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Abstract. this research is proposed to measure the
effect of Loan to Deposit Ratio and Non Performing
Loans Ratio toward Financial performance proxied
by Return On Assets (ROA) with Size as a
moderating variable. The population in this research
are commercial banking in Indonesia during 2012-
2016 periods. Samples were taken by purposive
sampling method and obtained 65 data from 13 banks
of Business Group Commercial Banking Bank
(BUKU) 3 and 4. Moderating Regression Analysis
with absolute difference method was used to examine
the research. The result showed that Loan to Deposit
Ratio has a positive effect toward financial
performance, Non Performing Loan has negative
effect toward financial performance, while Size is not
moderating both the effect of Loan to Deposit and
Non Performing Loan toward financial performance.
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INTRODUCTION

Indonesia is categorized as a bank based country
since this sector plays a vital role for the Indonesian
Financial system [1]. In 2015, Indonesia entered ASEAN
Economic Community (AEC) era where all ASEAN
member countries agreed on ASEAN economic
integration in facing ASEAN's Free Trade. This policy

encouraged Indonesia to achieve strong economic
progress and stability for facing wider global
competition.

Two major activities of a bank is gathered funds from
society in deposits and saving forms then give them back
to the society in loans form. Bank should be able to
balance the amount of deposits with given loans (credits).
Loan to Deposit Ratio (LDR) states how far the ability of
banks to repay the withdrawals made by depositors
relying on the loans advantage given as a source of
liquidity [2]. The bank profits derived from the margin
the difference between the interest on credit and deposit
interest savings and time deposits). Research conducted
by [3] — [5] stated that the LDR affects the profitability
of the company, while [6] — [7] stated that LDR has no
effect on the company's financial performance

On credit process, it is possible to banks to face the
risk of loans that are not paid by the debtor. The non-
performing bad debts rate is named Non-Performing
Loan (NPL). The magnitude of the percentage of NPL
should be particular concern because it reflects the bank's
health and profitability. The higher the NPL, the lower
the profitability, and vice versa. [3],[8] stated that NPLs
negatively affects the financial performance of the
company. On the other hand, [9] stated that the
profitability of the company is not affected by NPL, and
[10] stated that NPL has no effect and predict bank health
and sustainability.

Company size can be seen from how much assets
owned by a company. Size assures capital reserves, in
order to keep the company's operations running, and it
does not affect the trust of stakeholders. [11] stated larger
banks are more profitable than smaller banks. Size is not
studied as an independent variable but takes a moderating
role for measuring performance.

The most considerable ratio in the financial
statements is Return on Assets (ROA). ROA is a
company's financial ratio related to profitability which
this ratio measured the ability of a company to generate
profits or earnings at the level of income, assets and
capital stock. ROA reflects the ability of bank
management in manages its assets to generate a profit
[13]. By knowing ROA’s value, we can assess whether
the company has been efficient in optimizing its assets.
The existing Research Gap draws the attention of
researchers to further investigate the effect of LDR and
NPL on the Company's financial performance, with one
additional variable, Size that serves as a moderating
variable, not as direct variable, but to assess whether Size
moderates the effect of LDR and NPL variables toward
financial performance proxied by ROA. We create the
hyothesis as follows:

Hi:  LDR has a positive effect toward financial
performance

H:  NPL has a negative effect toward financial
performance

Hs: Size moderating
financial performance

Ha: Size moderating the effect of NPL toward
financial performance

the effect of LDR toward
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METHOD explained by other factors is not mentioned and tested in
this study.

This research is considered as descriptive and
quantitative research type. Sample was taken by non
purposive sampling method from population of 116

commercial banks in Indonesia with the following

Table 1: Coefficient Determination Test Result

Model Summary

criteria: i) Listed in IDX and continuously published their Adj Ermftd'of

financial reports during 2012-2016 periods; ii) Banks Model R R Square usted R0

included in Business Group Commercial Banking Bank Square  Eqtimate

(BUKU) 3 and 4 based on Bank Indonesia Regulation . 0.61

per January 1%t 2013; iii) banks had no negative profit ! 069 0487 0443 105

during research period. Secondary data were taken from Source : content analysis, 2017

five years annual financial reports of each bank listed in

Indonesia Stock Exchange, while additional relevant ~ Table 2: Hypothesis Test Result

information from bank official sites and other literatures. : Hypothe

There were 13 banks, consist of five banks of BUKU 4 " Variab ;g B ount P Conclusi

and eighth banks of BUKU 3 fulfilled the qualification Direction value  on

with total 65 observations data. LDR * 0 30 0. Accepted
Loan to Deposit Ratio (LDR) shows the amount of NPL ] '263_ “° ; 003 0. Accepted

loans granted by banks to the ability of banks to repay 0271 2.687 009

the withdrawal of funds by depositors relying on loans Size + 0 2.6 0. ~ Unhypot

provided as a source of liquidity [14]. LDR is measured Moder . -3280 22 04 011 . h'ze‘,j\lot

by comparing total loans with total third party funds. ating  size 060 42 660 Accepted
NPL is a part of non-performing loans [14], in LDR

describes how much the ratio of non performing loans to Moder - - 0. Not

the total amount of loans granted in a bank. NPL is ating size 0059 0523 603  Accepted

measured by comparing total net Non Performing Loans
with total Loans.

