CHAPTER TWO
LITERATURE REVIEW
A. Sharia Supervision
The term of supervision in the Indonesian language is originated from the
word beware; so supervision is an activity of watching, in the sense of seeing things
carefully. There are no other activities beyond that except to report the results of the
supervising activity. While the term supervision in English is called controlling which
is translated by the term supervision and control, so that the term controlling has
broader meaning than supervision. Most experts mention the definition of controlling
equals to supervision so that supervision also includes controlling. Controling is mean
as directing, correcting misdirected activities and straightening in the right direction.
The followings are the understanding of supervision given by some experts:
1. Sarwoto
Supervision is the activity of managers who seek that the work to be done in
accordance with the established plan and/or desired results.! In the definition as a
standard or benchmark to plan the set and / or desired results. While implicitly, the
definition of supervision according to Sarwoto states that the purpose of
supervision is to make the work executed accordingly. So all the works in
question are those of being in implemented not the work that has been
completed.?
2. S.P. Siagian
Oversight is a process of observation rather than the exercise of all
organizational activities to ensure that all works underway are carried out in

accordance with pre-determined plans. In the definition of supervision by S.P.
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Siagian it has an important characteristic that the definition of this supervision can
only be applied to the supervision of the work in progress but it can not be
applied to the work that has been completed.
3. Soekarno K
Supervision is a decisive process of what to do, so that what had been
organized is in line with the plan. Soekarno in providing the definition of
oversight puts more emphasis on supervision as a decisive process of what to do.®

Supervision in Islamic teachings is divided into two things, first, supervision
that comes from themself from tawhid and believes to Allah SWT. If someone who
believes that Allah SWT watches over His servants, then he will act cautiously as
explained in Quran

“Have you not considered that Allah knows what is in the heavens and what is on
the earth? There is in no private conversation three but that He is the fourth of
them, nor are there five but that He is the sixth of them - and no less than that and
no more except that He is with them [in knowledge] wherever they are. Then He
will inform them of what they did, on the Day of Resurrection. Indeed Allah is,
of all things, Knowing™*

Second, supervision will be more effective if the monitoring system is also
done from outside yourself, like from the leadership, which concerns the task
delegated, suitability of completion and planning, as explained in the Quran. “Do [as
you will], for Allah will see your deeds, and [so, will] His Messenger and the
believers. And you will be returned to the Knower of the unseen and the witnessed,
and He will inform you of what you used to do.”

The world is increasingly modern with economic developments that have
continued to increase without stopping, one of which is no less important in

controlling Islamic financial institutions, namely the Sharia supervision system. The

supervisory system is the same as the sharia supervisory board (DPS); DPS is an
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agency or organization that is in a sharia financial institution and is in charge of
controlling, examining and auditing the implementation of DSN decisions in these
sharia financial institutions.® The meaning of supervision in Islam is "hisbah" which
means ihtisab which is researching, seeing, preventing or holding back as preventing
someone from committing wrong actions. Al-Hisbah etymologically means counting,
thinking, giving opinions, views and others’

In general, sharia supervision for LKS has a high urgency value, because the
development of types of financial transactions and trade activities that are so fast and
diverse, requires a quick and appropriate attitude to ensure the legality of sharia. The
highest Sharia Supervision Institution, in this case, the DSN-MUI has the duty to
issue Fatwas to provide the most possible alternative solutions to sharia contracts. The
development products produced from these Fatwas are expected to be competitive
even superior than those of conventional banks. Without the contemporary fatwas
issued by the DSN-MUI, Islamic economics will be attached to outdated imagery
because the products are not developing and unable to answer the needs of the times.

B. Sharia Cooperative
To make it specific, the author will discuss on one kind of the cooperative in
Indonesia, namely Cooperative service especially Sharia Financial Service
Cooperative which supervised by the Sharia Supervisory Board and the Office of
Cooperatives. Before discussing further the author will explain first about what is

sharia cooperative.

