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ABSTRACT

The research tests the effect of the risk profile and the application of corporate governance
on financial performance at go-public national commercial bank. The data were taken from
their financial statement and GCG assessment published during 2008-2010, analyzed using
SEM with generalized structured component analysis (GSCA). It shows that risk profile has no
significant and positive effect on the financial performance. Among the four risk profiles,
liquidity risk has the best discriminate validity. However, GCG has significant and positive
effect on the financial performance, and only financial and non financial transparency has the
best convergent validity. Bank's five financial performance indicators have good validity.
Beside, ROA, NIM and CAR have good validity in which ROA has the highest loading estimate.
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INTRODUCTION'

Global financial reform has made banking
industries increase their compliance with inter-
national standards, improve risk management,
and increase undertake early detection of the
problems being faced. In addition, the increasing
complexity of risks also have made them im-
prove performance, protect the interests of stake-
holders and improve compliance with existing
legislation. In such a condition, they also have to
increase the need for the implementation of
Good Corporate Governance (GCG) (Bank Indo-
nesia, PBI. No 84: 2006).

Bank Indonesia (BI) as the monetary author-
ity and as the international community has estab-
lished, and improved laws, ethical values and
methodology. Besides that, bank industries have
to do risk assessment and to have their sound-
ness by integrating the four components namely
risk profile, GCG, profitability and capital (Di-
rectorate of Banking Research and Regulation,
2011: 4). For example, banks are required to
undertake self-assessment performance (sound-
ness) by using the Risk-based Bank Rating
(RBBR) with coverage of an assessment of the

risk profile and corporate governance, earnings
and capital (Bank Indonesia, SEBI. No. 13:
2011). Such efforts must be done by paying
attention to the relationship and influence of
some factors which can increase the banks’
soundness.

With Good corporate governance (GCQG), it
is intended that the bank must implement the
principles of fairness, where in implementing
such principle, they should realize the applica-
tion of risk management (Bank Indonesia, PBI
84: 2006). In this case, the results of GCG self-
assessment must also be published by the go-
public commercial banks during three years be-
fore the implementation the bank assessment as
based on RBBR. From this publication, the
banks are ranked in such as their composite
rankings 2 (good predicate) that is equal to 47.7
per cent composite rankings 1 (predicate very
good) is 46 per cent, and the remaining rankings
composite 3 (pretty good) and 5 (not good) is 6.4
per cent as presented in Table 1.

As seen on Table 1, the banks’ capital
(CAR) for all banks have been complied with on
all predicate GCG and have exceeded the capital
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Table 1. Predicates of GCG, ROA and CAR on Go-public Commercial Banks
2008-2010
2008 2009 2010
No Bank
GCG ROA CAR GCG ROA CAR GCG ROA CAR
1 ArthaGraha International G 0.34% 14.90% G 0.44% 13.87% G 076% 13.74%
2 BumiArta G 2.07% 31.15% G 1.71% 28.42% G 1.47% 24.64%
3 Bukopin G 1.66% 11.20% G 1.46% 14.36% G 1.65% 11.82%
4  Central Asia VG 3.42%  15.78% VG 3.40% 15.33% VG 3.51% 13.50%
5 CIMB Niaga VG 110% 15.59% VG 2.11% 13.59% VG 2.73% 13.24%
6 Danamon VG  201% 1337% VG 1.78% 13.25% VG 3.34% 13.93%
7 1CB BumiPutera G 0.09% 11.78% G 018% 11.91% G 024% 12.63%
8 Internasional Indonesia VG 1.25% 19.58% G -005% 14.71% VG 101% 12.65%
9 Kesawan F 0.23% 10.34% F 0.30% 12.47% F 0.17% 9.92%
10 Mandiri VG  2.69% 15.66% VG  3.13% 15.43% VG  3.63% 13.36%
11 Mega G 1.98%  16.09% G 1.77% 18.01% G 245% 15.03%
12 Mutiara UnF 037% 15.66% G 3.84% 10.02% G 253% 11.16%
13 BNI G 1.12% 13.47% VG 1.72% 13.78% VG 249% 18.63%
14 OCBC NISP VG 1.54% 17.01% VG 1.79% 18.00% VG 109% 17.63%
15 Panin G 1.75% 20.31% G 1.31% 21.79% G 1.87% 16.58%
16 Permata VG 1.70%  10.80% VG  139% 12.16% VG 1.89% 14.13%
17 BRI VG  4.18% 13.18% VG  3.73% 13.20% VG  4.64% 13.76%
18 Swadesi (Of India) G 2.53%  33.27% VG 2.93% 32.90% G 293% 2691%
19 BTPN VG 448% 23.67% VG 342% 18.50% VG  3.99% 23.47%
20 BTN G 1.90% 16.14% G 1.47% 21.49% VG 2.05% 16.74%
21 Victoria G 0.88% "22.77% G 1.10% 16.86% G 1.70% 11.00%

Sources: Published Report, processed

requirement on a low to moderate risk profile
(PBI. 14/18/PB1/2012). However, if viewed
from the earnings performance (ROA), there are
some banks that have GCG predicate of being
Good (G) and Very Good (VG) but it is a rela-
tively low (0,5 per cent - 1,25 per cent) and even
less than 0.5 per cent.

