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Tujuan dari penelitian ini adalah untuk menganalisis pengaruh 
penerapan metode forward-looking expected loss sebagai konsekuensi 
Standar Akuntansi Keuangan (SAK) No 71 terhadap kualitas laba pada 
bank syariah. Oleh karena metode ini efektif pada tahun 2020, forward-
looking expected loss diukur dengan menggunakan rasio loan loss 
provisions dengan dummy tahun untuk membedakan antara  forward-
looking dan non-forward-looking. Adapun prediktabilitas laba 
digunakan sebagai proksi kualitas laba. Sampel terdiri dari 16 bank 
umum syariah periode 2018-2021 sehingga menghasilkan 55 tahun buku 
sebagai unit yang dianalisis. Hasil analisis regresi data panel 
menunjukkan  bahwa semakin tinggi cadangan kerugian penurunan nilai 
bank syariah maka semakin rendah kualitas labanya. Namun setelah 
penerapan PSAK 71, semakin tinggi cadangan kerugian penurunan nilai 
yang berbasis pada forward-looking maka kualitas laba pun semakin 
tinggi yang dibuktikan dengan kemampuan informasi laba dalam 
memprediksi laba masa depan.    
 
Kata Kunci: Bank Umum Syariah, prediktabilitas laba, expected loss,  
                    COVID-19.  

ABSTRACT 

This research investigates the effect of applying the forward-looking 
expected loss method as a consequence of Financial Accounting 
Standard (FAS) No 71 on earnings quality. Since the technique is 
effective in 2020, forward-looking expected loss is measured using loan 
loss provisions ratio with a year dummy to differentiate forward-looking 
and non-forward-looking. At the same time, the predictability of 
earnings is used as a proxy of earnings quality. The sample consists of 
16 Shariah commercial banks from 2018 to 2021, resulting in 55 firm 
years as a unit of analysis. Using panel data regression, the results 
show that the higher the reserve for impairment loss of Islamic banks, 
the lower the quality of earnings. However, after the implementation of 
SFAS 71, the higher the reserve, the higher the earnings quality, proven 
by the ability of earnings to predict future earnings. 
 
Keywords: Shariah Commercial Bank, earnings predictability, expected  
                  loss, COVID-19 
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1. Introduction 
The banking industry in Indonesia has a significant position by controlling around 

75% of the total national financial assets. In particular, the market share of Islamic banking 
has grown to 7.31% of the entire national banking industry as of June 2023 (Binekasri, 
2023). Banks act as financial intermediaries, collecting funds from the public and 
distributing them to various forms of financing (Primandasetio, 2021). In April 2023, 
Sharia Commercial Banks distributed financing worth IDR507.1 trillion, with an 18.5% 
annual growth rate. The main driver of this growth was Murabahah financing, which 
reached IDR237.5 trillion (OJK 2023). If the distribution of Murabahah financing runs 
smoothly, more income generated by Murabahah leads to higher profits for Islamic banks. 

However, in practice, the bank's function as an intermediary presents risks, especially 
financing risk. Financing risk refers to the possibility of financial losses when borrowers 
cannot immediately repay their debts (Rahmadani 2016). According to the data (OJK, 
2023), in April 2023, the value of Non-Performing Financing (NPF) reached IDR11.7 
trillion, or equivalent to 2.3% of total financing. This increase in NPF was exacerbated by 
the COVID-19 pandemic, as customers decreased their ability to pay back their debts on 
time. The high value of NPF can disrupt bank liquidity, namely the bank's ability to fulfill 
its obligations to depositors. 

The Indonesian Financial Service Authority (IFSA) responded to the impact of the 
spread of COVID-19 by issuing IFSA Regulation Number 48 of 2020, mandating the 
formation of impairment loss reserves (Cadangan Kerugian Penurunan Nilai /CKPN) for 
debtors who are considered unable to survive after financing restructuring is carried out 
(Firmansyah et al., 2022). The impairment loss reserve is a reserve formed by banks to 
cover possible losses due to impairment of financing (Vebriana et al., 2020). The 
impairment loss reserve regulation can lead to potential moral hazard if not carefully 
monitored. Moral hazard can occur if banks form too large a reserve to cover losses on 
financing so that bank profits look higher than they are (Sobarsyah et al. 2020). Therefore, 
the recording of the impairment loss reserve is regulated by SFAS No 71 to prevent misuse 
of these regulations so that the financial statements remain high quality and reflect 
economic reality. 