1. Definition
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Cooperative is a part of the economic arrangement, this means that in its
activities cooperatives also take part for the achievement of a prosperous
economic life, both for people who are members of the association itself and for
the surrounding community.® Cooperatives as associations for the common
welfare, conduct business and activities in the field of meeting the mutual needs of
its members. According to Prof. Rusdati cooperation is a part of the economic
system in Indonesia which has a long time as facilities to develop economic
democracy in Indonesia.’ Law No. 25 of 1992 on cooperation explains that
Cooperative in Indonesia is a business entity that consists of individual or
cooperative legal entity based on the principle of cooperatives as well as a
people's economic movement based on the principle of kinship. Based on
Margono Djojohadikoesoemo explanation in his book entitled “10 Tahun
Koperasi”, cooperation is a group of people who with their own willingness to

work together to improve their economy”.10

Nowadays cooperation in Indonesia is growing fast, it is proven by the
establishment of sharia cooperation which has a function to improve the welfare
of the members in particular and the general public and help build a just economic

order according to Islamic principles.

Sharia cooperative is more familiar by the name Cooperative Financial
Services of Sharia (KJKS), Cooperative Financial Services of Sharia is
cooperatives whose business activities are engaged in the field financing,

investment, and savings in accordance with the pattern of profit sharing (sharia).
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Sharia Finance Service Units is a business unit in a Cooperative whose business
activities engaged in financing, investment, and savings in accordance with the
pattern for the result (sharia), as part of cooperative business activity concerned.
Sharia cooperatives are business entities consisting of persons or entities
cooperative law based on its activities based on sharia principles as well as a
people's economic movement based on the principle of kinship.'

Sociologically, sharia cooperatives in Indonesia are often referred to as BMT,
because in reality, many Sharia Cooperatives come from the conversion of BMT.
However, there is actually a difference between KJKS / UJKS Cooperative with
BMT, which is printed on the institution. Sharia cooperative consists of only one
institution, that is cooperative which run with Sharia saving and loan cooperative
system. Sharia Cooperative is defined as a Sharia Financial Services Cooperative
which is a Cooperative who runs the business activities in the areas of financing,
investment and savings in accordance with sharia patterns*

Sharia Financial Services Business Activity is an activity undertaken to collect
funds and distribute through the business of Sharia Financial Services from /and to
members of the cooperative concerned, prospective members of the cooperative
concerned, other cooperatives and or its members when compared to the type of
product between sharia cooperatives and conventional cooperatives, actually
almost the same that is related to product savings and loan products. When it is
compared to its operational system, Sharia Savings and Loan Cooperative are very
different from the conventional cooperative; The cooperative uses conventional

system of interest while the Sharia Savings and Loan Cooperative use profit

" Triana Sofiani, “Konstruksi Norma Hukum Koperasi Syariah dalam Kerangka Sistem Hukum Koperasi
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sharing system. Sharia Savings and Loan Cooperatives are also almost the same in
their products but there is a difference on its funding product. Funding products or
funding for Sharia Savings and Loan Cooperatives is called Deposit, while in
Sharia Bank is called Savings.*®

Sharia Cooperatives cannot also escape from problems such such as
organizational and managerial problems, capital, and low quality of human
resources so that cooperatives run less innovative, effective, and efficient. In
addition, the image of cooperatives in the public is low when compared to other
economic institutions.** Therefore, cooperatives need to have added value
compared to other economic institutions. Strategies that can be done is to innovate
the business. The innovation of products or services produced, so that offered by
the cooperative is something unique and multiply other business opportunities. To
achieve this purpose, cooperatives must master access to capital, markets and
technology. If the cooperative can maximize this function, the cooperative will
have the ability to increase its business and professional independently, expand its
marketing network, and freely partner with other economic institutions.*

2. Principle
a. The membership are voluntary and open
Someone can not be forced to become a member. He/she can freely
choose to be or not to be the member. Similarly, if he/she wants to leave the

cooperative, the/she can decide on his/her own as long as it is in accordance
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with the provisions of the articles of association and the household budget.*

