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The purpose of this study to test the effect of risk credit, efficiency and Good Cor-
porate Governance to profit bank in the Indonesian conventional bank. GCG rep-
resented by board size, board meeting and disclosure. This study used quantitive
research using purposive sampling method and obtained 22 banks by the annual
bank report of BEI during 2012-2019 were selected as samples with a total of 174
observation. Data analysis in this study is a multiple linear regression analysis us-
ing SPSS Statistic 22. This study is NPL, and BOPO has a negative and significant
effect on conventional commecial bank’s profitability. The control variable has size
get a positive and significant impact to profitability bank. Board Size, Board Meet-
ing, and Disclosure have not significant effect to the profitability bank. The advice
provide is bank should pay attention to risk mitigation of credit and do efficiency
on their activity. Furthermore, researchers are also expected to add other independ-
ent variables that can affect profitability banks such as CAR, LDR , Risk Commite

Meeting, and other control variables like age.

INTRODUCTION

Based on the World Competitive Center,
Indonesia has the highest ranking increase in
the Asia Pacific. Indonesian economy increased
5,06% with GDP value per capita and $ 4.193
in 2019, one of the world’s most significant po-
pulations in the world, with a population of 267
million people. Banking sectors dominating the
financial industry in Indonesia, Bank Indonesia’s
data show that most of the financial sector’s total
assets derived from the banking sector.

Indonesia’s economy is inseparable from
bank’s role where the banking industry holds im-
portant control in allocating resources and econo-
mic turnover. Seeing the part of banks for society
and the state, the bank must always be (sustainab-
le) . Banks must have profitability so that they can
run the wheel of banking life. Profitability is also
one indicator for seeing the "life” of a bank. Pro-
fitability is also one of the factors for a healthy

bank. According to (Brigham & Houston, 2009),
a bank’s profitability reflects a bank’s financial
performance.

Return on Assets (ROA) is a ratio used to
measure asset’s use and the indicator of profits
from creditors (Simionescu & Dumitrescu, 2018).
Several factors influence bank’s profitability that
falls into two groups, internal factors and indust-
rial factors (external). Internal factors consist of
bank size, financial structure, credit risk, liquidity
risk, business mix, income-expenditure, structure
and capital. And there are industrial aspects are
economic growth, inflation (Petria et al., 2015).

Bank intermediation theory explains the
role of banks as intermediaries. Bank accommo-
date funds and provide credits. The credits have
an opportunity for being the default. Although
we know about the risk, the primary of the bank’s
activity is credit, so the bank should know how
to measure the default. Measurement of that
by Non Performing Loan (NPL) (Petria et al.,
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2015). NPL make bank will get the unsustainabi-
lity condition because increasing of NPL will be
decreasing profitability. Based on data obtained
from the Statistik Perbankan Indonesia, Otoritas
Jasa Keuangan (OJK) performance summary of
NPL 2012-2019 shows that the number of 1.89%
in 2014 decreased 2.76% in 2013 and decreasing
from 3.09% in 2012. Then, 2015 the NPL value
increased to 2.95% but in the next two years in a
row NPL decrease to 2.67% on 2016 and 2.35%
in 2017. But two years in a row NPL increase
again by 2.37% in 2018 and 2.53% in 2019. In-
crease the NPL from 2014 to 2015 and 2018 to
2019 are in line with decrease ROA from 2.85%
to 2.32% on the 2014 to 2015 and 2.55% to 2.47%
on the 2018-2019. In this case, that relationship
between NPL and ROA aligned with the theory
according to (Petria et al., 2015) and (Albulescu,
2015) which NPL has the opposite effect with
ROA. Then, research by Cai et al. (2014) shows
that NPL has positive significant with ROA.

The income-expenditure structure is a ma-
nagement efficiency. The ratio used is the Ope-
rational Efficiency Ratio (BOPO). The bank’s
performance is indicated by the assets owned and
off balance sheet income, generating operating
income. The BOPO ratio illustrates that the gre-
ater operating cost will reduce income and auto-
matically profitability.

Based on data proceed obtained from the
Statistik Perbankan Indonesia, Otoritas Jasa
Keuangan (OJK) performance summary during
2012-2019 show that BOPO has fluctuating value
which presented in the table 1.