The implementation of SFAS No.71 has been effective since January 1, 2020, in 
response to criticism of SFAS No. 55, which is considered too late in recognizing losses 
(Aboud et al., 2018). Implementing SFAS No 71 resulted in banks having to reserve more 
impairment losses on financial instruments based on the expected loss method, which is 
applying the expected financing losses earlier (Firmansyah et al., 2022), known as 
forward-looking expected loss.  

In the forward-looking expected loss method, assessing the decline in value of 
financial assets emphasizes the relevance and up-to-dateness of information to support 
decision-making and manage financial assets. SFAS 71 reflects a paradigm shift by not 
waiting for objective evidence but rather continuously updating and recognizing asset risks 
from initial recognition to final maturity. With an increase in the risk of debtor default as 
an indication of a financial asset value decrease, this forward impairment loss reserve can 
directly affect the quality of company earnings (Dendy, 2019). In February 2020, Islamic 
banks in aggregate were recorded to have formed impairment loss reserves up to 
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IDR248.92 trillion. Then, in May 2020, the bank impairment loss reserve increased by IDR 
21.24 trillion or 8.53% to IDR 270.16 trillion.  

 Based on this background, this study analyzes whether the impairment loss reserve 
referring to SFAS 71 affects earnings quality. Several studies have been conducted 
regarding SFAS 71. Research conducted by Arifullah & Firmansyah (2020) evaluates the 
readiness of banking companies to implement SFAS 71 on receivables provisions. 
Research on the difference in the value of impairment loss reserve before and after the 
implementation of SFAS 71 in conventional banking has also been carried out previously 
by Harindra et al. (2023) and Firmansyah et al. (2022). Harindra et al. (2023) conducted an 
empirical study on the implementation of SFAS 71 and its impact on the profitability of 
banking companies in Indonesia. The findings indicate that impairment loss reserve 
positively influences the profitability of companies, contrasting with the period before the 
implementation of SFAS 71 when the impairment loss reserve did not affect profitability. 
Additionally, research by Firmansyah et al. (2022) concludes that the adoption of SFAS 71 
results in a notable change, specifically an increase in the value of impairment loss reserve, 
which is a component that reduces equity in the financial statements of listed banks on the 
Indonesia Stock Exchange in the years 2019 and 2020. The application of impairment loss 
reserve on murabahah income and its relation to the financial performance of Islamic 
Commercial Banks was conducted (Suhartini & Anwar, 2018).  

This research offers two novelties. First, this research analyzes content regarding the 
application of the forward-looking expected loss method in accordance with SFAS 71 in 
Islamic commercial banks which only became effective in 2020 to calculate reserves for 
impairment losses. By using dummy variables, this research compares forward-looking 
loss reserves in 2020 and 2021 which refers to SFAS 71, and loss reserves in 2019 and 
2018 which refers to SFAS 55. Second, in context, this research involves abnormal 
economic conditions due to the impact of COVID-19, which will influence the number of 
loss reserves created by banks. The implementation of SFAS 71 began in 2020, as a result, 
the research periods are not only capturing the impact of SFAS 71 but also the impact of 
the pandemic on potential declines in the value of financing. 

Using 16 Islamic commercial bank financial statement data from 2018 to 2021, this 
study was analyzed using the Panel Regression Analysis technique.  This research 
contributes by highlighting the positive role of implementing SFAS 71 in improving the 
profit quality of Islamic banks. By considering macro factors that may occur in the future, 
SFAS 71 helps produce more accurate and predictable profit information. 

 
2. Literature Review and Hypothesis Development  

Fiedler (1998) developed contingency theory, which incorporates that the design and 
use of management control systems are highly dependent on the organizational context. In 
other words, contingency theory is a management theory in which no one approach or 
method is suitable for all organizational practices. Instead, this theory argues that the most 
effective practices depend on an organization's unique circumstances or possibilities. The 
contingency theory in the accounting context recognizes that each organization has unique 
characteristics and environments that affect its accounting practices (Otley, 2019). Banks, 
in anticipating uncertainty, are required to create reserves for financing losses, and even 
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Islamic banks prohibit the practice of interest.  It presents challenges and various business 
risks, one of which is financing risk, which arises from the uncertainty of the return on 
financing activities (Sholahuddin, 2004). The amount of this reserve will depend 
(contingent upon) on the conditions of each customer, the internal condition of the 
individual bank such as bank size, liquidity, efficiency, and profits (Andayani et al., 2022) 
as well as macroeconomic conditions that affect the customer's business. 

