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Revised 20-08-2024 mudharabah financing in Islamic banking. Islamic banking
Accepted 29-08-2024 as an institution providing mudharabah financing will
Available online 30-08- certainly face risks in the financing. The risk that is often
2024 found in mudharabah financing is non-performing
tinancing. This risk will create other risks, namely financial,
DOLI: investment, compliance, legal, and fiduciary risks. The
Keyword method used in this research is a literature study. The
Mudharabah, Risk, Risk results show that the risk management of non-performing
Management financing is  rescheduling,  reconditioning, and

restructuring. Financial risk management can be overcome
by applying the 5C principle. Investment risk can be
overcome by monitoring and supervising mudharib.
Compliance risk can be overcome through the screening
process and educating mudharib regarding mudharabah
contracts. Legal risk can be overcome by making Bank
Syariah more thorough in verifying and validating
documents submitted by mudharib and improving internal
quality. Fiduciary risk can be overcome by forming a
special division to screen competent mudharib candidates
and check information from mudharib.

1. Introduction

Allah SWT has revealed the religion of Islam as the cover of all heavenly religions and is
the only religion that Allah SWT is pleased with on the Day of Judgment, according to His words
in QS Ali Imran (3) verse 85. As a servant, every Muslim should obey all His commands and
prohibitions conveyed through the Prophet Muhammad SAW through His words contained in
the Qur'an and Hadith. All aspects of life have been regulated by Allah SWT in the signs of sharia,
including in the life of muamalah.
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Talking about muamalah is certainly inseparable from the discussion of Sharia finance. The
Sharia financial system instills the principles of freedom from usury, elimination of injustice,
absence of elements of exploitation, promoting justice, and so on. Today the development of
Sharia finance continues to grow rapidly, which is characterized by the increase in Sharia financial
institutions. Responding to this positive trend, Islamic banking institutions have taken part in
innovating banking products and services (Usammah, 2017).

With the presence and innovations made by Islamic banking, it shows that Islam does not
only talk about ritual worship, but Islam with its universal nature also discusses practices in the
banking world. Basically, the function of Islamic banks is the same as Conventional Banks, namely
as an institution for collecting funds, channeling them, and providing services in the form of
Islamic banking services. However, both have different characteristics and foundations (Mukti &
Suprayogi, 2019).

Not only limited to these three functions, according to Mahargiyantie (2020: 207) Islamic
banking has two strategic roles, The first is to play a role in strengthening Sharia muamalah which
is free from usury, dzalim, gharar, and so on in Indonesia which is expected to increase market
development, economic access and Islamic finance. The second strategic role is to strengthen the
national economy through the development of Islamic banking capital and funds which are
expected to increase the rate of financing in business and national development.

Despite having a strategic role in strengthening the national economy, Setiawan (2020)
revealed that the profit-sharing scheme in Islamic Banking financing has a negative effect on
economic growth, which also affects the level of financing that will be issued by Islamic Banks.
This finding is an irony in that the strategic role of Islamic Banks as a driver of the national
economy, is still not said to be an instrument for increasing the national economy. To support
these findings, let's look at the following table data:

Table 1 Islamic Bank Financing Growth

Contract Nominal Growth Growth
(Billion Rp) 2022 (yoy) 2021 (yoy)

Murabahah 242.229 21.71% 9.33%
Musyarakah 226.787 19.54% 7.50%
Mudharabah 10.572 1.51% -14.03%
Qardh 13.872 13.94% 0.66%
Ijarah 8.132 15.92% -19.26%
Istishna 3.141 20.87% 6.67%
Multi-Service 1.205 30.93% 5.52%
Salam 2.138 - -
Total 508.075 20.44% 6.90%

Source: Indonesia Sharia Financial Development Report by OJK (2022)

Based on the data in the table above, it can be noted that the level of financing in the
murabahah sector (sale and purchase) is higher than the mudharabah sector (profit and loss
sharing). Based on the data presented above, it can be concluded that Islamic banks are still profit-
otiented and not oriented to help others (social). If this continues to be ignored then achieving
economic prosperity with an Islamic foundation will never be achieved.