With the implementation of PBI Nol3/1/
PBI/2011 to assess bank soundness beginning in
2012, the banks’ soundness should be measured
for example they should do self-assessment of
the factors: risk profile, GCG, profitability and
capital. Since the banks are recommended to do
improvement based on the regulation stipulated
by BI, there must be some improvements espe-
cially for the go-public commercial banks. This
study aims to test the effect of the risk profile
and the application of GCG on financial perfor-
mance at go-public national commercial banks.
By doing so, the researcher can provide the
findings for further consideration when under-
taking self-assessment to assess bank soundness.

THEORETICAL FRAMEWORK

The presence of the global financial crisis
has prompted the need to improve the effective-
ness of risk management and corporate gover-
nance. Therefore, the banks should identify their
problems early, perform follow-up more quickly,
and implement the risk management and corpo-
rate governance. Accordingly, the provisions of
the commercial bank soundness and the assess-
ment can be enhanced through Bank Indonesia
(BI) regulation No. 13/1/PBI/2011. In this regu-
lation, the banks’ rating is conducted by using a
risk-based approach called Risk-Based Bank
Rating (RBBR). In connection with the applica-
tion of the regulation concerning the soundness
of the commercial banks, the banks are obliged
to conduct a self assessment of their soundness
by approaching to risk assessment with coverage
that includes the factors such as risk profile,
GCQG, profitability (earnings) and capital to pro-
duce a composite rating of bank soundness (PBI
No.13/1/PBI/2011).
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Conventional commercial banks are required
to apply risk management that includes eight
risks such as credit risk, market risk, liquidity
risk, operational risk, legal risk, reputation risk,
strategic risk and compliance risk. To determine
the level of bank’s each risk, it can be measured
as the following: rating 1 (low), rating 2 (low to
moderate), rating 3 (moderate), rating 4 (mod-
erate to high) and rating of 5 (high); (Bank Indo-
nesia regulation 11 /25/PBI/2009). The inherent
risk is attached to the risk assessment of a bank’s
business activities that can either be quantifiable
or unquantifiable. There are some indicators that
can be quantified from eight existing risks such
as credit risk, market risk, and liquidity risk.

Credit Risk

Credit risk is the risk of failure of the debtor
and other parties to fulfill obligations to the
bank. The indicators used to assess the inherent
risk of credit risk include such as (1) The com-
position of the asset portfolio and the level of
concentration, (2) quality of provision and ade-
quacy of reserve funds, (3) the provision funding
strategies and (4) external factors (Bank Indone-
sia; SEBI No.13/24/DPNP:2011). Qualitative
assessment which can be measured through the
publication of financial statement include: (1)
assets per balance sheet accounts to total assets,
(2) assets and low quality off balance sheet items
to total assets and off-balance sheet, (3) non per-
forming earning assets and non performing off-
balance sheet to total assets and off-balance
sheet, (4)low quality loans to total loan, (5) non-
performing loans to total loans and (6) allowance
for impairment losses on loans to total loans.
From six ratios, ratio non-performing loans to
total loans (NPL) should be published (Bank
Indonesia: SEBI 13/30/DPNP: 2011).

Market Risk

Market risk is the risk on balance sheet and
off balance sheet, including derivatives transac-
tion due to change in market conditions. Indica-
tors of risk assessment inherent market risks are:
(1) the volume and portfolio composition, (2)
loss of potential interest rate risk in the banking

Haryati & Kristijadi 239

book and (3) strategies and business policy
(Bank Indonesia: SEBI No.13/24/DPNP:2011).

There are four ratios used for the indicators
of assessment, namely: (1) derivative trading
assets and fair value option (FVO) to total assets,
(2) liabilities and obligations FVO derivatives to
total Liabilities (3) Total derivatives to Total
Assets and (4) total net open position (PDN) to
Total Capital. The ratio shall be published is
PDN to Capital ratio.

