating variable in the perspective of maqashid
sharia. The hypothesis on this relationship (H3) states that there is a relationship
between Good Corporate Governance and earnings quality through financial



performance as a mediating variable. Based on the test results above, it shows

that the direct effect shows a path coefficient value of 0.36 with a p-value <o.01.

Meanwhile, the indirect effect shows a path coefficient value of 0.140 with a p-
value of 0.098. Financial performance on earnings quality with a path coefficient of 0.95
with a p-value <o0.01 and good corporate governance on earnings quality with a path
coefficient of 0.36 with a p-value <o.01. so that the influence of good corporate
governance on earnings quality through financial performance is supported or full
mediation, therefore H3 is accepted. Meanwhile, the mediation test using the Variance
Accounted For (VAF) method is as follows:

Table 5
Calculation of VAF Good Corporate Governance on Earnings Quality with
Financial Performance as a Mediating Variable

Keterangan Hasil
Perhitungan
Pengaruh langsung 0.36
GCG—KL
Pengaruh tidak 0.3325
langsung GCG—KK = 0.35
KK—KL = 0.95
(GCG—KK* KK—KL)
Pengaruh Total 0.6925
(0.36+0.3325
VAF= Pengaruh 0.4801
Tidak
Langsung/pengaruh Total

Source: Data processed 2025
The calculation results using the VAF method, as shown in the table above,
indicate that the VAF value for the mediation test of financial performance in the
relationship between Good Corporate Governance and earnings quality is 0.4801, or
48%. A VAF value of 20% - 80% indicates that the mediation role is included in the
partial mediation category, as described in the Path Analysis criteria table, thus
accepting Hs.

Discussion of Research Results
The Influence of Good Corporate Governance on Profit Quality

Path test results indicate that good corporate governance, proxied by the board
of commissioners, board of directors, and sharia supervisory board, has a positive and
significant effect on earnings quality, proxied by net income (NIM) and net operating
profit (NOM), in Islamic commercial banks with financial statements and annual
reports for the years 2001-2023. The obtained path coefficient is 0.36 with a p-value of
0.04, demonstrating that superior GCG implementation leads to higher earnings quality
in Sharia banks. These findings suggest that governance mechanisms play a role not
only in controlling management activities but also in fostering bank management
processes that are more transparent, accountable, and oriented toward sustainable
performance.
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Research conducted by Fitranita and Coryanata (Fitranita & Coryanata, n.d.)
indicates that GCG variables influence earnings quality. However, research by Nanang
and Tanusdjaja (Nanang & Tanusdjaja, 2019) indicates that overall, GCG has no effect
on earnings quality. Furthermore, research by Indrawati and Yulianti (2010) found that
the board of directors, board of commissioners, and sharia supervisory board variables
have no effect on earnings quality.

From an Islamic economic perspective, the positive relationship between GCG
and earnings quality can be explained through the principles of amanah (trust/fiduciary
duty), justice (‘adl), transparency, and accountability (mas’uliyyah). Sharia banks aim
not only to generate profit but also to manage funds as a trust (amanah) from fund
owners, customers, and the public. Consequently, earnings quality is assessed not
merely by the magnitude of profit, but also by the process of its generation—ensuring
it is halal, transparent, free from manipulation, and compliant with Sharia principles.
The Board of Commissioners and the Board of Directors play a role in ensuring prudent
and responsible management, while the Sharia Supervisory Board ensures that the
bank's activities remain in compliance with Sharia principles. These findings are also
relevant to Maqashid al-Shariah—specifically hifz al-mal (preservation of wealth) and
the attainment of public interest (maslahah). Effective Good Corporate Governance
(GCG) helps ensure that funds and resources are managed responsibly, thereby
generating sustainable benefits. Consequently, efforts to strengthen GCG in Islamic
banks should focus on substantive governance that integrates corporate governance
practices with Islamic values.

The Influence of Good Corporate Governance on Financial Performance

Path test results indicate that good corporate governance, proxied by the board
of commissioners, board of directors, and sharia supervisory board, has a positive and
significant effect on financial performance, proxied by ROA and ROE, in Islamic
commercial banks with financial statements and annual reports for the years 2001-2023.
The path coefficient is 0.35 with a p-value of 0.03. This indicates that when a company
has good corporate governance, contributes to improved financial performance through
more transparent, accountable, and prudent management.

From an Islamic economics perspective, this finding reflects the principles of
amanah (trust), ‘adl (justice), accountability, and Sharia compliance. Islamic banks
manage funds entrusted by various stakeholders; therefore, financial performance
should be achieved not only through profit maximization but also through responsible
and Sharia-compliant practices. The role of the Sharia Supervisory Board is particularly
important in ensuring that banking activities remain consistent with Islamic principles.
This relationship is also relevant to Maqashid al-Shariah, particularly hifz al-mal
(protection of wealth), as effective governance promotes responsible management of
funds and the achievement of maslahah.