Before the introduction of SFAS 71, SFAS No. 55 was previously utilized as a 
guideline for the recognition and determination of reserves for Impairment Losses on 
financial instruments by Islamic banks. In SFAS 55, the determination of reserve generally 
relied on the Historical Loss method, which focused on past loss experiences. While SFAS 
55 provided reliable guidelines, the replacement with SFAS No 71 reflects an evolution in 
approach, particularly with the introduction of the Forward-Looking Expected Loss 
approach (Mukaromah & Krisnaningsih 2023). This practice helps financial institutions 
proactively manage the potential for abnormal conditions such as the COVID-19 
pandemic. However, the obligation of banks to provide loss reserve on non-performing 
financing is greater than before, which can also decrease bank profits (Firmansyah et al., 
2022). The previous study by Tungga et al.( 2021), Prena & Nareswari (2022) and 
Hasibuan et al. (2023) state that CKPN using the Expected Loss method significantly 
affects the quality of banking profits. Therefore, Islamic banks also need to consider the 
right strategy to manage the risk of non-performing financing and ensure long-term profit 
sustainability. 

The Islamic banking industry in Indonesia has a significant role in the economy, with 
a growing market share of Islamic banking. Banks function as financial intermediaries that 
collect funds from the public and distribute them in the form of financing (Primandasetio, 
2021). However, banks face financing risks (Riyanah et al., 2023). Especially during the 
COVID-19 pandemic, the financing risk has an impact on increasing the Non-Performing 
Financing (NPF) ratio (Gemina & Supriyadi, 2018; Nugrohowati & Bimo, 2019), which 
can also threaten their liquidity (Hamdi & Herianingrum, 2022). Thus, banks need to 
implement earnings management strategies to survive economic uncertainty. 

From the regulatory side, one of the efforts to mitigate financing risks, the Financial 
Services Authority (OJK) has established regulations regarding Reserve for Impairment 
Losses based on Forward-Looking Expected Loss Under SFAS No 71 to maintain the 
stability of the banking business (Otoritas Jasa Keuangan, 2020). Previous research shows 
that banks that have adequate loss reserves have a greater chance of surviving and 
recovering from crises such as COVID-19 (Mla & Rizkianto 2023; Burhan, 2023; Hasan & 
Syahira, 2022). The application of Forward-Looking Expected Loss which refers to SFAS 
71 takes into account expectations of future losses, thereby allowing banks to predict 
profits more accurately. This is important because the predictability of earnings is an 
indicator of quality earnings. Previous research shows that the Forward-Looking Expected 
Loss method produces more accurate credit loss estimates than traditional methods. This is 
proven by research by Suriawinata (2023) which found that Forward-Looking Expected 
Loss was able to predict Non-Performing Loan with a higher level of accuracy than the 
loss incurred method.  In addition, research states that a high loss reserve can produce 
more accurate earnings quality because it can predict profits better, so it can influence the 
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quality of the company's profit. Furthermore, findings by Valdiansyah & Murwaningsari 
(2022) show that low or even negative profits can be caused by excessive loss reserve 
policies, which ultimately reflect poor asset quality and increase the bank's financial risk. 
Based on the framework that states that the COVID-19 pandemic impacts the increase in 
non-performing financing, Islamic banks decided to set a larger Reserve for Impairment 
Losses. In line with this, the greater the reserve set by Islamic banks, the greater the 
possibility of earnings management, which harms the quality of Islamic banks’ earnings. 
Therefore, this study proposes the following hypothesis:  
H1 : Earnings quality is higher when implementing Forward-Looking Expected Loss under          
        SFAS No. 71. 