Liquidity Risk

Liquidity Risk is the risk due to the inability
of the bank to meet its maturing obligations from
cash flow funding, liquid assets that can be
pledged without disturbing the activities and fi-
nancial condition of banks. The parameters used
to assess liquidity risk includes such as: (1)
composition of assets, liabilities, and off-balance
sheet transactions, (2) assets and liabilities con-
centration, (3) vulnerability to funding require-
ment and (4) access to funding sources (Bank
Indonesia: SEBINo.13/24/DPNP:2011). The as-
sessment of liquidity risk that can be quantified
through the publication of financial statement is
the ratio of Primary and Secondary Liquid
Assets to Total Assets.

Operational Risk

Operational risk is the risk that occurs due to
failure in internal processes, people, systems or
external events. There are three methods for
measuring the bank’s operational risk such as
basic indicator approach, standardized approach,
and advanced measurement approach (Basel
Committee on Banking Supervision: 2004). In
the Basic Indicator Approach, banks have pro-
vide capital to cover the operational risk equal to
the average percentage of gross income over the
previous three years, where the gross income is a
net operating income (Basel Committee on
Banking Supervision: 2004: 138).

Financial ratios that measure bank operations
are compared to operating income or operating
expenses (ROA). This ratio is one of the bank’s
performances that must be published in the
quarterly publication of financial statement
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(Bank Indonesia: SEBI. No.13/30/DPNP: 2011).
There is tradeoff between risks and returns:
namely when the bank increases the risk position
of the bank returns decrease, and vice versa
(Hempel and Simonson,1999: 70). Five catego-
ries of financial risks are: credit risk, liquidity
risk, leverage risk and interest rate risk. Interest
rate risk can be measured by the ratio of interest-
sensitive assets to interest-sensitive liabilities or
gap between interest sensitive assets to interest-
sensitive liabilities (Hempel and Simonson,
1999: 93-94).

Previous studies using banks to assess the ef-
fect of the banks’ risk on the banks’ performance
shows that credit risk has a significant negative
relationship to the bank's stock return (Land-
schoot and Vennet, 2002). Thus, credit risk
management has a vital role in predicting the
bank’s financial performance (Pandel, 2012) .

When referring to BI regulation about risk
profile and some evidences as in the results of
the previous studies, the first hypothesis in this
study can be stated as follows:

H;: The risk profile (credit, liquidity, market,
operation) has significant and positive
effect on go-public commercial banks.

The higher risk faced by banks can also
increases the need for GCG practices in the bank
industries. This effort is done to maintain or
anticipate future risks. In other words, the higher
the risk profile of the bank, the more the banks
require implementing GCG. For that reason, the
second hypothesis can be stated as follows.

H,: The risk profile has a positive effect on the
GCG implementation of the Go-public
national commercial banks.

The next is related to the effort of how to
increase the performance of the bank. In this
case, BI has set the rules on the implementation
of GCG such the banks should apply GCG. In
addition to this, the banks must also be complied
with other regulation for example they have to
protect the interests of stakeholders. The pre-
vious studies that examined the effect of GCG
implementation indicate that GCG has signifi-
cant influence on the performance of profitabil-
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ity. The measurements are conducted using by
ROA, ROE, ROI, and NPM (Trinanda and
Didien, 2012) and; GCG significant positive
effect on bank performance (Sam 'Ami: 2008),
the results of research Peong and Devinaga
(2010) show that corporate governance has a
significant positive effect on bank performance.
The results of other studies indicate that the
implementation of GCG mediated by earnings
management does not significantly affect the
financial performance (Yustriatiet al, 2010);
Cristoper (2009) found that the implementation
of GCG has a significant effect on the perfor-
mance of banks; IRR has a significant effect on
the cumulative abnormal return to the company
on the Stock Exchange, credit risk, liquidity risk
and solvency risk effect was not significant
(Nurhidayah and Budi, 2012). Based on the evi-
dences above, the third hypothesis can be stated
as follows:

H;: GCG implementation has positive and sig-
nificant effect on the financial performance
of go-public national commercial banks.

The next is that to determine the composite
rating of the banks that includes (1) coverage of
risk profile assessment which is the first line of
defense, (2) GCG which is a second line of
defense, (3) profitability that is a third line of
defense and as a last line of defense is the capi-
tal. From this, the fourth hypothesis of this study
is stated as follows:

Hy: GCG is a mediating variable in the relation-
ship between risk profile and financial per-
formance in go-public national commercial
banks.

