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Abstract 

This research aims to identify the influence of risk management and firm size towards 
profitability. The determinant variables are capital adequacy ratio, non-performing 
financing, operational efficiency ratio, financing to deposit ratio, reserve requirement, 
and firm size. This study adopted quantitative research and data from Financial 
Report of Bank Indonesia in its official website. This study is fixed model effect which 
is using panel regression technique where those data has tested by normality, 
autocorrelation, multicollinearity, and heteroscedasticity test. An empirical evidence of 
this research indicates that CAR, OER, and firm size have partially significant 
influence towards ROA. FDR and RR have a positive insignificant effect to ROA, 
while NPF has a negative insignificant impact to ROA. Simultaneously, CAR, NPF, 
OER, FDR, RR, and firm size have the significant effect to ROA which the value of 
91.7% and the remain 8.3% are explained by another factor excluded in this 
research. 
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INTRODUCTION 

Bank plays a role as the brain in financing economic activity and different segments 
of the market. Bank is a legal institution that is able to manage the fund derived from 
the society. The failure of the bank will affect the community and the economic 
stability of a country, since it has a systemic impact (Sutrisno, 2016). Bank Indonesia 
as the primary character is highly responsible for the bank's operation in giving their 
best performance. Islamic bank is growing rapidly at domestic and international level 
nowadays. A competitive situation also becomes more challenging. Hasan and Lewis 
(2007) cited for the earlier five years, Islamic finance has risen in total of higher than 
15% in more than 250 financial institutions over 45 nations. 

As time goes during the 25 years of Islamic banks in Indonesia, the market share has 
only approximately 4.9% of the total banking assets in Indonesia. The number of 
market share has a huge range compared to the conventional and considered difficult 
to increase in the country as the best market since the majority of the citizen is 
Muslim. Financial Services Authority (OJK) of Indonesia stated that market share of 
Islamic bank tumbled from 4.89% (2013) to 4.85% (2015), and even reaching down 
to 4.78% (April 2016). It may appear that Indonesia Islamic banking industry stucks in 
a pie trap of 5%. The economic crisis that happens during 1997-1998 shut down a lot 
of businesses in Indonesia. However, Islamic banks keep stable, since the Islamic 
banking revenue sharing system that is applied in the bank relatively maintain its 
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performance and is not trailed away by the soaring interest rates on deposits, which 
soaring so that the operating expenses are lower than the conventional bank (Ali et 
al., 2012). 

Characteristics of Islamic banking that operates on the principle of profit sharing  
gives an alternative banking system for mutual benefit the community and the bank. 
Highlight figures of fairness, ethical investment, promote the values of togetherness 
and prevent speculative financial transactions (Hasan and Lewis, 2007). The total 
assets since 2011 are have gone up and been supported by the increase of financing 
and third party funds. Therefore, the higher profit could be obtained by the bank 
together with the greater amount of total financing offered to the society. However, it 
will cause deposit ratio to become higher since funding given strongly related to the 
bank liquidity which makes the bank don’t have any money to do the business activity 
(Hafidz, 2013). 

The assets growth of Islamic banking in 2011 until 2012 was always above 30%, 
while in 2013 decreased by only 24.23% of total banking assets ideal national growth 
is 30%. Greuning and Iqbal (2008) stated that banks have rapidly aimed to grab 
unjustified risks and frequently discovered that their management method cannot 
conform with the expansion value. Banks that develop too gradually can likewise 
bring out the risks that are distinctive or not obviously comprehended by them. 
Additionally, the banks with good management can keep running into risk 
management issue emerging from exaggerated development, especially  focusing 
into their financing portfolios. 

The capital held by the bank reflects a huge pad of soundness and prosperity settles 
from the company. The larger the fund, the better the protection against insolvency 
(Akkizidis and Khandelwal, 2008). Operational efficiency means the chance of risk 
from the degree to which an element uses its assets effectively, as gauged by 
turnover of current assets and liabilities and long-term assets (Yuhanah, 2016). 
Financing risk is the loss of revenue arising as a consequence of the counterparty's 
delay in return on time or in full as contractually agreed. In this cases, banks may 
have this problem since the disproportionate data issue where they do not have 
adequate data on the genuine profit of the company (Hasan and Lewis, 2007). 
Liquidity risk is the possibility that the bank will not have sufficient money available to 
have the capacity in order to match commitments as they become due (Sartika, 
2012). If a bank holds smaller levels of liquidity, the risk will go up, while, in the event 
the bank conceives a higher proportion of fluid assets, liquidity risk is minimized ROA 
are probably going to be smaller. Return on assets has decreased sustainably by 
year on year while OER tends to go up which shown inefficiency of the bank since 
the lower value of OER means the better performance of its bank in operating the 
business activities (Kasbal, 2012). 