 
3. Research Method  
 The population for this study comprises Islamic banking entities registered with the 
Financial Services Authority. Purposive sampling was employed for sample selection. 
Samples were chosen based on the following criteria: 

Table 1. Sampling Criteria 
No Criteria Total 
1. Islamic banking registered with the Financial Services Authority (OJK) 

2018-2021 
17 

2. Islamic banking is officially registered with the Financial Services 
Authority (OJK) in 2021 

(1) 

3. Islamic Banks is not implementing PSAK 71 starting January 1, 2020 0 
4. Total banks used in the research 16 
5. Total observations (4 years x 16 banks) 64 

  
This study used 16 samples of Islamic commercial banks in Indonesia, with a research 

period of 4 years. However, three banks, experienced a merger into one banking entity in 
2021, so the research subjects became 14 starting in 2021. In the research span of  4 years, 
55 financial years are the focus of analysis. The secondary data used in this study are 
annual financial reports of Islamic commercial banks obtained from www.ojk.go.id. This 
research used a panel data regression analysis with the following model:  

EQ i.t = a+ b1RILi.t + b2RIL*DYi.t + b3LIQi.t + b4EFFi.t + b5SIZEi.t +b6DY+ Ei.t 

Where,  
EQ i.t   : Earnings quality of Indonesian Islamic Commercial Banks 
a  : Constant value 
b1……..6   : Regression coefficient value 
RILi.t  :  Reserve for impairment losses of  murabahah 
RIL*DYi.t   : Interaction between reserve for impairment losses and dummy year  
LIQ i.t  : Liquidity of Islamic commercial bank in year t 
EFFi.t   : Efficiency of Islamic commercial bank in year t 
SIZE i.t   : Company size of Islamic commercial bank in year t 
DY  : Dummy year, 0 for years before SFAS 71, and 1 for after SFAS 71. 
Ei.t  : Error term 
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This model consists of a dependent variable, independent variable, and control 
variable presented in Table 2 about measurement variables.  Earnings quality shows how 
much profits banks report correspond to actual reality (Utami et al., 2019). In this research, 
earnings quality is measured using the earnings predictability indicator (Yetty et al., 2022), 
which means the company can provide accurate and consistent forecasts of its financial 
performance in the future. The higher the level of earnings predictability, the more reliable 
the company's financial information and the higher earning quality.  Schiemann & 
Guenther (2013) explain that earnings predictability is measured from the residual standard 
deviation of the earnings persistence formula.  The impairment loss reserve for Murabahah 
Financial is an independent variable.  This model detects risks in financial instruments 
since initial recognition using forward-looking information based on IFSA Circular Letter 
No. 9/SEOJK.03/2020 (Otoritas Jasa Keuangan, 2020).  

In this research, control variables consist of liquidity, efficiency, bank size, and the 
Covid pandemic.   Liquidity is the company's ability to meet its financial obligations in the 
short term with available current funds (Gusmawanti et al., 2020; Pham et al., 2018). 
Efficiency is a measure that compares the output value of a process with its input value 
(Prena & Nareswari, 2022). This study's efficiency measurement uses the. BI Circular 
Letter No.6/23 / DPNP issued on May 31, 2004, states that if the ratio level is at < 96%, 
management is good at controlling expenses or operating expenses with operating income 
and vice versa. Bank size is the level of identification of the size or size of a bank (Yuniari 
& Badjra, 2019), which is measured by Ln total financing (Damayanti & Mawardi, 2022).   

    
Table 2. Measurement of Variables 

No Variables  Measurement 
Dependent Variable   
1. Earnings Quality  Earnings predictability indicator. 

ERt =  a + ERi t-1 + ei.t   

ERt : Earnings at bank i in year t 
a : Constant Value. 
ERi.t-1 : Earnings at the bank i in before year t. 
ei.t : Error term 

 

Independent variable   
2. Impairment loss reserve 

for Murabahah financial 
 Expected Loss method: 

𝐶𝐾𝑃𝑁	𝑜𝑛	𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙	𝐴𝑠𝑠𝑒𝑡𝑠
𝑇𝑜𝑡𝑎𝑙	𝑃𝑟𝑜𝑑𝑢𝑐𝑡𝑖𝑣𝑒	𝐴𝑠𝑠𝑒𝑡𝑠 	𝑋	100% 

Control Variables   
3. Liquidity  Financing to Deposit Ratio (FDR):  