Research Method

The subjects of this study were the go-public
national commercial banks during the study pe-
riod of 2008-2010. These banks are considered
to have published their GCG reports on the
bank's website. Based on these criteria, the sub-
jects consisted of 19 foreign exchange national
commercial banks and 2 of non foreign ex-
change national commercial banks.
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Research Variables:

1. Therisk profile is indicated by four varia-
bles as the following the following:

a. Credit Risk: the ratio of non-performing
loan (NPL)

b. Market Risk: Interest Rate Risk ratio
(IRR), measurement of foreign exchange
risk which is not used because of among
the subjects, there is no foreign exchange
bank

c. Liquidity risk: the ratio of Liquid Assets
(Primary and Secondary) to Total Assets

d. Operational Risk: BOPO

To measure the risk profile of the respective
ratios, the consideration is as follows: low
(1), low to moderate (2), moderate (3), mod-
erate to high (4) and high (5) using statistic
tool to determine the risk profile by calculat-
ing the area + 2 standard deviations from the
average ratio respectively monthly for 6
months.

2. Composite Rating GCG implementation
using the results of the self assessment of
each bank are published on the bank's web-
site and use the 11 assessment indicators in
accordance with Bank Indonesia.

3. The variables used to measure the bank's
performance:

a. Earnings, consisting of:

- Return on Assets (ROA) is the ratio be-
tween the earning before tax to total
assets. This is measured semi annually
from June 2008 to December 2010;

- Net Interest Margin (NIM) is the ratio
between Net Interest Income to Earning
Assets measured semiannually from
June 2008 to December 2010 and,

- Operating Profit Growth (GLOp) is the
ratio between profit margin Operating
period t-1 to period t divided by operat-
ing profit of period t-1

b. Capital, consisting of:
- Capital Adequacy Ratio (CAR) is the ra-
tio of Total Capital to Risk Weighted

Assets (RWA) which is measured from
June 2008 to December 2010;
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- Composition of Capital: it is the ratio of
Tier 1 (core capital) of the RWA which
is measured from June 2008 to Decem-
ber 2010.

Analysis Technique

Statistical analysis which was used to test the
hypothesis is"Structural Equation Model(SEM)
based on component/variant. This SEM was
done with applied Generalized Sructured Com-
ponent Analysis (GSCA) method because it is
considered to have " been able to predict in a
model analysis (predictive model) and it is also
useful for confirming the model based on the
empirical data. (Ghozali, 2008: 4). In addition,
GSCA method was done to assess hypothesis
because it has ability to settle the analysis with
small data (e.g., n < 100) and also able analyze
equation with formative and reflexive indicators.

The early stage of the analysis is by using
GSCA that is to design structural model relation-
ship between latent variables (Solimun, 2012:
22). This study focuses on performance man-
agement in implementing the bank corporate
governance and risk mitigation, especially: li-
quidity risk, credit risk, market risk, and opera-
tional risk in order to achieve profitability and
capital performance. The bank’s business is inse-
parable from risk, where the risk must be identi-
fied and mitigated through good governance.
The level risk of the bank determines the degree
of bank corporate governance in order to achieve
the expected performance. On the other hand the
risk profile of banks can also affect the perfor-
mance of the bank without mediation by GCG.
Based on the factors mentioned above, the flow
of diagram is as shown in Figure 1.

The next step is determination of the nature
of each indicator of latent variables, what in-
cluded reflexive or normative models. Reflexive
indicators model assumes that variation is a
function on the indicator plus an error; in ref-
lexive models, latent variable illustrated with
elliptical shape with a few arrow from latent va-
riables to indicators. Normative indicator model
is for the latten variables and these variables are
formed from several indicators. Thus, this model
has the characteristic of composite variable. The
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Figure 1. Research Model: GCG Mediation

normative models with its latent variables is illu-
strated in the form of ellipse with some arrows
from the latent variable to indicator.

Based on the description, in this study the model
indicators were categorized as reflexive va-
riables namely:

1) Variable of Risk Profile (X1) is reflected by
the four main types of risk: liquidity risk,
credit risk, market risk and operational risk

2) Variable of banking corporate governance
indicators (Y1) reflected by eleven types of
assessment in accordance with Bank Indone-
sia Regulation No.8/4/PBI/2006

3) Variable of commercial banks performance
(Y2) is reflected by the performance profita-
bility (ROA, NIM, Operating Profit Growth),
and performance of capital (CAR, Tier-1
ratio).

The construction of the path diagram can be

seen in Figure 1.

Structural Model

Structural model is a specification of the re-
lationship between latent variables that describe
the relationship between these latent variables. It

is assumed that the latent variables and indica-
tors when they are standardized they are so con-
stant = 0 and they can be omitted from the
model.