Therefore, it is important for bank's management to have the capacity in dealing with 
the risk without affecting the setup principles of the bank. Meanwhile, the Islamic 
banks are potential to gain opportunity from the consideration that lots of its 
operations are identified with items consisting the risks of mudaraba and musharaka 
financing (Mohammad et al., 2013). The items tend to untruthfulness or 
misrepresetation risk customers for any exchange. Stability of banking system is one 
of a key factor for sustainable and healthy performance. Profitability contributes to the 
condition of the financial sector (Greuning and Iqbal, 2008). The improvement of 
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income or profit from the total assets which banks possessed explains the ability of 
bank efficiency, the banks with the higher ROA it will make the bank is more efficient 
because of the profit improvement able to support the growing of assets (Hasan and 
Lewis, 2007). 

Besides, financing risk comes up, and it will lead to liquidity problem because the 
bank can’t provide enough cash for funding, as the biggest revenue for the bank 
(Akkizidis and Khandelwal, 2008). OER also keep increasing and it shows 
inefficiency of the bank since efficiency can be derived from OER (Qureshi and 
Madeeha, 2012). Finally, the main determinants of bank’s lending capacity which is 
capital decrease as the maximum level of assets (Adyani, 2011). The goal of this 
study expects to explain a challenging gap in the writing on the elements of 
profitability in Islamic banks, to research the risk management and profitability, to 
examine the variables that will affect profitability and analyze the relation of risk 
management towards profitability in the Islamic banks. 

 
LITERATURE REVIEW 

Risk Management in Islamic Banking 

One of the core functions of financial institutions is to manage the risks that arise in 
financial transactions effectively. In order to offer financial services at low cost, 
conventional financial institutions have developed some contracts, processes, 
instruments, and institutions to mitigate risk (Kumalasari, 2012). Bank supervisors 
and regulators is not able to avoid the failure of the bank. Nevertheless, create a 
health environment is one of the main role of them (Greuning and Iqbal, 2008). 
Islamic banks must uphold risk management as a standard practice in contemporary 
banking to ensure banking operations and preserve the company safely. Islamic 
banking build risk  management  based  on  shariah  regulations  and unique  
banking ways. Risk management is the process of assessing risks and strategic 
development to gain the ultimate goals. 

Sutrisno  (2016)  stated  that  to  manage  risks,   shariah   requires  Islamic banks   
to share risks with their clients and to encourage investors to be responsibly aware of 
a risk and not just receiving the return, such as getting their clients involved. Hence, 
the risk will be minimized by distributing it to investors. Besides, several ways can be 
done to mitigate risk, human behaviors such as trust are taken into consideration. 
Islamic banks are structured upon the principle of risk sharing. Islamic banks are 
seen as the financial intermediaries that maintain and assist investors and depositors 
by becoming a trusted partner. 

 
Return on Assets (Profitability) 

Profitability is the company’s ability to generate revenue compared to sales, total 
assets, even its equity (Sartono, 2008). Profits made from activities carried out as a 
reflection of a company's performance in running their business. ROA is a ratio that 
used as a measure of financial health explain as the ratio of profit before tax to 
average total assets for the period (Suryono and Widowati, 2015). Return on assets 
defined to measure the profitability of banks as Bank Indonesia as a manager and 
supervisor of banks is more prioritizing calculation of assets and the fund largely 
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deposits from the public, as the denomination of the bank’s profitability cited in 
Mokoagow and Fuady (2015). This ratio is crucial, as the benefits from the use of 
assets to reflect the level of business efficiency of a bank. In the framework of 
assessment of the health of banks, Bank Indonesia will give a maximum score of 100 
(healthy) if the bank ROA > 1.5% (Alifah, 2014). Gibson (2011) stated that the greater 
the return on assets of the bank indicates more efficient operations of the firm and  
the higher ability of the bank to achieve gains and the better position of the bank 
regarding assets utilization. 