Table 1. BOPO and ROA during 2016-2019

Variable 2016 2017 2018 2019
ROA 2.36 2.45 2.55 2.47
BOPO 82.22 78.64 71.9 79.63

Table 1 shows, BOPO in 2016 gets dec-
rease in 2017, from 82.22% to 78.64% and alig-
ned with ROA which increase from 3.36% to
2.45% . The theory can support that data are Pet-
ria et al. (2015) and Almazari (2014). However,
a theory has no significance about BOPO and
ROA (Azam, 2012; Titko et al., 2016).

Exclude on financial factors, there are re-
gulations in the banking world promoted by Ba-
sel where corporate governance is an essential
factor in the banking world and the overall eco-
nomic sector (El-chaarani, 2017). There are seve-

ral areas about corporate governance: the board
of directors, ownership structure, risk manage-
ment, audit, shareholder involvement, charac-
teristics of CEO (top executive) disclosure prac-
tices and transparency (Orazalin et al., 2016).
Countries in Europe and Asia are focused first
on the internal conditions. Based on the Corpo-
rate Governance Watch research conducted by
the ASEAN Corporate Governance Association
(ACGA) in 2018, Indonesia ranks at the bottom
in implementing corporate governance among
12 countries.

On the Corporate Governance, Board of
Director is the one of factor which affects profita-
bility. Resource dependence shows that the com-
pany will depend on the board of directors for
maximum resource management. Optimization
board size will be increase supervision’s function
and give input to bank (Battaglia & Gallo, 2015).
Larger BOD will cause potential problems due to
miscoordination, control and flexibility in decisi-
on making. There is aligned with theory, which
says BOD has negative significance with ROA
(Battaglia & Gallo, 2015; Orazalin et al., 2016).
The theory from El-chaarani (2017) shows that
BOD has a positive significance with ROA and
the theory from Al-Amarneh (2014) shows BOD
does not affect ROA.

SE No. 15/15/DPNP on 29% April 2013
about governance regulate implementation
based on five principles: transparency. Corporate
disclosure is seen as a tool to control managers’
behaviour in the company, whether under its vi-
sion, mission, and goals (Mahadeo et al., 2011).
The disclosure of all information will increase
the trust of shareholders and directors. This is
also supported by Nahar et al. (2015), Orazalin
et al. (2016) shows that corporate disclosure has a
positive effect on ROA. But there is theory shows
disclosure have not significant with ROA (Hassan
et al., 1998).

The greater the frequency of the number
of meetings, the board’s function has been car-
ried out correctly. It is assumed that there is an
exchange of information between the boards
regarding specific company information (Batta-
glia & Gallo, 2015). The meeting will allow the
board to discuss and exchange ideas to monitor
the company and bank strategy for better bank
performance, which will affect performance and
profitability (Andres & Vallelado, 2008). That is
aligned with theory from Ahmad et al. (2017)
and Adams and Mehran (2012). While the the-
ory from Battaglia and Gallo (2015) ROA shows
that board meeting negatively affects profitability.
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Based on previous research and the pheno-
mena, this study is about analyzing the risk of
credit, management efficiency and Corporate
Governance partially and simultaneously on
profitability on Conventional Bank in Indonesia
Stock Exchange period 2012-2019.

Hypotheses Development

Non Performing Loan (NPL) is ratio used
to shows non performing loan to total loan.
Higher NPL so the cost will be higher for control
and handling default credit, because it increase of
allowance for impairment losses (CKPN) which
can decrease profitability (Cai et al., 2014) we use
the panel data to analyze the correlation among
the ROA. Credit risk tells that risk of customer
failure to pay their credit which aligned with
credit agreement, default credit risk will reduce
banks’ performance and will affect profitability
(Effendi, 2016). The result of research conducted
by Petria et al. (2015) and Tan and Floros (2014)
stated that the same result, NPL, has a negative
and significant effect on ROA.
H1: Non Performing Loan has a negative and sig-

nificant effect on Return On Assets.