The influence of the risk profile (X1) to GCG
(Y1):

Y1:B11.X1+81 (1)

The influence of the risk profile (X;) to Bank
Performance (Y;) :

Y, =BuX+& ()

The influence of GCG (Y) to Bank Performance
(Y2):

Yz = B31.Y1 + & (3)

Parameter Estimation

The measurement of estimation method on
GSCA is the least squares method. The measure-
ment and structural models are combined into
the model so that the calculation of the estimated
parameters can minimize residual oriented mo-
del which has been combined. When this process
is finished, it is then used to minimize residual
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of integrated models Alternating Least Square -
ALS.

M easur es of Fit M easurement M odel

a) Convergent Validity
This illustrates the validity of the size of the
correlation between the sore reflective indi-
cators with latent variables; if p<0.05, the
indicator is valid to describe the latent va-
riables.

b) Discriminant Validity
The validity reflective indicator is based on
the value of Average Variance Extracted
(AVE) in which this can compare the value
of the square root of AVE of each latent vari-
able with the correlation between another
variables in the model. If the squared root of
AVE latent variable is greater than the latent
variable correlation across the latent variable,
it indicates that the model have good validity.

¢) Internal Consistency Reliability
The group indicator measuring a variable has
better as internal consistency reliability if it
has alpha > 0.5

M easur es of Fit Structural M odel

Goodness of Fit of structural model is meas-
ured by the FIT; there are two sizes, namely:
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a) FIT: shows the total variance all variables
that can be explained by structural model FIT
value have ranges between 0 and 1, the
greater value of the FIT, the greater variable
proportion can be explained by the model.

b) A FIT (Adjusted FIT): can be used to com-
pare model. The model with largest A FIT
denote better model.

The Resear ch Result

Risk Profile, GCG, Earning and Capital
Analysis

Risk profile of the banks show that during
the study period, on average decline in liquidity
risk and operational risk, while the market risk
and credit risk, there is a slight increase. When
attributed with the implementation of GCG in
these banks during the period of the study, it
showed that the composite score (after being in
reciprocal) becoming better (increase). The re-
sult showed that during the period GCG imple-
mentation, the risk can not entirely be mitigated.
Although the GCG implementation is much
more conducted, it cannot yet fully decrease cre-
dit risk and market risk. This is because of the
risk which is greatly influenced by external con-
ditions. On the contrary, the liquidity risk and
operational risk are determined by the bank’s
internal policies. The position of risk profile
during the study period can be seen in Figure 2.

m 2008
2009

m 2010

Figure 2. Risk Profile Position 2008-2010
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Figure 3. Position of Earning Performance and Capital

The increase of GCG composite rank during
the observation was followed by the increase of
earnings performance. However, there is a de-
crease in capital performance. This is probably
due to increased credit risk and market risk, the-
reby increasing the risk-weighted assets, as pre-
sented the Figure 3.

Measures of Fit Model Analysis

As described in the analytical technique, the
measurement is based on the estimates of load-
ing and significance. This is due to the fact that
all variables in the measurement model are ref-
lexive.

Risk Profile Variables

Four indicators in risk profile are measured
for describing the risk profile variables which do
not have significant loading estimate (CR < 1, 96
or p > 0, 05). So, it can be interpreted that four
variables have convergent validities. These are
considered unfavorable to describe the risk pro-
file. In addition, the AVE value for risk profile
variable is 0.644 and the squared root of the
AVE is 0,803. This value is greater than the
value of correlation risk profile against other
latent variable (Table 2). Therefore, it can be
interpreted that the four indicators on the risk
profile variables have good discriminate validity.
Of the four indicators, liquidity risk indicator

variable is more able to describe the risk profile
because it has loading estimate value that is
equal to 0.689, greater than other three indicators
loading estimate. The results of this study indi-
cate that banks prefer liquidity management in
assessing the risk profile.

Table 2. Model Measurement of Risk Profile

Variable
Indicator LOADING
Estimate SE CR
Liquidity Risk 0.689 0.671 1.03
Credit Risk -0.561 0.582 0.96
Market Risk 0.344 0.438 0.78
Operational Risk ~ 0.684 0.664 1.03

AVE = 0.644, Alpha =0.507

Source: GSCA Output

GCG Variable

GCQG variable is an indicator variable with a
model that is reflexive, so the measurements for
Measures of Fit based on its loading value is to
look at the significance of loading, for example
when it is significant (e.g., CR > 1,96 or p <
0.05), it means that the measurement model is
valid. There are eleven indicators that can
describe the corporate governance variables, and
all indicators have significant loading estimate,
so that it can be interpreted that the 11 indicators
have good convergent validity for describing the
variable of GCG.
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The AVE value GCG variable is 0.528, so
that the square root of the AVE is 0.727, this
value is greater than the value of the variable
GCG correlation with other latent variables (see
Table 3). From the evidence in that table, it can
be interpreted that 11 indicators of GCG va-
riables also have good wvalidity discrimination.
Of the eleven indicators, transparency of finan-
cial and non-financial indicators are better able
to describe the corporate governance variables
because it has a larger loading estimate that is
equal to 0.807 when compared to ten other indi-
cators loading estimate. This result gives the
sense that the banks need to pay attention to
transparency in implementing good governance.