The low level of mudharabah financing in the table above certainly cannot be separated
from the risk factors that will be faced later. The biggest risk faced by Islamic banking in channeling
mudharabah financing is the risk of moral hazard (default) and high transaction costs. Therefore,
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the low level of mudharabah financing above is certainly inseparable from the risks inherent in
such financing, which can later disrupt internal banking (Arnan & Kurniawasih, 2014). There needs
to be a further study of how the risk management system in mudharabah financing is expected to
become one of the instruments for improving the national economy based on Islamic principles.
To find solutions to the above problems, researchers use a literature approach, which is
studied from an objective point of view and from a subjective point of view. From an objective
point of view, this research is focused on the parties to the contract, where both parties prioritize
the principles of honesty and openness, namely the Sharia bank or fund provider (shahibul maal)
with the customer or fund manager (mudharib) in the form of providing mudharabah financing.
Based on the data in table 1 above regarding the decline in mudharabah financing, of
course the decline is also influenced by the expected level of risks in the financing. Responding to
this, of course, it is necessary to formulate appropriate risk management so that mudharabah
financing will continue to grow even though it is faced with various kinds of risks. The main issue
in this study is what types of risks arise in mudharabah financing and how the application of risk
management to minimize the risk of mudharabah financing in Islamic Banking.
Meanwhile, subjectively, this research is interesting for researchers to study because it is related to
the Sharia / Islamic economics that researchers pursue. So in this case the researcher tries to study
the Risk Analysis and Application of Risk Management in Mudharabah Financing: A Literature

Review.

2. Methods

The type of research used in this research is a type of literature study research as a method of
answering research problems (John, 2019). Data collection in this study uses secondary data
obtained from several literatures, such as books and published scientific articles.

Data analysis in this study uses descriptive analysis, which is used to answer and describe the
problems in this study using theories sourced from some of the literature that has been mentioned.
Then the researcher draws the right conclusions in accordance with the problems studied, namely
regarding the risk of mudharabah contract financing and the application of risk management
carried out in Islamic banks from various literature studies.

3. Result and Discussion

Mudharabah Financing Risk Analysis

Financing is one form of service offered by Islamic financial institutions, in this case
Islamic banks, to the public. The purpose of the financing is to help parties who lack funds (deficit)
in running their business. In terms of the types of products offered by Islamic Financial
Institutions, so far the murabahah (sale and purchase) contract still dominates over other contracts,
including mudharabah contracts (see table 1). The factors that influence the low level of
mudharabah contract financing are the high risks that will be borne by the Islamic Bank itself
(Indrianawati, Nisful, Karina, 2015).

A common problem that occurs in mudharabah financing products is the level of non-
performing financing (NPF) experienced by Islamic banks. There are several risks in mudharabah
financing, namely as follows (Friyanto, 2013):

a. 'The seriousness of the mudharib in running the business financed by the Islamic Bank. In
reality, the business run by Mudharib does not always match the expectations of the Islamic

Bank. Sometimes the mudharib's obligations to the Islamic Bank are not fulfilled properly,

the factor in not fulfilling the mudharib's obligations is the development of the business
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run by the mudharib experiencing bankruptcy or his business experiencing a decline,
resulting in the risk of non-performing financing.

b. Violating the terms of the agreement, if there are provisions that are violated, then the
business being run will no longer be in accordance with the agreement made. Misuse of
funds by mudharib is a concern for the Islamic bank because it is difficult to mitigate
because it is impossible for the Islamic bank to monitor it continuously.

c. Internal management of the business carried out by the mudharib is still not carried out
professionally in accordance with the standards agreed upon together with the Islamic
Bank.

d. The insecurity (moral hazard) of mudharib in reporting profits, in this case, of course,
causes many problems for Islamic banks and will certainly be an evaluation material in
channeling mudharabah financing again later.