Open means that in membership there is no discrimination of any kind.
b. The management of cooperative is done with democratically.
Democratic management means:
1) Meetings of members are the holders of supreme power;
2) Cooperative activities are organized by the board;
3) The board is selected from members and by members;
4) The Board appoint managers and employees upon approval of member;
5) The management policy is controlled by members through supervisors;
6) Financial reports and other cooperative activities are open and transparent;
and
7) One member only has one vote.!
c. Provision of Limited Remuneration of Capital
Capital in the cooperative is used for the benefit of members, not just for
profit. Therefore, members earn limited interest on capital. The interest is no
more than the usual government bank interest rate. Members benefit in other
forms, such as participating in member education and can obtain products
easily, cheaply and in high quality.*®
d. Cooperative Education
To improve management capability and implementation of cooperative
principles, it is important that members, management and employees of the
cooperative are enhanced their understanding, awareness and skills through

education. The amount of tuition fees is set by members in member meetings.
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e. Cooperation Between Cooperative

1) Cooperatives can cooperate with other Cooperatives at the local, National
or International level.
2) In Indonesia, primary cooperatives can form central and parent at regional
and national levels.
f. The cooperative works for the sustainable development of the environment
and its people through a policy agreed upon by the member.*®
g. Wealth is God's trust that can not be owned by anyone;
h. Human beings are given freedom of friendship with the provisions of sharia;
i. Man is the khalifah of Allah and the prosperous on earth;
j. Uphold justice and reject every form of ribawi and centralization of economic
funding resources on a few people or a group of people.?

Based on the cooperative characteristics as described above, it can be
interpreted that cooperative has an economic system. As an economic system,
cooperative belongs to mixed economy since the socialist element appears
dominant in the cooperative by being upheld principles of togetherness and
equality of rights and obligations for members cooperative.

In addition, the principle of supreme authority is in the hands of members
as well as a centralized principle of democratic power. On the other hand, the
liberal element is also seen in the cooperative with the recognition of the principle
of justice. Voluntary principles can also be interpreted as freedom to conduct
economic activities within the cooperative.?* Cooperatives have a significant role

in drawing up joint efforts of people who have limited economic ability. In an
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effort to promote the position of the people who have limited economic capacity,
the Government of Indonesia is concerned with the growth and development of
cooperative societies because cooperatives in the economic system is a pillar.

Cooperatives in Indonesia do not yet have the ability to perform their roles
effectively and strongly. This is because the cooperatives still face the structural
obstacles in the mastery of production factors, especially capital. Thus, there is
still a need for broader attention by the government so that the existence of
cooperatives in Indonesia can be really as a pillar of the economy of Indonesia
which is outlined in the 1945 Constitution. Moreover, cooperation has a role as
explained in Article 4 of Law No. 25 of 1992 on cooperatives.

Kinds of Cooperative

Based on the participation of its members, there are five types of cooperatives
as explained on Law No. 25 of 1992:
a. Producer Cooperative
Producer co-operatives are cooperatives whose members are
producers. Members of this cooperative are the owner (owner) and user
service (user), where in his position as a producer, members of the producer
cooperative processing raw materials/inputs into finished good as to produce
merchandise, gain a certain amount of profits with transactions and take
advantage of marketable trading opportunities, gain some profits with
transactions and capitalize on existing market opportunities. Producer co-
operatives play a role in the procurement of raw materials, inputs, or
production facilities that support member economies so that members feel the

benefits of the existence of cooperatives because it can increase the



productivity of member businesses and income.”? This cooperative runs

several functions such as:

1)  Purchasing or procurement of required input members.

2)  Marketing of output resulting from member's business.

3)  Joining production or utilization of production facilities.

4)  Providing a joint marketing office.

b. Customer Cooperative
Consumer cooperatives are cooperatives that carry out activities for
members in order to provide goods or services required by members.