𝑇𝑜𝑡𝑎𝑙	𝐹𝑢𝑛𝑑𝑠	𝑝𝑟𝑜𝑣𝑖𝑑𝑒𝑑
𝑇𝑜𝑡𝑎𝑙	𝑇ℎ𝑖𝑟𝑑	𝑃𝑎𝑟𝑡𝑦	𝐹𝑢𝑛𝑑𝑠 	𝑋	100% 

4. Efficiency  Operating Expenses and Operating Income (BOPO) ratio  
𝑇𝑜𝑡𝑎𝑙	𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔	𝐸𝑥𝑝𝑒𝑛𝑠𝑒𝑠
𝑇𝑜𝑡𝑎𝑙	𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔	𝐼𝑛𝑐𝑜𝑚𝑒 	𝑋	100% 

3. Bank Size  𝐵𝑎𝑛𝑘	𝑆𝑖𝑧𝑒 = 𝐿𝑛	(𝑇𝑜𝑡𝑎𝑙	𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑛𝑔) 
4. Dummy COVID-19  Time dummy variable: 

1 = After the COVID-19 crisis in 2020-2021,  
0 = Before the COVID-19 crisis in 2018-2019 
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In this study, panel data regression was analyzed using STATA software. The analysis 
uses three approaches, namely CEM (Common Effect Model), FEM (Fixed Effect Model), 
and REM (Random Effect Model).  Napitupulu et al (2021) explain that to choose the right 
model, there are several tests. The first, namely the Chow test, is used to select the most 
appropriate model for estimating panel data between the CEM or FEM models. Second, 
the Hausman test is used to determine the most appropriate FEM or REM model to 
estimate panel data. Coefficient of determination analysis is conducted to explain the 
relationship between dependent variables and independent variables in the research model. 

 
4. Result and Discussions 

Table 3 presents descriptive data for earnings quality, loss reserve, liquidity, 
efficiency, bank size, and year dummy variables on a sample of Islamic commercial banks 
during the 2018–2021 period. 

 
Table 3. Descriptive Statistics 

Variable Scale Mean Std. dev. Min Max 

RIL 2018-2019 Millions .0239934 .0160708 0 .61196 
RIL 2020-2021 Millions .0366108 .0280699 0 .61196 
Liquidity Ratio .0540489 .0267152 .0257835 .2402401 
Efficiency Ratio 4.520682 .3171598 4.028205 6.060057 

       Source: Research Data, 2024 
 
Reserve for Impairment Loss with a standard deviation of 0.016 shows that reserve 

values generally tend to vary within a relatively small range around an average value of 
0.0239 million. The forward-looking reserve, which is the reserve value for 2020 and 2021 
after SFAS 71 becomes effective, has a mean value of 0.0366, which is higher than the 
overall reserve value. This indicates that SFAS 71 has an impact on increasing the value of 
reserves made by banks. The liquidity ratio shows large variations in banks' ability to 
manage liquidity, with a mean of 0.0540489 and a standard deviation of 0.0267152. The 
Efficiency Ratio reflects variations in operational efficiency between banks, with an 
average ratio of 4.520682 and a standard deviation of 0.3171598. 