 
Capital Risk towards Profitability of Islamic Banks 

Capital adequacy ratio explains the ability of the bank to identify, control, and 
supervise, the risk that may occurs which will effect to the total amount of its capital 
(Kasbal, 2012). A minimum requirement for CAR reference to the regulation of Bank 
for International Settlement is 8% for a healthy bank. Physical capital investment is 
required to influence productivity add to the dependability of the financial framework 
itself decidedly since it grows for creation, goes for progressing. Thus, it is imperative 
for Islamic financial institutions to benefit producing capacity to acknowledge the 
indicators which effect profitability (Idris et al., 2012). 

The ideal capital adequacy ratio would increase public confidence as the owner of 
the funds of the bank so that the public will have the desire more to save their money 
in the bank (Hardiyanti, 2012). In the end, the bank will have sufficient funds to carry 
out operations such as lending to people that allow the bank to be able to obtain 
better profits of the increase in interest income from loans disbursement. The 
explanations above describes that CAR has positive relation towards ROA. 

 
Financing Risk towards Profitability of Islamic Banks 

Financial risk resulting from the impact of the use of ratios of debt to equity and cash 
flow to expense coverage, earnings, share price, and growth. The rate at which an 
entity can grow as determined by its earnings, share price, and retention of profits 
(Greuning and Iqbal, 2008). Financing risk is designed to help a bank dare on taking 
a new risk to develop with the ability to pay the risks. This risk is intended to aid 
banks in quantifying, aggregating, ad managing risk across geographic and product 
lines. An assessment of the operations and management of an entity must be 
performed to provide a check on ratios (Hasan and Lewis, 2007). 

Financing activity is the main source to obtain the profit of Islamic banks, nor 
sustaining a high chance to achieve the bigger profits. A theory proposed that 
improve exposure to financing risk is regularly connected with diminished company 
profitability. Hence, a negative relationship happens between return on assets and 
financing risk (Idris et al., 2012). It also plays a major role in bank's risk management 
and performance measurement process, including the performance-based 
compensation, customer profitability analysis, risk-based pricing, active portfolio 
management, and capital structure decisions. Banks' management is obligated to 
prevent any financing problem that may cause potential losses for a bank. The higher 
NPF describe bigger reserve and problem of funding must be served of receivables 
elimination and decrease the level of profit (Sutrisno, 2016). 
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Operational Risk towards Profitability of Islamic Banks 

Bank efficiency can be defined as the relative performance of a bank given its inputs 
or outputs to other banks with the same input or output limitations (Hasan and Lewis, 
2007). Operational expenses ratio presents the bank's efficiency in running the 
business substantially, especially financing, where financing became the biggest 
income banking (Syaichu and Wibowo, 2013). Management of financing is an 
important matter, since financing as the largest revenue contributor for Islamic banks. 
The measurement of OER of Islamic banking can utilize the ratio of operating 
expenses to operating income (Mohammad et al., 2013). Bank Indonesia establish 
the best numbers for OER is below 90%, because if OER exceeds 90% closer to 
100%, means the bank is inefficient in running its operations. 

Conceptually, the banks will be able to work efficiently in generating a high profit, due 
to the efficiency of the operating costs will maximize the revenue of the bank cited in 
Wahab (2015). The lower value of OER shown that the performance of the bank is 
better of its business activity operation (Paulin and Wiryono, 2015). Therefore, bank 
efficiency would become lower if the bank has high operational efficiency ratio, 
besides the value of ROA also will decrease. 

 
Liquidity Risk towards Profitability of Islamic Banks 

Liquidity ratio presents how far the bank's ability to repay the withdrawal of funds 
depositors by controlling financing provided as source liquidity. The higher this ratio, 
giving an indication of the low liquidity of banks concerned since the fun can not be 
withdrawn at any time (Dendawijaya, 2009). This liquidity is because the amount of 
funds required for financing is greater. The lower financing to deposit ratio shows a 
lack of effectiveness in the funding of the bank conversely. Liquidity is a key indicator 
for the healthy of the bank. Specifically, liquidity is an ability of the bank to serve a 
tool to make the payer will come back for its deposit and will lend it as the loan to 
another costumer (Sartika, 2012). Standard of FDR used by Bank Indonesia is 80% 
to 110%. Purwoko and Sudiyanto (2013) stated that liquidity of banks can be proxied 
by financing to deposit ratio as a comparison between loans with third party funds. 