Bank Performance Variable

The variable of bank performance is an indi-
cator that is reflexive. Therefore, the measure-
ments for measuring the models based on its
loading value. This is done by looking at the
significance of loading. For example, when it is
significant (e.g., CR > 1, 96 or p <0.05), it
means that the model measurement is valid.
There are 5 indicators that can describe the vari-
able of the bank’s performance. In this case,
there are three indicators that have significantly
the loading estimate namely: ROA, NIM and
CAR, so that it can be interpreted that the three
of these indicators has good convergent validity
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for the variables describing the bank's perfor-
mance.AVE value for the variable performance
of banks is 0.651 so the square root of the AVE
is 0.807 and this value is greater than the value
of the variable correlation with the performance
of banks other latent variables (Table 4). Thus it
can be interpreted that the fifth variable perfor-
mance indicators in this bank has a good validity
discriminate.

Table 4¥ Model Measurement of Bank
Performance Variables

Indicator LOADING
Estimate SE CR
Return On Asset 0.795 0204 3.89"
Net Interest Margin 0.748 0.143 521
Operating Profit Growth  -0.319 0.266 1.2
Capital Adequacy Ratio  0.547 0230 2.37
Tier-1 Capital 0.400 0.297 1.34
AVE =0.651,
Alpha =0.648

Source: GSCA Output

Among 5 variables, ROA can describe more
about the bank’s performance of because it has
the biggest loading estimate that is 0.795. This
result gives the sense that the banks need to pay
attention to the performance of profitability,
ROA indicator in particular, in order to get a
good performance appraisal.

Table 3. Model Measurement of GCG Variables

Indicator LOADING
Estimate SE CR

Implementation of tasks and responsibilities of the board of commissioners 0.546 0.157 3.48"
Implementation of tasks and responsibilities of directors 0.725 0.080 9.117
Completeness and implementation committee assignments 0.758 0.050 15.32"
Handling conflicts of interest 0.762 0.051 14.9°
Implementation of compliance of banks 0.800 0.080 10.02°
The Implementation of the internal audit function 0.596 0.126 4717
The application of external audit function 0.685 0.141 486
The function of risk management & control system 0.798 0.068 11.76"
Provision of fund to related parties 0.802 0.048 16.62"
Transparency of financial and non-financial condition 0.807 0.066 12.25"
The bank's strategic plan 0.657 0.061 10.74"

AVE =0.528

Alpha =0.908

Sources: GSCA Output
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Analysis of measures of fit of structural
models

Table 5 shows summary of the results of Fit
Measures of the structural models of this study
where there are two sizes to perform the analysis
namely the size of the FIT and AFIT.

Table 5. Measures of Fit Structural Model
Model Fit

FIT 0.397

AFIT 0.375
Sources: GSCA Output

As presented in Table 5, the value of FIT
from the structural model is 0.397, which means
that the model can explain all variants which
formed a total of latent variables of 0.397. It can
also mean that the variability of the latent va-
riables, namely risk profile, corporate gover-
nance, and bank performance can be explained
by the model with the value of 39.7 per cent
while the remaining 60.3 per cent is explained
by other variables. Thus, with the value of 39.7
per cent can also mean that the model is not
good enough to explain the phenomenon under
study. AFIT value indicates the value of the FIT
after adjustment, this is done considering the
variables that affect the performance of the bank
is not just one variable, but can be more than one
variable. In terms of value AFIT the total va-
riance of the latent variable: risk profile, corpo-
rate governance and bank performance can be
explained by the model was 37.5 per cent, while
the remaining 62.5 per cent is explained by other
variables. Describes the ability of 37.5 per cent
could mean that the model is not good enough to
explain the phenomenon under study. There are
other factors that can affect bank performance
which may not be included in this research
model such as economic condition and banking

September

regulation. Qualitatively, these factors can be
included into operational risk measurement
while operational risk in this reasearch was
measured only by BOPO ratio. Other factors that
can affect the bank performance is the
management speed of anticipating the identified
potential risk. Some large banks immediately
carry risk mitigation sothat their performance
could be saved. Of course, these qualitative
factors still potential and therefore, for further
research it is important to pay attention to such
factors so that the FIT and AFIT values are not
too high.