In testing the hypothesis, this study begins with an analysis of earnings predictability 
as the indicator of earnings quality as presented in Equation 2. Using the procedure of 
panel data regression, the final equation is generated through the Chow, Haussman, and 
Lagrange Multiplier (LM) tests to select the most appropriate model between the CEM 
(Common Effect Model), FEM (Fixed Effect Model), and REM (Random Effect Model)  
(Napitupulu et al., 2021). The Chow test results show a Prob value of 0.1405>0.05, so the 
selected model is CEM. Then, the Lagrange Multiplier Test compares REM with the CEM, 
and the results confirm that a Prob value of 1,000>0.05, so the best model is the CEM. 
After passing the classical assumption test of multicollinearity and heteroscedasticity, the 
following equation 3 is obtained for the earnings predictability model:  ERt = 134,98 + 
0,40ERi.t-1 + Ei.t.                         
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Referring to equation 3, earnings predictability as the dependent variable is measured 
from the residual standard deviation. This study then carries out the panel data regression 
to test the influence of all independent variables on earnings predictability as the dependent 
variable using Equation 1.  The Chow test is conducted to determine whether the model 
used is a common effect or a fixed effect. If the probability is > 0.05, the approach used 
has a common effect. Conversely, if the probability is <0.05, then the model used is a fixed 
effect (Napitupulu et al., 2021). Based on the results obtained, the Prob value is 0,0003< 
0.05. Then, the selected model is FEM. The next step is the Hausman test, The Probability 
value is 0,1964 >0,05, so, the selected model is REM. The last test is the Lagrange 
Multiplier (LM) compares REM with the CEM, and the results confirm that a Prob value 
of 0,1447>0.05, so the best model is the CEM (Common Effect Model). The LM test 
determines whether the Random Effect model is better than the Common Effect method. If 
the probability value of Breusch-Pagan> 0.05, the suitable model is the Common Effect 
Model and vice versa (Napitupulu et al., 2021). Based on the results obtained, the Prob 
value of 0.2007> 0.05, the selected model is Common Effect. The common and fixed 
effect models use the OLS (ordinary least square) methods. Meanwhile, the Random Effect 
model is an estimation method that uses the GLS method. This study uses a common-effect 
approach. Therefore, the classic assumption test must be carried out. Based on (Napitupulu 
et al., 2021) with the common effect model, researchers only need to test for 
multicollinearity and heteroscedasticity. To test for multicollinearity problems, you can 
look at the correlation matrix of the independent variables. If there is a correlation of more 
than 0.85, there is multicollinearity (Napitupulu et al., 2021). Based on the 
multicollinearity test results, all independent variables have a value of less than 0.05, so it 
can be concluded that there is no multicollinearity in the model. Furthermore, in the 
heteroscedasticity test, the Breusch Pagan Godfrey results using the probability chi-square 
parameter with a value of 0.9624 are greater than the probability value of 5% (0.05), so it 
is concluded that the regression model is homoscedasticity. Based on the model selection 
test conducted, the common effect model is used in estimating panel data in this study. 

 
Table 4. Common Effect Model Regression Test Results 

Variables Coefficient Std. err. t P>t 
_cons 9.86785 1.418482 6.96 0.000 
RIL -.1199505 .0587557 -2.04 0.047 
RIL*DY 2.133402 .7264731 2.94 0.005 
Liquidity -6.377887 2.552937 -2.50 0.016 
Efficiency -.9487072 .3068849 -3.09 0.003 
Size Bank .1863462 .0659417 2.83 0.007 
DY -.3976383 .2028015 -1.96 0.056 
Adj. R2          = 0.3884; 
Sig F         = 0.0001. 

  
  

                     
The F value based on the results of panel data regression testing is 6,50 with a 

probability of less than 5%, indicating that the overall model fits the data. The model can 
explain variations in earnings quality by 38,84%. Based on the test of each variable, almost 
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all variables significantly influence earnings quality: Reserve for Impairment Loss (RIL), 
RIL*DY after implementing SFAS 71 for the years 2020 and 2021, Liquidity, efficiency, 
and bank size. Meanwhile, the year dummy variable is in a marginal position, meaning that 
the period of 2020 and 2021 which represents the pandemic condition has an influence on 
earnings quality but with a fairly weak influence.  

Referring to Table 4, the overall Reserve for Impairment Loss has a significantly 
negative impact on the earnings quality of Islamic Banks, shown by the coefficient value 
of -0.119 with a probability of 0.005 < 0.05. The higher the reserve, the lower the earnings 
quality. This means that an increase in reserves causes current earnings information to have 
a decreased ability to predict future earnings. 

Interestingly, the implementation of Forward Impairment Loss Reserve based on 
SFAS 71, which uses Expected Financing Loss (EFL), has been proven to have a 
significant influence on earnings quality as shown by the coefficient value of RIL*DY 
2.133 with a probability of 0.047 <0.05. These findings can be statistically interpreted from 
two points of view. Firstly, the implementation of SFAS 71 which is effective in 2020 
changes the direction of the influence of the reserve for impairment loss on earnings 
quality, from previously the higher the reserve, the lower the ability of earnings to predict 
future earnings, to the higher the reserve, the higher the ability of current earnings to 
predict future earnings. The finding may be attributed to SFAS 71 which can accommodate 
future macro factors that have the potential to influence business performance (Sugiarto & 
Suroso, 2020). Compared to SFAS 55, this approach encourages accountants to be more 
careful in assessing and can strengthen proactive and preventive aspects of risk 
management. As a result, reserve based on SFAS 71 provides a stronger basis for capturing 
the variability of complex and dynamic market conditions, reflecting earnings quality with 
a higher degree of precision. Therefore, the hypothesis is accepted. 