Additionally, reserve requirement could be the measurement of bank liquidity the 
regulation from Bank Indonesia No. 13/23/PBI 2011 for risk management practice in 
Islamic banks and Islamic business units. Bank Indonesia Regulation No. 6/15 / PBI / 
2004 cited reserve requirement is the minimum deposit that must be maintained by 
the bank in the form of current account balances at the Bank Indonesia as stipulated 
by Bank Indonesia in a specified percentage of third party funds according to PBI 
15/16/PBI/2013 (Mokoagow and Fuady, 2015). Besides, reserve requirement is Bank 
Indonesia’s instruments to make monetary policy in controlling inflation, exchange 
rate value and the amount of money in circulation. The higher reserve explains the 
higher security of public funds, meanwhile if the amount of reserve requirement is 
increased, it will generate the bigger number of an idle fund, then it will decreasing 
the opportunity for achieving profit. 
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Firm Size towards Profitability of Islamic Banks 

Firm size is another factor which effects the profitability of Islamic bank. Firm size is 
an indicator which shows a larger or small firm defined from several ways, total 
assets, market share value, log size, and others (Sutrisno, 2016). Sartika (2012) 
expressed that large size companies are expected to increase economies of scale 
and reduce the cost of collecting and processing information. Large corporations that 
have huge resources will also conduct more extensive disclosure and able to finance 
the provision of information for internal purposes, so that it does not require a 
significant additional cost to do more extensive disclosures. Thus, big business has 
lower production costs. If the big bank has huge assets, able to utilize the assets and 
follow the development of technology, it will have positive impact to profitability. 
However, if the bank can’t use the assets effectively, and too much assets useless, it 
won’t be good for the bank since it means the bank is not productive (Hafidz, 2013). 
Firm size of the enterprise can be measured through total assets or total sales. The 
problem is when doing a regression while the other variable descibes in percentage 
but the total assets in trillion, then this will cause errors in the results, thus, for the 
normalization of the size of these trillions become ln or log. 

 
RESEARCH METHOD 

Research Design 

An approach to efficiently tackle the research issue called as research methodology. 
Researcher learns how to apply specific research systems, but they  must 
understand which of these techniques are applicable and which are not, and what 
might they mean and demonstrate and why (Khotari, 2004). A quantitative method is 
used in this research to examine the hypothesis since the data is quantitative data. 
This research approach is an objective, formal systemmic process as numerical data 
founded. (Hafidz, 2013). The quantitative is choosen since the research will concern 
on calculation by processing data to discover the result and conclude from the 
statistical result. A representative of population and sample will be involved in the 
research to solve a problem that are showed in hypothesis testing and has been 
refer to the theory according to the influence of independent variables toward 
dependent variable. 

 
Theoretical Framework 

Theoretical framework explains the beliefs regarding the variables are related to one 
another (a model) and information why you believe these variables are associated 
with dependent variables (Sekaran and Bougie, 2011). 

Based on figure 1. of this study consists of dependent and independent variable. The 
dependent variable describes by return on assets. Moreover, the independent 
variables explain by capital adequacy ratio, non-performing financing, operational 
efficiency ratio, financing to deposit ratio, reserve requirement, and firm size. 
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Figure 1 : Theoretical Framework 
Source: Adjusted by Researcher, 2016 according to Greuning and Iqbal (2008) 
and Sutrisno (2016) 

 
Population and Sample 

Population defined as the entire group of people, events, or things of interest rates of 
interest that the researcher wishes to investigate (Sekaran and Bougie, 2011). This 
research is focused to the banking industry specifically Islamic Commercial Banks 
listed in the Indonesia Stock Exchange period 2016, the population is selected to be 
12 Islamic Commercial Banks which are classified in this sector. Sugiyono (2010) 
cited that sample is a part of the number and characteristics possessed by this 
population. This refers to the number of items to be selected from the universe to 
constitute a sample. Based on this definition, then sampling which will be taken 
needs to be ensured so that the selection of the sample can be completely in 
accordance with the needs of researcher and may represent a population. 

The size of sample should neither be excessively large, nor too small. It should be 
optimum. An optimum sample is the one which fulfills the requirements of efficiency, 
representativeness, reliability and flexibility (Khotari, 2004). The following criteria for 
the sample size of this study as follows: 

i. Islamic Commercial Bank which have been go public and listed on Indonesia 
Stock Exchange. 

ii. Islamic Commercial Bank which published their quarterly financial report 
continuously and have their company report published in Indonesia Stock 
Exchange during period of 2011-2016. 