Hypothesis Testing
First Testing Hypothesis Results

The evidences as in Table 6 show that the
estimated value of the parameter influences the
bank’s performance as in bank’s risk profile is
0.077 with a standard error of 0.206 so that
obtained Critical Ratio (CR) of 0.37. The CR
value is not significant at the 95 per cent confi-
dence degree, so that it can be stated that the risk
profile has no significant positive effect on the
performance of the bank. It can be concluded
that the first hypothesis (H;) of this study was
rejected.

The positive value which is estimated shows
that the higher risk profile will contribute to
higher revenue and will further increase profits.
The increased profits will increase bank capital,
particularly in core capital. Increased earnings
and capital will also mean increased bank per-
formance. The influence the risk profile of the
bank's performance is not significant due to the
risk measurement methods. Where the risk mea-
surement used in this study utilizing historical
data from published financial statements while
measuring risk should be directed to the future

Table 6. Structural Model of Path Coefficients

The Line of Structural Model Estimate SE CR Significance
Risk Profile — Performance 0.077 0.206 0.37 Not Significant
Risk Profile - GCG 0.037 0.207 0.18  Not Significant
GCG — Performance 0.438  0.152 288 Significant

Sources: GSCA Output
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condition for the achievement of the perfor-
mance bank guarantee. The results of this study
do not support the results of previous studies,
that the risk profile has no significant effect on
the performance of banks. It is due to the fact
that the previous studies did not use four finan-
cial ratios as an indicator to describe the profile
of risk, but only they use one indicator, namely
credit risk (Paudel: 2012).

Results of the Second Hypothesis Testing

Estimated value of the parameter influence
the risk profile of the GCG is 0.037 with a stan-
dard error of 0.207 thus obtained Critical Ratio
(CR) of 0.18 (Table 6). The CR value is not sig-
nificant at the 95% confidence level, so that it
can be stated that the risk profile has a positive
effect that is not significant to the GCG. It can
be concluded that the second hypothesis (H,) of
this study was rejected.

The estimated value is positive, indicating
that the high-risk profile would require an in-
crease in the management of bank governance
by the management and officers of commercial
banks. Influence on the risk profile of corporate
governance is not significant, this may be caused
due to the risk profile in this study was limited to
just four types of risk. Therefore, it should add
another ratio used to measure the four risk pro-
files, in addition to the need for a complete
assessment of risk profiles by adding the four
types of risk, namely, legal risk, reputation risk,
strategic risk and compliance risk. Limitation
indicator for the risk profile causes the inaccura-
cies in the measurement. Whereas measurement
of GCG used in the study is complete indicator
in accordance with Bank Indonesia regulations;
where the measurement of GCG with eleven in-
dicators show that implementation of risk miti-
gation has taken into account all types of com-
mercial bank risk. Previous studies referenced do
not test and analyze the effect of the risk profile
on GCG implementation, so it is not comparable.

Resultsof Third Hypothesis Testing

As presented in Table 6, it shows that the
value of the parameter estimation GCG influ-
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ence on the performance of banks is 0.438 with a
standard error of 0.152, thus earned Critical
Ratio (CR) of 2.88. CR values are significant at
the 95% confidence level, so it can be stated that
GCQG has a significant positive effect on the per-
formance of the bank. It can be concluded that
the third hypothesis (H3) of the study received.
Value estimates are positive, indicating that a
good implementation of GCG will contribute on
the increase in bank performance. GCG influ-
ence on the performance of a significant bank
can be interpreted that a good governance im-
plementation can lead the organization on one
goal. Transparency of financial and non-finan-
cial is a key indicator on assessment of GCG
(Table 3), thus transparency is a factor that will
make the whole organization to move in the
same direction, namely the achievement of the
strategic plan of the bank.

The results of this study support the results
Trinanda and Didien (2012) research where
GCG has significant influence on the perfor-
mance of profitability as measured by ROA,
ROE, ROI and NPM. Its also supports the results
of research Sam 'Ami (2008) where GCG sig-
nificant positive effect on the bank's perfor-
mance, and the results Peong and Devinaga
research (2010) shows that corporate governance
has a significant positive effect on bank perfor-
mance and Cristoper (2009) found that the im-
plementation of GCG has an important influence
on the performance of the banks.