The principles of Good Corporate Governance (GCG) also aim to regulate the
behavior of company managers so that they do not solely pursue personal gain but also
ensure profits for the company's owners. The interests of fund owners are to obtain
returns commensurate with their invested funds. This finding aligns with research
by(Dentika & Ridjal, 2021), which demonstrated a positive and significant relationship
between corporate governance practices and ROA, and the findings of(Edi & Felicia,
2022), which found that corporate governance statistically significantly influences a
company's operational performance, as measured by ROE. However, this study
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contradicts the findings of (Saragih & Forever, 2024) who found that GCG variables had
no partial effect on ROA, ROE, and NPM, as their implementation actually showed a
negative impact on financial performance.

Thus, GCG in Islamic banking should extend beyond formal compliance toward
substantive governance that integrates corporate governance with Islamic values.
Effective GCG can improve financial performance while simultaneously supporting hifz
al-mal, stakeholder interests, and the broader objectives of Islamic banking under
Magqashid al-Shariah.

The influence of Good Corporate Governance on profit quality with financial
performance as a mediating variable from the perspective of Maqashid Syariah

The path test results indicate that financial performance, as measured by ROA
and ROE, mediates the effect of good corporate governance, as measured by the board
of commissioners, board of directors, and sharia supervisory board, on earnings quality,
as measured by net operating margin (NIM) and net operating margin (NOM), in
Islamic commercial banks with financial statements and annual reports for the years
2001-2023. The path coefficient is 0.140 with a p-value of 0.098, and the mediation test
using the Variance Accounted For (VAF) method is 48%. This indicates that the Positive
financial performance signals corporate health and has the potential to increase firm
value.

Positive financial performance signals to investors the health of the company.
Higher financial performance leads to higher firm value. Therefore, it can be concluded
that financial performance acts as a mediator in the relationship between good
corporate governance and earnings quality.

This research aligns with the findings of (Wahyudi et al., 2021) which show that
financial performance can mediate the relationship between good corporate governance
and earnings quality. However, these results differ from research conducted by(Zasha,
2024), This study aims to examine the variables that may influence the financial
performance of manufacturing companies listed on the Indonesia Stock Exchange (IDX)
from 2019 to 2023. The results indicate that the proportion of independent
commissioners, institutional ownership, audit quality, and CSR do not have a significant
effect on financial performance. Furthermore, earnings management is also unable to
mediate the relationship between those independent variables and financial
performance. These findings provide implications for management and investors in
understanding the factors that influence a company’s financial performance.

The discussion has formulated a specific index designed to measure the extent to
which the magqasid sharia (Islamic principles) are reflected in Islamic banking practices,
particularly those related to the implementation of Good Corporate Governance (GCG)
principles. This index refers to the maqasid dharuriyyat approach, with the following
details:

1. The independence and implementation of the duties of the Sharia Supervisory

Board (SPS) reflect the dimension of compliance with Sharia (hifdzu addin);

2. the implementation of Sharia principles related to life protection (hifdzu an-
nafs);
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3. the completeness and transparency of reports prepared by the board of
commissioners, directors, and committees reflect the dimension of developing
science-based knowledge (hifdzu al-‘aql);

4. the implementation of compliance and audit functions demonstrate control over
financial performance (hifdzu an-nasl)

5. the implementation of Sharia principles and risk management relate to efforts to
maintain sustainability and future generations (hifdzu al-maal)

The analysis concludes that GCG practices in Indonesian Islamic banking have
been implemented effectively and encompass the elements of the magasid sharia.
Positive financial performance signals a healthy company to investors. Higher financial
performance leads to higher company value. Therefore, financial performance mediates
the relationship between good corporate governance and earnings quality.

D.CONCLUSION

The conclusion of this research is good corporate governance has a positive and
significant effect on earnings quality. The test results show a path coefficient of 0.36
with a p-value of 0.04, which is less than o.05. This indicates that when a company's
good corporate governance improves, its earnings quality increases. Good corporate
governance also has a positive and significant effect on financial performance. The test
results show a path coefficient of 0.35 with a p-value of 0.03, which is less than 0.05. This
indicates that when a company's good corporate governance improves, its financial
performance increases. Furthermore, financial performance mediates the effect of good
corporate governance on earnings quality from a magqasid sharia perspective. The test
results above show a path coefficient of 0.140 with a p-value of 0.098, and a mediation
test using the Variance Accounted For (VAF) method of 48%. This indicates that the
mediation role falls into the category of partial mediation (full mediation). If a company
is able to implement good governance principles in managing its resources, this will
result in increased profits. Concurrently, the company's financial performance will also
improve in line with improvements in good corporate governance (GCG) practices.
Good financial performance will send a positive signal to investors regarding the
company's condition, as higher financial performance leads to higher company value.
In the context of maqasid sharia, the implementation of GCG in Islamic banking in
Indonesia has been well-implemented and reflects the principles of magasid sharia
relevant to Sharia-compliant banking practices
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