Risk mgt and firm size 

    

 

      



MALAYSIAN JOURNAL OF CONSUMER AND FAMILY ECONOMICS (2018) VOL 21 (SPECIAL ISSUE 2) 
 

 

81 

Table 1. Sample Proportion 
No. Banks Name 2011 2012 2013 2014 2015 2016 
1. PT. Bank BRI Syariah 4 4 4 4 4 2 
2. PT. Bank Mandiri Syariah 4 4 4 4 4 2 
3. PT. Bank Bukopin Syariah 4 4 4 4 4 2 
4. PT. Bank BCA Syariah 4 4 4 4 4 2 
5. PT. Bank BNI Syariah 4 4 4 4 4 2 

Total 20 20 20 20 20 10 
110 observations data 

Source : Islamic banking statistic, November 2016 (Bank Indonesia) 
 

RESULT AND DISCUSSION 
 

Table 2. Descriptive Statistics 

 
Source: Authors 

 

Descriptive Analysis 

According to the table 2, seven variables represent the dependent variable, which is 
a return on asset. The independent variables capital adequacy ratio, non-performing 
financing, operational efficiency ratio, financing to deposit ratio, reserve requirement. 
The data were taken from January 2011 until June 2016 and resulted in the total of 
110 observations in the five Islamic Commercial Banks in Indonesia. The 
performance of Islamic bank as measured by ROA describes the positive value with 
a quite low average by 1.01%. The highest value of return on assets was  obtained 
by BNI Syariah at 3.42% in the starting of 2011, while Bank Syariah Mandiri gained 
the lowest value of return on assets by the end of 2014. 

The proxy of capital risk which is capital adequacy ratio has the number of a mean is 
19.14 higher than capital adequacy ratio of 64.29% BCA Syariah at the beginning of 
2011 On the other hand, low capital adequacy ratio was found in Bank Bukopin 
Syariah in the second quarter of 2014. Financing risk as measured by non- 
performing financing achieved from credit loss divided by total credit presents a 
mean of amounting 2.95%. A minimum value of non-performing financing is 0,01% in 
the second quarter of 2013 by BCA Syariah. The maximum value is 6.89% was 
reached out by Bank Syariah Mandiri in the third quarter of 2015. This explanation 
means that financing issue is still handled based on the maximum limit of 5%. 

Islamic banking level of efficiency which measured by the result of operating 
expenses divided by operating income has a mean 89.49%. Furthermore, it has a 
maximum value which occurs in the first quarter in BRI Syariah 101.38% and 
67.98% as the minimum value of operating expenses ratio that appears from BNI 
Syariah in the starting of 2011. Liquidity risk can be shown through the ratio of total 
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Y = 4.127520 + 0.012537 CAR – 0.015105 NPF – 0.076509 OER + 0.29 
FDR + 0.116167 RR + 0.415418 Size 

financing over third party funds that becomes financing to deposit ratio with an 
average number is 90.53%. The high of financing to deposit ratio 105.61% was 
achieved by BRI Syariah in the third quarter of 2013, while the lowest one at 74.14% 
was produced at the beginning of 2012 by BCA Syariah. The liquidity, as shown by 
minimum RR, has a mean number of 5.17% with the maximum value 7.05% by BNI 
Syariah and 5.01% by Bank Bukopin Syariah for the minimum. A measurement for 
standard assets of its company point out by size has the average number of 6.99% 
with the highest value coming from Bank Syariah Mandiri in the half of 2016 which is 
7.86. In another side, minimum value with the number of 5.98% is owned by BCA 
Syariah in the starting of 2016. 

 
Multiple Regression Analysis 

Regression analysis is widely used tool in financial econometrics. They are used to 
describe and evaluate the relationship between financial variables, perform 
forecasting tasks (Khozan, 2010). Table 3. describes the result of multiple regression 
analysis by using fixed effect model explains as follows: 

 
Table 3. Multiple Regression Analysis 
Variable Coefficient Std. Error t-Statistic Prob. 