Results of the Fourth Hypothesis Testing

Based on testing of three hypotheses pre-
viously, there was only one accepted hypothesis
that states there is an effect of the implementa-
tion of corporate governance on the performance
of the bank. Due to the insignificant for the first
and second hypotheses, it also leads to the
hypothesis 4 to be rejected. This is also due to
the mediating variables in which it requires that
the relationship between latent variables in the
structural model should have a significant effect.
In other words, the mediating variable requires
that the relationship between latent variables in
the structural model should have a significant
effect. Rejection the fourth hypothesis indicates
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that the GCG variable cannot be used as variable
that mediates the effects of the bank's risk profile
on the performance. The failure as a mediating
variable can be caused by the failure of the risk
profile variables as explanatory variables for the
implementation of good corporate governance
and bank performance variable.

CONCLUSION

Based on the description and results of
hypothesis testing, it can be concluded as the
following:

1. The results show that during the study period,
the risk profile has no significant and positive
effect on the performance of the bank. In fact,
these four indicators (liquidity risk, credit
risk, operational risk and market risk) have a
loading estimate that is not significant. For
that reason, it could be interpreted that this
indicator has four convergent validities which
are unfavorable for the risk profile for de-
scribing variable. However, the positive sign
of the estimated value suggests that a high
risk profile can contribute to the high
performance of the bank. Of the four indica-
tors, liquidity risk indicator is the indicator
variable that could describe the risk profile,
for loading estimate value which is greater
than three other indicators that is equal to
0.689. This result provides the sense that the
bank is more concerned with liquidity risk in
assessing the risk profile.

2. Risk profile has no significant and positive
effect on corporate governance. The positive
sign on the estimated value suggests that a
high risk profile will require improved man-
agement of bank governance by the manage-
ment and officers of commercial banks. This
study is limited to just four types of risk.
Therefore, it still needs more complete
assessment for the risk profile. For example,
the restriction indicator for the risk profile
leads to inaccuracies in the measurement of
GCG given measurement using a complete
indicator with eleven indicators. As such, the
measurement of GCG for risk mitigation has
to consider all kinds of risk for commercial
banks.
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3. The implementation of GCG has a significant
and positive effect on the performance of the
go-public commercial banks, with Critical
Ratio (CR) of 2.88. Positive sign on the esti-
mated value indicates that the implementation
of good corporate governance contributes to
the improved performance of the bank. From
eleven indicators used to measure corporate
governance, transparency of financial indi-
cators and non-financial are the key indica-
tors in the assessment of GCG, with the esti-
mated value of 0,807.

4. GCG variable cannot be inferred as a variable
that is able to mediate the effect of the risk
profile of the performance of go-public
commercial banks.

5. The first and second hypotheses are not sig-
nificantly proved because the fourth hypothe-
sis is rejected. This is due to the fact that the
mediating variable is required that the rela-
tionship between latent variables in the
structural model should have a significant
effect.

The results of this study has several limita-
tions, that is weakness in the measurement of the
risk profile that is only using four types of risk
and do not use other types of risk, namely legal
risk, reputation risk, strategic risk and com-
pliance risk. Another problem is the risk profile
measurement method which is based on pub-
lished financial statement data using only one
ratio of several ratios that should be measured.
Each measurement is an indicator of the risk of
historical data, while the measurement of the
risk profile should also be based on the possibil-
ity of potential losses in the future.

This study result recommends that:

1. The go-public commercial banks should
maintain their liquidity risk in order to keep
getting the trust of the public. They should
also consider liquidity risk which is an indi-
cator variable that can describe the risk pro-
file the most. The banks as intermediary
institutions must always maintain their liquid-
ity to meet withdrawals by depositors and
borrowers.
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2. The go-public commercial banks should be
able to improve their quality of all compo-
nents of the assessment of implementation of
GCQG. Particularly, they have improve trans-
parency of financial and non-financial. This
is due to the importance of implementing
GCG which has a significant and positive ef-
fect on the performance of go-public com-
mercial banks.

3. There are three indicators of the performance
of banks that have significant loading esti-
mate namely ROA, NIM and CAR so that it
can be interpreted that all these indicators
have good convergent validity for describing
variable bank performance. Banks are ex-
pected to continue to maintain their profita-
bility, because it will improve their perfor-
mance.

4. For further studies, it is important for the
researcher to consider the types of indicators
and methods of measurement for the risk pro-
files more considerably so that it can see the
future potential events (looking forward) and
not only pay attention to the measures that
have historically occurred.

5. Based on the test results, it supports the appli-
cation based bank rating of RBBR as deter-
mined by Bank Indonesia that has enforced
the program since in 2012.
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