Operational Efficiency Rattio (BOPO) is
ratio to shows efficient bank. In Europe , ope-
rating income plays a role in off balance sheet
income (Petria et al., 2015). Technology will
help bank’s operations become more efficient in
their operations, so that the more efficient, it will
reduce costs and increase profitability (Almazari,
2014). Research by Azam et al. (2011), Almazari,
(2014), and Petria et al. (2015) have negative and
significant effect to ROA.

H2: BOPO has negative and significant on Re-
turn On Assets.

Board Size is show number of board in the
bank. The board of directors’ structure, composi-
tion, size, and characteristics directly influences
the board of directors’ performance. Optimal Bo-
ard Size will improve management supervision
and improve management supervision (Battaglia
& Gallo, 2015). Agency theory predicts that a
smaller number of directors will be much more
effective because it will have more capacity to
reduce wasting time and conflicts among direc-
tors. Another problem that will arise is excessive
control on the part of the company leadership has
the potential to cause cordination errors, control
and flexibility in decision making, resulting in lo-
wer costs and benefit. On the contrasting side, a
large board of directors will not result in effective
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management control (El-chaarani, 2017). Rese-

arch supports the negative and significant corre-

lation BOD and bank’s performance are Battaglia

and Gallo (2015), Orazalin et al. (2016), return

on asset (ROA) El-chaarani (2017).

H3: Board of Director has negative and signifi-
cant on Return On Assets.

Corporate Disclosure is a tool to control
manager behaviour in the company and know if
it aligned its vision, mission, and goals (Mahadeo
et al., 2011). Agency theory says managers must
disclose all relevant information through compa-
ny disclosure to directors and stakeholders becau-
se they cannot directly and continuously on every
company’s decision and daily operations (Compa-
ny et al., 1976). Disclosure is a tool to control the
behavior of managers in the company, regarding
the suitability of the company’s vision, mission
and goals. Disclosure will increase the trust of
shareholders and directors. Companies that inc-
rease corporate disclosure will reduce the bid-ask
spread, which measures information asymmetry
costs. This cost reduction will also impact its pro-
fitability (Babio Arcay & Muifio Vazquez, 2005).
Research by Nahar et al. (2015) and Orazalin et
al. (2016) states that the results of the disclosure
have positive and significant to ROA.

H4: Corporate Disclosure has positive and signi-
ficant on Return On Assets.

Board Meeting assumed information
exchanged between board directors about speci-
fic information (Andres & Vallelado, 2008). The
more board meetings held, it show board functi-
on is going well because board have great chan-
ged of specific information (Battaglia & Gallo,
2015). The more things will be discussed make
brainstorm on monitoring of the company and
discuss strategies for better performance. One of
the agenda for the board meeting to discuss coor-
dination regarding strategic decision making for
the company’s benefit which will lead to perfor-
mance improvement decisions. Andres and Valle-
lado (2008), Ahmad et al. (2017), and El-chaarani
(2017) states that Board Meeting has positive and
significant effect to ROA.

HS5: Board Meeting has positive and significant
on Return On Assets.

Bank Size is an internal factor that affects
bank performance. The greater the organisation’s
size, the more it can survive on an economy of
scale, resulting in increased performance (Petria et
al., 2015). Bank size has a positive effect on bank
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profits. This means that the size of the bank has a
positive influence on ROA. Aligned with research
by Orazalin et al. (2016) and Ebdane (n.d.).

SIZE -

Figure 1. Research Model
METHOD

The analysis method used in this study is
multiple linear regression analysis. The indepen-
dent variables consist of Non Performing Loan
(NPL), Operational Efficiency (BOPO), Board
of Directors, Corporate Disclosure, and Board
Meeting, while the dependent variable is Return
on Assets (ROA). This study’s population were
all banks of Indonesia Stock Exchange (IDX) du-
ring the 2012-2019 period that have reported the
whole period. The data in this study is 8 years.
The type of data and source of data in this study
is quantitative data with secondary data in Indo-
nesia Stock Exchange (IDX) / BEI. Data collec-
tion techniques in this study was conducted by
collecting data. The data analysis method uses
path analysis with the SPSS version 22.