Consumer co-operatives play a role in enhancing purchasing power so that the

member's real income increases. In this cooperative, members have an identity

as owner (owner) and as a customer (customer). In the member's position as a

consumer, the activity of consuming (including consumption by producers) is

the use of consuming goods/services provided by the market. The function of
customer cooperative is organizing:

1) The purchasing or procurement of goods/services member needs is done
on a regular basis efficient, like buying in larger quantities.

2) Procurement innovations, such as a source of credit funds with lower
interest, including the use of revolving funds, purchases with discounts,
purchases with credit

c. Marketing Cooperative
Marketing cooperatives are often called sales co-operatives. The
identity of the member as owner and seller or marketer. Marketing

cooperatives have a function to accommodate products and services produced

%2 Hasmawati novrina, “Pengaruh Ukuran Koperasi dan Jenis Koperasi Terhadap Kualitas Sistem Pengendalian
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by members to further market it to consumers. Member is domiciled as a
supplier of goods or services to its cooperative. Thus, for members, the
cooperative is the front-runner in the marketing of goods or services of
producer members. The success of this marketing function supports the level
of business enthusiasm for members to remain in production.
Cooperative Services

They are cooperatives inwhich the identity of members is as owners
and customers of consumer services and or service producers. As a service
consumer, the established cooperative is a service procurement cooperative
while as service producer, the established cooperative is a cooperative service
producer or service marketing cooperative. As a marketing co-operative, when
the cooperative performs the function of marketing the production services of
members. In practice it is also known as grouping cooperative based on of
business management (business), ie Single Purpose cooperative type (one
business) and Multipurpose (many businesses). Cooperative with one business
activity, for example saving and loan cooperative (KSP), Milk Producers
Cooperative, Cooperative tofu tempe (Primkopti) and so on. Cooperatives
with more than one business activity often referred to as cooperative of all-
round business. This type of cooperative is for example Cooperative
Marketing, where the cooperative carry out the marketing of goods and
Services.
Saving and Loan Cooperative

This cooperative is often also aligned with the name of credit
cooperatives, the cooperative organizes savings services and simultaneously

provides credit to its members. These services place the cooperative as a



member service to meet the financial service needs for members to become
better and more advanced. In this cooperative, the members have a double
identity position as the owner (owner) and customers (customers). In the
position as a member, customer performs activities of saving and borrowing in
the form of credit to the cooperative. Co-operative services to savings
members in the form of mandatory savings, voluntary savings and deposits,
are a source of capital for cooperatives. The collection of funds from that
member into subsequent capital by the cooperative is distributed in the form of
loans or credits to members and prospective members. By way of borrowing
(KSP) and or Cooperative Savings and Loans (USP) of Cooperatives. That
way the cooperative performs the member's intermediation function to be
channeled in the form of credit to the member in need. Implementation of
savings and loans activities by cooperatives implemented in the
form/container savings and loan cooperatives. And also there is Saving and
Loan Sharia Cooperative (KSPPS). Sharia Credit and Financing Cooperatives
(KSPPS) are unique and specific Indonesian sharia microfinance entities.
KSPPS's role in carrying out its functions and roles performs a dual role,
namely as a business institution (tamwil) and on the other hand performs a
social function, namely collecting, managing and distributing ZISWAF funds
(Zakat, infaq, Shodaqoh, and waqf).

ZIS funds in the collection and utilization can be used for the benefit of
charity (sociality), however, some KSPPS channel and utilize it more towards
empowerment, especially for mustahik micro-entrepreneurs. Meanwhile,
specifically for Money Waqf, the collection is social in nature but its

management and development must be in the form of "commercial™ because



there is a mandate of (waqgf giver) to provide benefits from wagf results to be
given to maukufalaih (beneficiaries)
4. Purpose
In running its activity, the cooperative has a purpose for the welfare of

members regardless of the form of cooperation because the legal basis used is a

culture of mutual cooperation and the same fate as a joint, by not abandoning the

basic principles of cooperatives and the conditions that must be fulfilled.”®

Cooperatives aim to promote the welfare of members in particular and society in

general and participate in building the order of the National economy in order to

realize an advanced, just and prosperous society based on Pancasila and the 1945

Constitution. While the purpose of Sharia Cooperatives is to improve the welfare

of members and society in general and carry out to build the order of economy in

based on Islamic principles. Based on the objectives, the Sharia Cooperative has
the following functions and roles:

a. To build and develop the potential and ability of members in particular, and
society in general, in order to improve their economic social welfare.