Forward-looking loss reserves have accommodated significant economic uncertainty 
and profound changes in the business environment, which are likely to cause instability in 
corporate financial performance (Lassoued & Khanchel, 2021). External factors such as 
market fluctuations, supply chain disruptions and unexpected changes in consumer 
behavior can all have impacts that are difficult to predict, reducing the ability of earnings 
to provide consistent and reliable information as a basis for predicting future financial 
results (Ozili, 2021), therefore needs to be anticipated by taking into account the risk of 
loss due to these external factors in the forward-looking loss reserve. 

Bank size as a control variable has a significantly positive impact on profit 
predictability. This indicates that larger banks have more diverse asset and funding 
portfolios which can help banks to be more resistant to economic and market fluctuations 
so that earnings will be more predictable. Other variables, namely liquidity (FDR) and 
efficiency (BOPO) have a negative and significant impact on earnings predictability. An 
increase in the FDR ratio indicates high liquidity risk and has the potential to increase non-
performing financing thereby reducing earnings quality. Meanwhile, a high BOPO ratio 
indicates high operational costs. Therefore earnings obtained will be lower. 

This research aims to analyze the effect of implementing reserve impairment loss 
using the Expected Loss approach in accordance with SFAS 71 on the earnings quality of 
Islamic Banks in Indonesia. Earnings quality is measured using the earnings predictability 
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value, where the more accurately the predicted earnings, the higher the earnings quality 
(Abou-El-Sood & El-Sayed, 2022). From the findings, Islamic banks tend to apply the 
principles of prudent banking to anticipate the possibility of an increase in risk caused by 
macro factors. The principle of prudent banking is an approach that means that Islamic 
banks in Indonesia tend to be very careful in recognizing income and expenses. One of the 
impacts of implementing the prudential banking concept is determining a comprehensive 
loss reserve by considering possible risks that occur in the future that will affect earnings. 
In Islamic banks, prudence in recognizing earnings, especially through Murabahah 
financing is crucial as  Murabahah financing is dominant compared to other modes of 
financing. It needs to be taken into account that this financing also carries risks that need to 
be anticipated. In contrast to SFAS 55, reserve impairment loss in SFAS 71 using the 
Expected Financing Loss method provides a framework that estimates financing risk from 
the start, which ultimately influences the increase in Allowance for Impairment Losses in 
the banking sector, especially when faced with unexpected events such as the COVID-19 
pandemic. The finding shows that the application of Expected Loss to Murabahah 
financing has a significant impact on improving the earnings quality of Islamic  Banks in 
Indonesia. 

These findings are consistent with research by Suriawinata (2023) which found that 
Forward-Looking Expected Loss was able to predict Non-Performing Loans with a higher 
level of accuracy than the loss incurred method.  In addition, research by Atika (2017) 
states that a high loss reserve can produce more accurate earnings quality because it can 
predict profits better, so it can influence the quality of the company's profit. Furthermore, 
findings by Valdiansyah & Murwaningsari (2022) show that low or even negative profits 
can be caused by excessive loss reserve policies, which ultimately reflect poor asset quality 
and increase the bank's financial risk.  

However, this finding is not consistent with previous studies which indicate that the 
higher the reserve, the lower the earnings quality of Islamic banks. For example, research 
conducted by Maurida (2022), highlights the impact of high reserves on reducing bank net 
profits, and similar findings by Hasibuan et al. (2023) show that reserve SFAS 71 has a 
negative influence on earnings quality in banking sub-sector companies on the   Indonesia   
Stock   Exchange. An excessive increase in the reserve for impairment loss can reduce net 
profit. Diah & Sholikhah (2016) also found that reserve for impairment loss has a positive 
influence on NPF, which means that the higher the reserve for impairment loss, the higher 
the level of problematic financing in banks. This will have an impact on reducing the 
quality of profits in banking. Likewise, Valdiansyah & Murwaningsari (2022) added the 
dimension that high reserve for impairment loss policies can also contribute to low or even 
negative profits. 