C 4.127520 1.620919 2.546408 0.0124 

CAR 0.012537 0.002504 5.006605 0.0000 

NPF -0.015105 0.026029 -0.580303 0.5630 

OER -0.076509 0.004104 -18.64206 0.0000 

FDR 0.000290 0.002623 0.110452 0.9123 

RR 0.116167 0.125648 0.924541 0.3575 

SIZE 0.415418 0.160522 2.587929 0.0111 

Source: Eviews 9 
 
 

Based on table 3. The equation of the multiple regression models are as follows: 
 

 
According to the result, constanta value is 4.12752004603 which means if all the 
independent variables value is zero the amount of return on assets be 
4.12752004603. The t-test result presents that capital adequacy ratio, operational 
expenses ratio and firm size have partially significant to return on assets which 
0.0000 for CAR, 0.000 for OER, and 0.0111 for firm size. Another three variables did 
not have significant effect to return on assets, financing to deposit ratio is 0.9123, 
reserve requirement is 0.3575, and non-performing financing is 0.5630. Thus, half of 
independent variables effects profitability (ROA). 
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Interpretation of the Result 

1. The Influence of Capital Adequacy Ratio towards Profitability 
The first hypotheses states that “There is significant influence of capital adequacy 
ratio towards profitability.” According to the table 3 which presents significant value 
of 0.0000 the hypothesis is accepted. One of an important key to measuring the 
bank soundness is bank capital. Ruslim (2012) cited that the greater value of capital 
adequacy ratio of the bank, the greater the chance of yielding a profit in the bank 
(ROA), due to the substantial capital, the bank's management is very flexible in 
putting funds into a profitable. The theory and this research result are in line with the 
previous research conducted by Mokoagow and Fuady (2015). The higher capital 
owned by the bank intended to the better health. In a condition where the bank is 
going up the capital, it shows that the bank's performance will be better too. As the 
opposite, research conducted by Sutrisno (2016) and Sartika (2012) didn't found any 
significant impact of capital adequacy to return on assets. 

 
2. The Influence of Non-Performing Financing towards Profitability 

The second hypotheses states that “There is significant influence of non-performing 
financing towards profitability.” Based on the table 3 which shows significant value of 
0.5630, this hypothesis is rejected. The great NPF will be able to interfere the 
rotation of working capital from banks. Thus, the bank will try to evaluate their 
performance when the bank has a huge number of non-performing financing through 
discontinuing the funding distribution temporarily to reduce the NPF. Since the 
possibility of loss risk will appear from the total in bad debt, besides the loaned fund 
which doesn't give back to the bank on the due date, will disrupt the operational 
activities. Additonally, if the bank has enough reserve funds, NPF ratio is not a 
matter towards the performance of Islamic banks. A journal of Paulin and Wiryono 
(2015) and studies that have been done by Maria Regina Rosario Sianturi (2014) 
also found that non-performing financing did not give a significant effect and had a 
negative relationship to return on assets. Otherwise, Akhtar et al., (2011) found a 
significant negative correlation to return on assets in their studies. 

 
3. The Influence of Operational Efficiency Ratio towards Profitability 

The third hypotheses states that “There is significant influence of operational 
efficiency ratio towards profitability.” According to the table 3. which shows significant 
value of 0.0000 the hypothesis is accepted. An increment in operating costs of the 
bank that are not coupled with the increase in operating income would result 
reducing profit before tax, which will ultimately decrease return on assets as stated in 
the (Syaichu and Wibowo, 2013). The profit earned by the banks will be smaller 
when the level of bank financing costs is growing up. The high burden of bank 
operational costs to be borne by banks be charged on income earned from financing 
allocation. The operational expenses or the higher financing will reduce capital and 
earnings owned by the banks. Finally, it can be defined that efficiency level as 
measured by OER had the significant negative effect, explain higher of OER will 
decrease the performance of the banks. The higher OER shows that banks were 
inefficient in managing their assets well. The same result presented by Hafidz (2013) 
and Pratiwi (2013) for the negatively significant impact from OER to the profitability  
of Islamic bank shown by return on assets. Otherwise, studies from Sinarwati and 
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Darmawan (2013) found the different result that OER partially given significant 
positive influence to the return on assets. 