Islamic banks as owners of capital (shahibul maal) are still not sure of the honesty of mudharib
in reporting their business results. In some cases there are still mudharib who are not trustworthy
(moral hazard).

The general problems above can cause a domino effect on the Islamic banking system. The
domino effect in question is that the general problem above can have an impact on the creation
of new risks in Islamic banking. The risks arising from the domino effect in question are:

Financial Risk

In mudharabah financing, Islamic banks may face the risk of mudharib's inability to fulfill their
obligations. Factors that influence the failure of the mudharib to pay his obligations are the
business he is running at a loss either due to his own fault or intentional (default) or unintentional
error (force majour).

Investment Risk

Investment risk is a risk experienced by two parties, namely mudharib and Islamic banking
because the contract used is based on profit and loss sharing. If the business run by the customer
goes bankrupt, the bank will lose its financing principal, meaning that the bank will lose its money
that has been channeled.

Investment risk faced by Islamic banks is the risk of dishonesty of mudharib in reporting
the results of their business. Investment risk can disrupt cash flow because the performance or
value of a company depends on its cash flow. If the cash flow is more money out than money in,
it can disrupt the company's operations (Farugi et al, 2019).

Compliance Risk

Compliance risk occurs when an Islamic bank violates Sharia principles. These Sharia
principles include characterization, credibility, and integrity. Compliance must be fully and
consistently implemented. If Islamic banking does not comply with Sharia principles, the impact
will affect people's decisions in using Islamic banking services. Therefore, compliance with Sharia
is the core of the credibility and integrity of Islamic banks (Astiti & Tarantang, 2020). Compliance
is a standard that has been regulated in the law that has been prepared by the authorized party, in
this case Bank Indonesia (BI) and the Financial Services Authority (OJK), as well as compliance
with Sharia principles and Islamic law that has been issued by the National Sharia Council of the
Indonesian Ulema Council (DSN-MUI) as well as direction from the Sharia Supervisory Board
(DPS).

Compliance risk is the risk that occurs due to non-compliance with regulations (internal
or external), applicable laws, and also contrary to sharia principles. Compliance risk in mudharabah
financing occurs if the mudharib misuses the funds channeled to him for personal or other
interests, if this happens, the contract that has been determined at the beginning will be damaged
or canceled.

140



Legal Risk

Legal risk is a risk in which the bank bears losses due to legal provisions and weaknesses in the
legality aspect. These weaknesses arise due to the absence of supporting laws. This weakness is
caused by the absence of supporting rules or regulations and weak agreements due to the non-
tulfillment of all legal requirements of the contract and the binding of imperfect collateral (Fasa,
2016). Legal risk can also occur because Sharia banks cannot manage insurance contracts propetly,
bear the risk of legal defects, and are unable to meet the demands of other parties. Other parties
referred to in this case are third parties and also the government (Thyak, Segaf, Suprayitno, 2023).

Legal risk arises if the mudharib falsifies documents. The impact is that when a problem occurs
and the mudharib is proven to attach false documents, the banking party and the mudharib can
face a long and time-consuming lawsuit and of course it can harm the Islamic banking party, on
the other hand the mudharib can also face criminal threats due to document forgery as regulated
in UU No. 1 of 2023 concerning the Criminal Code (KUHP). Another example of forgery is that
the assets used as collateral are assets that are still in dispute.

Fiduciary Risk

Before discussing fiduciary risk in Sharia banks in mudharabah financing, it is first necessary
to understand what the meaning of fiduciary and fiduciary guarantee itself is. In Law (UU) No. 42
of 1999 concerning fiduciary guarantees explains that fiduciary is the transfer of property rights of
an object based on trust with the provision that the transferred object is still in the possession of
the owner of the object. What is meant by a fiduciary guarantee is a security right over movable
objects, whether they exist or not, and immovable objects such as buildings that cannot be
encumbered by mortgage rights as referred to in UU No. 4 of 1996 concerning mortgage rights,
which remain in the control of the fiduciary. The guarantee becomes collateral in the repayment
of certain debts so that the bank that receives the guarantee will prioritize granting credit or
financing to the guarantor over other credit or financing applicants.