The year dummy variable has a value of 1 for the 2020 and 2021 periods, which are 
the effective years when SFAS 71 was implemented, which coincides with the pandemic 
and appears to have had a marginal impact on the decline in the quality of profits in 
banking. The pandemic situation causes an increase in credit risk because a lot of financing 
is provided to customers who may experience difficulties in repayment. However, due to 
tight regulations and the strength of the banking system, the impact on decreasing earnings 
quality is not that strong (probability 0.056, significant if the test is 10%). The uncertain 
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economic situation during the pandemic makes it difficult for banks to provide stable and 
predictable profit information, but banks can respond proactively to the crisis that occurs 
(Augeraud-Véron & Boungou 2023). Islamic Banks choose to anticipate potential losses 
and protect assets, although this has a negative impact on short-term profits, this step 
strengthens their position in the long term (Rastogi et al., 2022). By calculating potential 
losses and setting up reserves, demonstrating that they can manage risks and adapt to 
changing market conditions, increases investor and customer confidence, which can 
ultimately help banks recover more quickly after the pandemic ends. In line with research 
that shows that banks that have adequate reserves have a greater possibility of surviving 
and recovering from the crisis (Mla and Rizkianto 2023; Burhan 2023; Hasan & Syahira 
2022). 

The utilization of robustness tests in this study substantiates the reliability of the 
analytical model. This study examines the same model using different measures of 
earnings quality, namely accrual quality as previously used by Lyimo (2014), An (2017),  
Selfiani & Murtanto (2020),  Fonou Dombeu & Nomlala (2023). This study uses 
discretionary loan loss provision (DLLP) as the measure of earnings quality (Zgarni & 
Fedhila, 2019; Hegde & Kozlowski, 2021). The higher the DLLP, the lower the quality of 
earnings. The finding indicates that the impact of Reserve Impairment Loss after 
implementing SFAS 71 (RIL*DY) on earnings quality is significantly negative, suggesting 
that the implementation of Forward Impairment Loss Reserve based on SFAS 71 in the 
years 2020-2021, utilizing Expected Financing Loss (EFL), reduces Discretionary Loan 
Loss Provision (DLLP), indicating a higher earnings quality. With a coefficient of 14.881 
and a probability of less than 5%, strong support is provided for this finding. This 
robustness test yields a consistent result when earnings quality is measured through 
earnings predictability. Table 5 presents the robustness test. 
 

Table 5. Common Effect Model Regression Test Results 
Variables Coefficient Std. err. t P>t 

_cons -18.913 10.843 .091 0.028 
RIL 56.377 12.913 -1.465 0.010 
RIL*DY -14.881 30.887 1.825 0.004 
Liquidity -.026 39.984 .372 0.011 
Efficiency -.014 .052 -.511 0.002 
Size Bank 1.345 .076 -.180 0.008 
DY .990 2.623 .513 0.004 
Adj. R2=.481; Sig. F=.0004     

            Dependent Variable: Accrual Quality using DLLP 
               RIL: Reserve Impairment Loss; DY: Dummy Year (0: before SFAS 71; 1 after SFAS 71) 
 
5. Conclusions, Implications, and Limitations 

By considering the variables size, liquidity, and efficiency, as controlling variables, 
based on the results of hypothesis testing, it can be concluded that the higher the reserve of 
an Islamic bank, the lower the quality of earnings. However, after the implementation of 
SFAS 71, the higher the reserve, the higher the earnings quality. SFAS 71 uses Expected 
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Financing Loss, which considers macro factors that are likely to occur in the future that 
influence earnings. These findings indicate that reserves based on SFAS 71 are more 
comprehensive in predicting risks that may arise. Therefore earnings information is more 
accurate and has more predictability. The implication of this research for regulators is as 
input in drafting regulations on reserves. The impairment loss reserve may reduce the 
quality of earnings, which is prone to being used as an earnings management tool. For 
investors, the results of this study are input in evaluating Islamic bank performance as an 
investment alternative. The limitation of this research is the use of a single measure for 
earnings quality, namely only the predictability of earnings over two years, so it does not 
describe the trend of the impact of impairment loss reserves (CKPN) on earnings quality. 
Future research could examine the impact of CKPN on various earnings quality measures, 
including earnings predictability over three years to provide a more comprehensive 
understanding. In addition, it is realized that the data available in this study is relatively 
limited. Therefore, it is recommended to conduct further research using cross-country data. 
This can expand the scope and generalization of research results, as well as provide a more 
comprehensive understanding of the phenomenon being observed. 
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