 
4. The Influence of Financing to Deposit Ratio towards Profitability 

The fourth hypotheses states that “There is significant influence of financing to 
deposit ratio towards profitability.” Based on the table 3. which presents significant 
value of 0.9123 the hypothesis is rejected. The higher financing to deposit ratio 
means the bigger funds channeled to third party funds. If the third party fund 
distribution is huge, the bank earnings (ROA) will go up. Therefore, financing to 
deposit ratio gives the positive influence on return on assets (Adyani, 2011). The 
insignificant influence mean that if a bank that excess lots of financing will create a 
danger in the liquidity of the bank, since it may increase a risk of bad debts which 
result in lower bank's profitability if the bank has enough capital reserve, the effect of 
financing to deposit ratio is not too important. Additionally, third party funds in 
financing distribution is not optimal because the macro economy is still not stable 
yet. This study has also supported another research from Alifah (2014) and Paulin 
and Wiryono (2015) stated that the financing to deposit ratio pursued at the position 
of 85% to 110% for the saving funds could be distributed optimally. In contrast, cited 
in Ruslim (2012) explain that financing to deposit ratio has the significant relationship 
to return on assets in their studies. The difference is coming from the different 
sample which taken by Ruslim (2012) where those three banks are huge banks with 
a good reputation in public so that it is right if the total of financing distribution can 
also deliver huge profit. 

 
5. The Influence of Reserve Requirement towards Profitability 

The fifth hypothesis states that “There is significant influence of reserve requirement 
towards profitability.” According to the table 3. which describes significant value of 
0.3575 the hypothesis is rejected. The higher reserve requirement has not been 
proven of the decreasing in return on assets. This explanation can be seen from the 
average of reserve requirement at five banks within five years in this study was only 
5.17%. The determination of reserve requirement intended to achieve bank’s 
adequate liquidity in terms of repayment of current liabilities, to support monetary 
stability, as well as adding public confidence, so banks need to maintain the RR on 
safety limit regarding regulations of Bank Indonesia (7% -8%), thus that banks can 
perform the intermediation function optimally so that the position of the bank could 
safe in terms of liquidity. 

One of the factors that lead to insignificant result is reserve requirement from 
Bukopin Syariah in the first quarter of 2015 is 5.02%, then the ROA is 0.35. After 
that, the profitability is going up to 0.49 in the second quarter of 2015, while the 
reserve turns into 5.01%. The bank needs to maintain the reserve requirements to 
achieve a liquidity position is more stable to optimize the intermediation function. 
Based on the explanation, lots of reserve requirement value is below the minimum 
limit which determined by Bank Indonesia. Thus, the bank's condition is less liquid. 
Financial Services Authority (OJK) of Indonesia defines the definition of reserve 
requirement as the amount used to deal with the possibility of withdrawal of funds by 
clients, both the withdrawal of public funds deposited in the bank and cash 
withdrawals through clearing, as well as withdrawal/credit disbursement. The 
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previous research from Mokoagow and Fuady (2015) discovered a positive 
insignificant relationship between reserve requirement to profitability and result by 
Sutrisno (2016) also describes the reserve size did not give any impact to return on 
assets. 

 
6. The Influence of Firm Size towards Profitability 

The sixth hypotheses states that “There is significant influence of firm size towards 
profitability.” Based on the table 3. which indicates significant value of 0.0000 the 
hypothesis is accepted. The result of this research is supported by Sartika (2012) 
that cited the size of the company gives significant positive effect on the profitability 
of banks since the larger banks can work more efficiently. The greater the total 
assets of a company, the bigger the company's ability to generate profits. A bank 
with huge assets will be able to attain lots of clients since it can help a bank to 
manage financing risk. Large companies that have greater resources will conduct 
more extensive disclosure and able to finance the provision of information for internal 
purposes (Hasan, 2014). The information as well as a material for disclosure of 
information to external parties such as investors and creditors, so it does not require 
a significant additional cost to do more extensive disclosures. Hence, big business 
has production costs get lower when compared with small companies. Finally, 
people also become more confident to put their money in the bank. If a bank 
possesses total assets means that the bank could get more opportunity for gain as 
well as the increasing of return on assets (Hafidz, 2013). This research is supported 
by the result done by Hasan (2014) and Ahmed et al., (2011) that firm size has 
positive significant to the return on assets. However, in contrast with Ani et al., 
(2012) and Hafidz (2013) that didn't found any significant effect of firm size to return 
on assets. The increment of firm size can give an impact to the value of return on 
assets becomes lower. Hence, the different population and sample which taken 
produce the diverse result in the end. 

 
7. Simultaneous Influence of Capital Adequacy Ratio, Non-Performing 

Financing, Operational Efficiency Ratio, Financing to Deposit Ratio, 
Reserve Requirement, and Firm Size towards Profitability. 