Size shows how big or small company size
identification. Larger companies do larger activities. Size
is measured by using the total asset.

The financial performance showed how good a
company's ability to make a profit. It is shown by
profitability ratio which is Return on Assets (ROA) ratio.
ROA is measured by comparing profit before tax with
total assets of the company.

Moderating Regression Analysis used absolute
difference method in order to examined the research
model and hypotheses with SPSS (Statistical Package for
Social Science) application [15]. Acceptance criteria for
six hypotheses were:

Ha accepted if sig value (a) < 0.05

Ha rejected if sig value (o) > 0.05

RESULT

Several analysis steps are taken in this research, were:
a. Classical Assumption Test
The classical assumption test results shown that data
have normal distributed residual values, no
correlation between independent variables; there is a
similarity of variance from one observation to another
(homoscedasticity), and no correlation between
observations in each different observation period.
b. Regression Test by Moderating Variable
Based on Table 1 in Adjusted R Square column, the
determination coefficient value (R?) is 0.443 or 44.3%
indicates that ROA variable can be explained by LDR
NPL and size while the remaining 0.557 or 55.7 % is

in NPL

Dependent Variable : ROA
Source : content analysis, 2017

Based on table 2 above is known that LDR coefficient
is 0.263 with a positive direction and significance level is
0.003 < 0.05. This means that Ho is rejected and H, is
accepted then the first hypothesis which stated LDR has
a positive effect toward financial performance is
accepted. These results can be concluded that LDR
positively affects the financial performance. LDR can be
used as vulnerability or succeed indicator of a bank to
balance its withdrawals and loans, because the banks
profit derived from the margin between given loan’s
interest and deposit’s interest. This result is along with
the study done by [3]-[5],[16] stated that LDR has
positive effect toward ROA while this result contradicts
with the research conducted by [6]-[7],[17] stated that
LDR has no effect toward ROA and financial
performance.

The coefficient variable of NPL is -0,271 with
negative direction and its significance level is 0.009 <
0,05, this means that Ho is rejected and Ha is accepted,
then the second hypothesis which stated NPL has a
negative effect toward financial performance is
accepted. NPL affects banks' profitability adversely
because of the provision of classified loans and
consequent write-off as bad debts reduce the return on
investment and disturb the capital adequacy ratio [18]. It
also increases the cost of capital, widens assets and
liability imbalance and upsets the economic value
additionsl by banks.[3],[8], [19] stated that NPLs
negatively affect the financial performance of the
company. But this result is contrary with the research
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conducted by [9] stated that NPL does not affect the
profitability of the company, and [10] stated that NPL
has no effect and predict bank health and sustainability.

The coefficient variable of size as a moderating
variable in the effect of LDR toward finacial
performance is 0.060 and its significance level is 0.660 >
0,05, this means that Ho is accepted and H, is rejected,
then the third hypothesis which stated size moderating
the effect of LDR toward financial performance is
rejected.

The coefficient variable of size as a moderating
variable in the effect of NPL toward finacial performance
is -0.059 and its significance level is 0.603 > 0,05, this
means that Ho is accepted and Ha is rejected, then the
forth hypothesis which stated size moderating the effect
of NPL toward financial performance is rejected.

From those moderating analysis can be found that
size variable does not moderate them but it has a positive
direct effect toward financial performance just as stated
from previous research by [11],[18]-[20]. This finding
contradicts with [12] and [21] researches which stated
that size took as a moderating variable on financial
performance.

CONCLUSION

From this research objectives , the result showed that
Loan to Deposit Ratio positively affects financial
performance and Non Performing Loan negatively
affects financial performance. Size does not moderate the
effect of Loan to Deposit Ratio and Non Performing
Loan toward financial performance. This result may
contribute in enriching literatures and digging more
information related with financial performance issues and
its driving factors. Related to this finding, management
needs to run with free trade era by empowers its own
resources, so it hopefully can create value added of the
bank, thus it will elevate financial performance. This
study also still has a limitation because it tested the effect
Return On Assets ratio only. The next research can be
objected to other ratios of profitability performance, such
as Return On Equity, Return On Investment, Growth
Ratio, Earning Per Share and other Business Group
Commercial Banking (1 and 2). They might give
different results so it is wider our point of view about
these issues
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