It can be understood that fiduciary risk is the risk that occurs if an institution fails to comply
with the explicit or implicit standards that apply to its fiduciary obligations. Fiduciary risk will lead
to legal risk if banks do not carry out their fiduciary responsibilities towards shareholders and
depositors properly. On the one hand, if the objectives of shareholders and investors conflict with
banking activities, the bank will face fiduciary risk (Ilyas, 2019).

Islamic banks as intermediary institutions are required to distribute funds to customers who
need both consumptive and productive. One form of productive distribution is mudharabah. In
its implementation, Islamic banks are certainly faced with fiduciary risk. Fiduciary risk arises when
the Islamic Bank cannot fulfill its agreement with the customer, the causative factor is that the
Islamic Bank is wrong in assessing the capacity of the mudharib in running the business financed
by the Islamic Bank. This risk can be seen from the mudharib's income. Then this risk is also
related to the function of Islamic banks as intermediaries, one of whose roles is to channel funds
to customers with a profit-sharing scheme using a mudharabah financing contract. (Trianti &
Triyuwono, 2014).

Implementation of Mudharabah Financing Risk Management

Broadly speaking, the risk management applied by Islamic banks in an effort to mitigate the
risk of mudharabah financing is by rescheduling, reconditioning, and restructuring to mudharib
who has experienced a decline in business performance so that he is unable to fulfill his obligations
to Islamic banks.

Basically, the mudharabah contract is carried out on the basis of mutual trust and compassion,
Islam prohibits this good goal from being tainted by taking advantage of the difficulties of people
who are in debt or who are given capital. Rescheduling is a noble act carried out by Islamic banks
where one side of Islamic banking does not want to experience losses and, on the one hand Islamic
banking wants to help the mudharib who is experiencing difficulties. Resheduling is an effort to
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provide relief in terms of maturity by extending the period, extending the installment interval, and
reducing the number of installments (Fauziah, Muawanah, Haula, 2018).

Sometimes the terms that have been promised at the beginning of the contract do not go
according to plan, so it is not surprising that there are many or at least some risks in a financing
contract. The inability of the mudharib to fulfill his obligations to the Islamic bank can be
overcome by means of reconditioning. Reconditoning is changing part or all of the terms of
financing, the changes in question include changes in payment schedules, installment amounts,
and time periods. Islamic banks can also provide discounts on the obligations that must be paid
by the mudharib as long as it does not increase the remaining obligations that must be paid.

One of the factors causing the decline in Mudharib's business performance is the lack of capital
or the unavailability of capital that can be used to revive his business. Islamic banks can offer
additional capital (injection) to mudharib through restructuring risk management. Restructuring
can be done if the Islamic bank believes and believes that the business run by the mudharib can
run again if he continues to add capital to him. The reason why Islamic banks still want to provide
capital to Mudharib is because Islamic banks assess the mudharib's business prospects and his
business management is still trustworthy (Fauziah, Muawanah, Haula, 2018).

Restructuring mudharabah financing by rescheduling, reconditioning, and restructuring can be
done by considering aspects of the prudential principle. The prudential principle is risk
management through the application of laws and regulations that do not change (consistent), and
have an internal control system that is able to carry out its duties optimally. On the other hand,
things that must be considered in restructuring mudharabah financing are free from gharar, tadlis,
and other actions that can damage the contract in Islamic law (Fauziah, Muawanah, Haula, 2018).

In the implementation of rescheduling, reconditioning, and restructuring Mudharib must have
a good intention to return to business. However, if on the contrary, it can be taken against the
guarantee submitted by Muhdarib at the time the contract was made. Then if there is a loss caused
purely by business risk and not due to the negligence of the mudharib (force majeure), then in this
case the Islamic bank should from the beginning have collaborated with an Islamic insurance
company to help bear the risks experienced by the Islamic bank and the mudharib. This step makes
the Islamic bank not directly bear all the losses of the business it finances.