According to the hypothesis states “There is significant simultaneous influence of 
capital adequacy ratio, non-performing financing, operational efficiency ratio, 
financing to deposit ratio, reserve requirement, and firm size towards profitability in 
Islamic banks. The f-statistic shows a coefficient determination is 91.7%. 
Simultaneously, it means all the independent variables influence 91.7% of 
dependent variable, while the remaining 8.3% is explained by other factor which are 
excluded in this study. 

 
8. The Most Significant Influence Factors towards Profitability of Islamic 

Banks in Indonesia 

The result of t-statistic test result will be used to define the most influence until the 
least influence of independent variables towards dependent variables. The higher t- 
statistics describes it has more significance to dependent variable. Furthermore, the 
level of significance influence also can be ranked based on the value of probability in 
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t-s tatistics. If the probability value is closer to 0 it means that it has higher 
significance influence towards the dependent varible. However, since all the 
dependent variables have the probability value very close to 0, the researcher will 
depend more on the t-statistics value. 

According to the test result, simultaneously, the most significant variable that 
influence return on assets of Islamic banks is CAR. The t-statistics value is the 
highest among all the independent variable which is 5.006605 Therefore, it 
concludes that the bank must pay attention to their capital value since it will affect  
the trust of clients to put their money in the bank and then CAR is a tool for the 
investor to measure bank's profitability. 

 
CONCLUSION 

The objective of this study is to analyze risk management and profitability toward the 
profitability of Islamic banks and has discovered five Islamic banks that fulfilled the 
criteria through panel data method and purposive sampling. After the analysis and 
discussion in the previous chapter, the conclusions are as follows: 

1. Regarding the T-test result, it shows that several independent 
variables give significant influence partially to dependent 
variable as follows: 

a. Capital adequacy ratio has a significant positive impact towards return on 
assets. The t-test result explains where the capital adequacy ratio is 
growing up, return on assets will increase as well. The confidence level of 
clients is influenced by the value of capital and will affect the banking 
profitability in the end. If the trust of customers is going down, it will affect 
the bank's profitability. 

b. Non-performing financing has the negative insignificant influence towards 
return on assets. The t-test result describes that bigger NPF percentage 
will make a return on assets is decrease. The isnsignificant effect occurs 
since the average NPF of the banks are relatively low. Additionally, if the 
bank still has enough reserve funds, NPF ratio will not give the 
tremendous impact to the profitability of the bank. 

c. Operational efficiency ratio has a significant negative influence towards 
return on assets. The result shows the smaller this ratio means, the more 
efficient bank in managing risk and run the business activity.Furthermore, 
the lower operational efficiency ratio presents the operational cost of the 
bank is smaller rather than the operating income. Operational expenses or 
the higher financing will reduce capital and earnings owned by the banks. 

d. Financing to deposit ratio has the insignificant positive influence towards 
return on assets. The t-test result indicates the insignificant  influence 
mean that if a bank that excess lots of financing will create a danger in the 
liquidity of the bank. Morever, if the bank has enough capital reserve, the 
impact of financing to deposit ratio is not too important towards profitability. 
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e. Reserve requirement has the insignificant positive influence towards return 
on assets. The t-test result denotes that there is possibility that reserve 
requirement has indirect relationship to return on assets. 

f. Firm size has a significant positive influence towards return on assets. The 
t-test result represents firm size has significant positive effect on the 
profitability of banks because the larger banks can work more efficiently. 
The greater the total assets of a company, the greater the company's 
ability to generate profits. 

2. According to the F-statistic test results, capital adequacy ratio, 
non-performing financing, operational efficiency ratio, financing 
to deposit ratio, reserve ratio, and size are having a significant 
value of 0.0000. The test describes that the independent 
variables have a simultaneously significant influence to the 
dependent variable. Therefore, capital adequacy ratio, non- 
performing financing, operational efficiency ratio, financing to 
deposit ratio, reserve ratio, and size could explain about the 
variance of return on assets for about 91.7%, and the remaining 
8.3% is explained by other factors that excluded in this research. 

3. Based on the test result, simultaneously, the most significant 
variable that influence return on assets of Islamic banks is CAR. 
Therefore, it concludes that the bank must pay attention to their 
capital value since it will affect the trust of clients to put their 
money in the bank and moreover, CAR is a tool for the investor 
to measure bank's profitability. 
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