The sampling technique used in this study
was performed with purposive sampling with the
criteria (1). All of the banks in IDX, (2). All of
the banks in IDX which have a complete report

period 2012-2019. (3). All of the banks are never
get loss period 2012-2019. The number of con-
ventional commercial banks listed on the IDX is
42 banks. Still, only 31 commercial banks have
financial reports for the period 2012-2019, and in
this study do not include banks that have losses
during 2012-2019, so the sample of this study is
22 banks. The data used are 176 data (8 years x 22
commercial bank = 176 data).

RESULT AND DISCUSSION

Descriptive Statistic

Information about descriptive statistics
shows the minimum, maximum, average and
standard deviation of each variable to be studied,
both the independent are NPL, BOPO, BOD,
Corporate Disclosure, Board Meeting and depen-
dent variables is ROA during 2012-2019 research
period presented in table 2.

Table 2. Result of Coefficient Summary Test

Min Max  Mean St‘?' ]?e-
viation
NPL 0.21 7.83 2.46 1.32
BOPO 441 11943  80.25 10.35
BOD 2.00  12.00 7.03 2.61
Board 800 281.00  37.05 29.95
Meeting
Disclo- 2.00 3.00 2.79 0.41
sure
SIZE 15.06  21.08  18.29 1.50
ROA 0.05 5.15 2.13 1.08

Table 2 shows this research on 176 data
from Indonesia Stock Exchange during 2012-
2019.

Table 3. Result of t-Test

Model B Std. Error Standart Coefficients (Beta) t Sig
(Constant) 20.78 1.87 11.10 0.00
NPL -0.13 0.03 -0.16 -3.79 0.00
LnBOPO -5.15 0.34 -0.68 -15.13 0.00
BOD -0.04 0.03 -0.10 -1.34 0.18
DISC 0.19 0.10 0.07 1.78 0.08
LnBM 0.09 0.08 0.05 1.07 0.29
SIZE 0.29 0.06 0.41 5.10 0.00
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Regression Equation

On the table shows that only variables in-
dependents (NPL, BOPO) and control variab-
le (Size). Variable BOD, Disclosure and Board
Meeting not significant on 0,05%. That regressi-
on equation

ROA =20.78-0.13 NPL - 5.15 LnBOPO
— 0,04 BOD + 0.19 DISC + 0.09 LnBM + 0.29
SIZE.

The regression output shows a constant
value of 20.78 which means that if all the inde-
pendent variables (NPL, BOPO, BOD, DISC and
BM) and the control variable SIZE are stable,
the ROA value will increase by 20.78. The five
independent variables above show the variable
with the largest value of standardized coefficients
beta value is BOPO, which is equal to -5.15. So it
means that the BOPO variable is considered the
most influential on the ROA value compared to
other variables.

NPL has a coefficient value of -0.13 with a
significance of 0.00, which means that NPL has
a significant and negative effect on ROA. BOPO
has a coefficient value of -5.15 with a sense of
0.000, which means that BOPO has a signifi-
cant and negative impact on ROA. The Board of
Directors has a coefficient value of -0.04 with a
significance of 0.18 which means that BOD has
a negative effect but does not significantly affect
ROA. DISC has a coefficient value of 0.19 with
a significance of 0.08, so it means that the DISC
variable has a positive but insignificant effect on
the ROA variable. Board Meeting has a coeffi-
cient value of 0.01 with a significance of 0.09,
so it means that the Board Meeting variable has
a positive but insignificant effect on the ROA
variable. While, the control variable SIZE has a
coefficient value of 0.29 with a significance of
0.00, which means that NPL has a significant and
positive effect on ROA.

The Effect of Non Performing Loan (NPL) on
Return On Assets (ROA)

The t-test on NPL, the coefficient value is
- 0.130 with a significance value of 0.00 so that
the NPL hypothesis has a significant negative ef-
fect. The negative impact means that the higher
the level of non-performing loans owned by the
bank, the lower the bank’s profitability is seen in
the ROA value’s decrease.