b. To strengthen the quality of human resources of the members, in order to be
more trustworthy, professional (fathonah), consistent, and consequent
(istigomah) in applying Islamic economic principles and principles of Islamic
sharia.

c. To realize and develop a national economy that is a joint effort based on the
principles of kinship and economic democracy.

1) As a mediator between funding with the use of funds, in order to achieve

optimization utilization of property.

2 Aminullah Assegaf, Analisis Faktor-faktor yang Memengaruhi Permintaan Tenaga Listrik Konsumen Sektor
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2) Strengthen the groups of members, so that it is able to cooperate
effectively control the cooperatives.
3) Develop and expand employment opportunities.
4) Cultivate develop productive efforts of members.?*
C. Supervisory Institution for Sharia Cooperative in Indonesia
There are several institutions in Indonesia which are assigned to oversee sharia
cooperatives in Indonesia. The Sharia Supervisory Board and the cooperative office
are among the agencies authorized to supervise sharia cooperatives;
1. Sharia Supervisory Board
According to Abu Moamer, the definition of Sharia Supervisory Board is the
institution used for ensuring that sharia banks work within the bounds of Islamic
law, knowing the framework and boundaries of sharia, and investing or increasing
capacity within these limits.®> Meanwhile, AAOIFI Governance Standard

(Organization of Accounting and Audit For Sharia Financial Institutions) defines

DPS as an independent institution which consists of muamalah figh experts.”

Indonesia Council of Ulama also states that:

a. Sharia Supervisory Board is a board that exist in Sharia Financial Institution
and supervise the implementation of Sharia National Council Decision (DSN)
in that Sharia Financial Institution

b. Sharia Supervisory Board is appointed and dismissed in Sharia Financial

Institution after obtaining a recommendation from DSN.?’
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DPS based on AAOIFI (Accounting and Auditing Organization of Islamic
Financial Institutions) has provided standards for DPS, composition, and other
aspects related such as regulations, reports and so on. Sharia institutions should be
free institutions comprised of scholars which deal with science and Islamic law.
DPS can also be composed of other experts in the field of sharia financial
institutions with knowledge the science of Islamic law relating to commercial
transactions. DPS mandated by the task of directing, researching and supervising
activities Islamic financial institutions to ensure that it complies with the rules and
principles of sharia.?®

According to Small and Medium Enterprise Sharia Supervisory Board,
DPS is a council which elected through the decision of the meeting of members
who perform the duties and functions as the supervisor of sharia.?

2. Small and Medium Enterprise Cooperative Office

Table 1.

8 Muhammad Ayub, 2009 “Understanding Islamic Finance”, PT Gramedia Pustaka Utama, Jakarta. page 52.
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Organization Structure of Small and Medium Enterprise Service of Yogyakarta

Sources: diskop umkm diy.

a. Prepare and Control in the field of cooperative, micro enterprice, small and
medium enterprise;

b. Formulate the technical policy in the field of cooperative, micro enterprice,
small and medium enterprise;

c. Implement the cooperative cooperation, micro enterprice, small and
medium enterprise;

d. Give provision, coaching, protection, marketing and development of
cooperatives, micro, small and medium enterprises;

e. Implement the general services in the field of cooperatives, micro, small
and medium enterprises;

f. Provide facilitation in the field of cooperatives, micro, regency small and
medium enterprises;

g. Empower the resources and partners in the field of cooperatives, micro,
small and medium enterprises;

h. Implement the administrative activities; and



i. Implement other duties granted by the Governor in accordance with the

duties and functions.°
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