Then the Islamic Bank in providing mudharabah financing to mudharib, of course, there are
several risks that will arise and must be faced by Islamic banks including financial risk, investment
risk, compliance risk, legal risk, and fiduciary risk (Trianti & Triyuwono, 2014). The management
of risks that arise due to the domino effect of the general problem of murabaha financing as
previously described is as follows:

Financial Risk Management
The risk management that can be done to minimize financial risk as previously explained,

namely the Islamic bank can apply the 5C principle in mudharabah financing. The 5C principle

includes character, capacity, capital, collateral, and condition. The explanation of the 5C is:
1. Character, namely nature, the mudharabah financing contract basically moves on the basis
of mutual trust between the Islamic Bank and the mudharib. The banking party can obtain
information about the nature or character of the prospective customer or mudharib from
parties who have been in contact with him. The bank can cooperate through an integrated
system with other financial institutions that also provide credit or financing services, the
purpose of which is to check whether the prospective customer has ever applied for financing
or not, if ever and the customer's attitude in carrying out the business contract. Such
information is very useful in assessing the character of prospective customers objectively by
comparing information from prospective customers directly with information from outside.
2. Capacity, namely ability, the ability referred to in this case is the ability of the mudharib to
run his business and generate profits in accordance with the expectations of the bank. The
mudharib's ability can be measured through the business he has run before, if the business that

142



has been run is running smoothly then this can be a benchmark for Sharia banks in assessing
the capacity of the prospective mudharib.

3. Capital is the amount of capital required to carry out mudharabah financing. Islamic banks
can determine the amount of funds to be channeled to prospective mudharib by checking the
mudharib's business financial statements. The amount of capital capability of prospective
mudharib can be known from the company's financial statements.

4. Collateral, namely assets owned by Mudharib that can be used as collateral to the Islamic
bank. The pledged assets must be able to cover all forms of losses caused by the negligence of
the mudharib. The type of assets used as collateral can be in the form of movable or immovable
goods.

5. Condition is the condition or prospect of the mudharib's business in the future. In this
case, the Syariah bank must first analyze the business that will be run again by the mudharib
before the Syariah bank provides additional business capital.

Investment Risk Management

The implementation of risk management at Islamic banks to mitigate investment risk in
mudharabah financing is to carry out routine monitoring and supervision of the mudharib's
business. Islamic banks can monitor the mudharib's business activities regulatly by looking at the
business financial statements every month. By looking at the financial statements, the Islamic Bank
can ascertain whether the money channeled is used by the mudharib in accordance with the initial
agreement or whether there is any misappropriation, in this case the Islamic Bank can firmly ask
the mudharib to always be honest and transparent in terms of reporting business developments.

In connection with the investment between Islamic banks and mudharib, it must be related
to the level of profit sharing. Therefore, in this case to mitigate investment risk, Islamic banks can
increase the level of profit sharing ratio for Mudharib to be more enthusiastic in running their
business. This increase in the profit-sharing ratio given by Islamic banks to Mudharib exceeds the
profit-sharing ratio in general, in this case it is expected that Mudharib is more morally responsible
for managing funds because he is specialized by Islamic banks (fund owners).

Compliance Risk Management

The steps that must be taken by the Islamic Bank to mitigate compliance risk in
mudharabah financing are to carry out a series of screening activities (observation and screening)
of prospective mudharib. This process is carried out by knowing and seeing the intended use of
funds and the plan for depositing mudharib obligations from which sources, conducting direct
visits to the business location environment, and analyzing the character of prospective mudharib.
The process of mitigating compliance risk does not stop there, the Sharia bank still has to carry
out further monitoring after the contract takes place so that the use of funds submitted by the
mudharib is in accordance with their use.