This aligned with the Intermediation the-
ory (1983) states that a bank’s main activity is to
channel funds that have been collected from pub-
lic funds to parties who need loan funds where
the bank must also extract information, evaluate
credit, monitor debtor performance. This theory

also states that choosing a lousy creditor will cre-
ate a bad credit risk. However, there will be a risk
of default or credit risk, where later the bank’s
main activity is in lending if not careful, it will
cause losses to the bank. The result of this study
is consistent with research by Petria et al. (2015),
Albulescu (2015) and Tan et al. (2017).

The Effect of BOPO on Return On Assets
(ROA)

The BOPO t-test results obtained a coef-
ficient value of -5.15 which means that it has a
negative effect with a significance value of 0.000
which means it significantly impacts ROA. The
smaller the BOPO value, the higher the bank’s
profitability value (ROA). The theory of efficien-
cy (Demsetz, 1973) states that a more efficient
company than its competitors will increase profi-
tability from the small operating costs generated,
thereby increasing profits. Efficiency also means
that the bank can operate costs properly. This re-
sult of the study are consistent with research by
Almazari (2014) and Petria et al. (2015).

The Effect of Board Of Directors (BOD) on
Return On Assets (ROA)

The t BOD test results obtained a coeffi-
cient value of -0.04, which means that it has a
negative effect, but a significance value of 0.18 or
greater than 0.05, which means it has no signifi-
cant effect on ROA. Agency theory predicts that
a smaller board of directors will be much more ef-
fective because it will waste time and reduce con-
flict among directors. (Lipton & Lorsch, 1992)
That a large number of directors will make them
form groups to argue, which will make things
worse. Changed the frequency board of directors
at commercial banks not changed significantly
from year to year. That is why the board of direc-
tors is insignificant to ROA. These study results
are consistent with research by Battaglia and Gal-
lo (2015) return on asset (ROA) and Orazalin et
al. (2016).

The Effect of Corporate Disclosure on Return
On Assets (ROA)

The t-test results at DISC obtained a coef-
ficient value of 0.19, which means that it has a
positive effect, but the significance value is 0.08
or greater than 0.05, which means that it has no
significant impact on ROA.

Agency theory leads to managers provi-
ding information to directors and shareholders to
avoid information asymmetry through disclosu-
res. Disclosure is also used to view performance
within the company (Company et al., 1976). The
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company’s disclosure will help minimize asym-
metry information that can lead to costs that
impact reduced profits. So corporate disclosure
can have an impact on increasing profits for the
company.

Frequency of corporate disclosure at com-
mercial banks not changed significantly from year
to year. That is why corporate disclosure is insig-
nificant to ROA. The study results have a positive
and insignificant ROA similar to the research by
Matuszak and Rézanska (2017).

The Effect of Board Meeting on Return On
Assets (ROA)

The t-test results at Board Meeting ob-
tained a coefficient value of 0.09, which means
that it has a positive effect, but the significance
value is 0.29 or greater than 0.05, which means
that it has no significant effect on ROA. Board
meetings reflect board management’s function is
well done where there is an exchange of infor-
mation about the company at the meeting. This
creates opportunities for discussion and exchange
of ideas in discussing company performance and
better performance that will benefit the company.
The frequency of board meetings at commercial
banks has not changed significantly from year to
year. That is why the board meeting is insignifi-
cant to ROA.This study for board meeting has
positive insignificant to ROA similar with rese-
arch by (Battaglia & Gallo, 2015).

CONCLUSION AND RECOMMENDATION

The conclusion of this study is based on
the result that only NPL and BOPO have a sig-
nificant effect to ROA. This show that BOPO
and NPL give dominant effect to ROA so that
to improve the performance of the bank must
reduce the NPL and BOPO. This is due partly
to the fact that NPL and BOPO have much from
year to year.

While Board Of Directors (BOD), Corpo-
rate Disclosure, and Board Meeting have insig-
nificant to ROA because not have significantly
changed ,amount of them not have changed even
almost not changed from year to year.

This study’s limitations are BOD, disclos-
ure and board meeting have no variations on
year to year so make have insignificant to ROA.
Control’s variable on this study only size. For
further research, it hopes more dependent va-
riable like LDR, CAR, Risk Committee Meeting,
Risk Committee Size, etc. More control variable
like Age.
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