In the regulations of the National Sharia Council of the Indonesian Ulema Council No.
07/DSN-MUI/IV/2000, it is explained that the fund manager (mudharib) must not violate the
provisions of Islamic law related to mudharabah contracts. These provisions can be used as a
reference for Islamic banks to educate prospective mudharib regarding the Sharia provisions of
the mudharabah contract before the contract is agreed upon. Islamic banks can educate all the
provisions of the mudharabah contract in accordance with Sharia. Initially, the Islamic bank can
explain the legal basis of the mudharabah contract and the mutual trust that is the basis for the
formation of the mudharabah contract. The provisions that must be conveyed by the Islamic bank
to the mudharib in the mudharabah contract are as follows:

1. Funds channeled by Islamic banks to mudharib must be used as agreed.

2. Must not tadlis (deceive) in reporting the results of its business.

3. The business that is carried out must be in accordance with sharia, this is done in order to
avoid the element of haram lighairihi (haram because of the process).
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4. TFunds obtained by Mudharib should not be used to increase business capital or for other
purposes.

Legal Risk Management

Risk management that can be done by Islamic banks to mitigate legal risk in mudharabah
financing is that the bank is more thorough in verifying the authenticity of documents and the
completeness of documents submitted by prospective mudharib. Verification of prospective
mudharib documents can be done by checking documents related to the legality of the mudharib
business.

A credible internal control system is also a step in legal risk management. Effective internal
control can ensure the creation of credible financial and managerial reports, capable of
safeguarding Islamic bank assets, increasing compliance with Islamic law and applicable laws, and
minimizing the risk of irregularities, losses, and violations of prudential aspects. The
implementation of a credible and effective bank internal management system is the responsibility
of all employees and the Internal Audit Work Unit (Rustam, 2013).

Fiduciary Risk Management
The application of risk management in Islamic banks to mitigate fiduciary risk in mudharabah

financing is by selecting prospective mudharib. After the selection, the Islamic Bank checks and
validates any information received from the prospective customer/mudharib. monitoring the
mudharib, monitoring his payments, and business performance. Therefore, Islamic banks are
expected to form a special division such as the Financing Team Leader whose job it is to carry out
coaching and mentoring of Mudharib in terms of managerial, spiritual, and motivational aspects
and always strive for Mudharib's business to run according to the agreement at the beginning of
the contract (Trianti & Triyuwono, 2014).

4. Conclusion

Islamic banks as institutions providing mudharabah financing will certainly face risks in the
financing. A common problem faced by Islamic banks in mudharabah contracts is non-performing
financing (NPF). In general, the risks that occur in mudharabah contracts are mudharib's
seriousness, violation of the agreement, unprofessional internal management of mudharib's
business, mudharib's negligence in running the business, and Sharia banks' uncertainty about
mudharib's credibility. These general risks cause a domino effect, which will give birth to other
risks. The risks in question are financial, investment, compliance, legal, and fiduciary risks.

The appropriate risk management to overcome the general risks that occur in mudharabah
contracts is to carry out rescheduling, reconditioning, and restructuring to mudharib who have
experienced a decline in business performance. This process can be carried out if the mudharib
still has serious intentions to continue his business, otherwise the Islamic bank can take the
collateral submitted by the mudharib to cover the losses of the Islamic bank.

To manage financial risk, Islamic banks can apply the 5C principle which includes character,
capacity, capital, collateral, and condition. In managing investment risk, Islamic banks can carry
out monitoring and supervision, as well as other efforts, namely increasing the profit sharing ratio
to mudharib so that it is expected to increase the enthusiasm of mudharib in running a business.
Compliance risk management of Islamic banks can carry out a screening process (observation and
screening) of prospective mudharib. On the other hand, Islamic banks must also educate mudharib
regarding the rules in the mudharabah contract in accordance with Islamic law so that its
implementation is in accordance with Shari'ah. Furthermore, in managing legal risk, Islamic banks
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are required to be more thorough in verifying and validating the authenticity of documents
submitted by mudharib, and increasing the company's internal credibility. And fiduciary risk can
be minimized by forming a special division such as the Financing Team Leader in charge of
screening credible and competent mudharib candidates and validating or checking the information
provided by prospective mudharib, monitoring mudharib, monitoring payments, and business
performance.
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