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Abstract 

Profitability is a ratio to assess the company's ability to seek profit. Every company is certainly competing to make a 
profit. The purpose of this study was to determine the significance of credit risk, liquidity risk, and operational risk 
partially affecting profitability at Village Credit Institutions in Denpasar District. The sample used in the study was 11 
Village Credit Institutions with multiple linear regression analysis methods. The results showed that credit risk had a 
negative and significant effect on the profitability of the Village Credit Institution in South Denpasar District. Liquidity 
risk has a positive and significant effect on the profitability of the Village Credit Institution in South Denpasar District.  
Operational risk has a negative and significant effect on the profitability of the Village Credit Institution in South 
Denpasar District. Credit risk, liquidity risk and operational risk have a significant effect on the profitability of the Village 
Credit Institution in South Denpasar District.  
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1. Introduction

Every company that runs business activities is inseparable from the problems most often faced, closely related to the 
need for funds or capital to finance its business. Funds are needed both for newly established companies and those that 
have been around for years. Along with the increasing economic growth, there are various kinds of companies engaged 
in finance that play an important role in meeting the need for funds (Kasmir, 2013:2). Economic growth is closely related 
to financial institutions,  according to Law Number 14 of 1967 concerning Banking Principles, what is meant by financial 
institutions are all entities that through activities in the financial sector withdraw money from the public and channel 
the money back to the public. The role of financial institutions in society can indirectly increase production activities, 
services and even the economy in a country. The financial institutions sector has an important role in economic 
development, but the financial institutions sector is also inseparable from the risks faced like other sectors. 

Financial institutions have various financial services for the welfare of the people, such as: credit deposits, insurance 
protection, pension programs, provision of payment mechanisms, and fund transfer mechanisms. Basically, financial 
institutions, banks and non-banks have the same important task, namely, saving funds and channeling them. This makes 
financial institutions an intermediary for those who need funds and those who experience surplus funds. Pakraman 
villages in Bali generally have a financial institution, namely the Village Credit Institution, which carries out financial 
functions and manages financial resources in the Pakraman village in the form of savings and loans. Mayor of Denpasar 
The presence of the Village Credit Institution in Bali as a village economic institution has many positive impacts on the 
village community.  Based on the Bali Province Regional Regulation No.3 of 2007 concerning Village Credit Institutions, 
it states that the Village Credit Institution is a financial institution owned by the Pakraman Village which is domiciled in 
the Pakraman Village. Rural economic development often experiences ups and downs, so it requires support to deal 
with problems in the economic field. The opersational infrastructure of the Village Credit Institution is based solely on 
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Balinese customary law and the awig-awig of Pakraman villages in improving family ties and the spirit of gotong royong 
between residents. 

It is known from the assets that have been generated of more than IDR 1.1 billion, with a profit of more than IDR 31 
million in 2019 but in 2020 there was a decrease of 20% in total assets and a very significant decrease in profits, namely 
by 54%, behind the decline in total assets and profits there is an increase every year in loans given to the community by 
the South Denpasar Village Credit Institution (LPLembaga Pengkreditan Desa, 2018). Data on the performance of the 
Village Credit Institution (LPL Lembaga Pengkreditan Desa, 2020) shows unstable asset growth from 2018 to the end 
of 2020, this shows that the Village Credit Institution has difficulty maintaining the stability of its profit growth in each 
year due to asset growth that fluctuates in the 2018-2020 period. One of the reasons is due to the increasing ratio of 
non-performing loans (NPL) during this pandemic. Loans continue to increase because many rural communities are 
starting to have economic difficulties due to the impact of the COVID-19 pandemic. With the existence of Village Credit 
Institutions that have a leading role to contribute to village economic development. In doing business, the Village Credit 
Institution has a short-term goal of maximizing profits and the welfare of the surrounding villagers and a long-term goal 
of maintaining business continuity.  

Maximizing profitability is the main objective of bank operations. Profitability is the most important indicator of a 
company's success. Return on Asset (ROA) is used as a measure of the Bank's profitability. According to Kasmir 
(2019:201)  Return on Assets (ROA) is a ratio that shows the return on the number of assets used in the company. 
Researchers use Return on Assets (ROA) in calculating profitability in this study, because ROA calculates the Bank's 
performance in generating overall profit. The higher the Bank's ROA level, the higher the profit achieved by the Bank 
and the better the Bank's position in using assets. 

The expected profitability of a company is easily affected by risk (Hallunovi and Berdo, 2018).Risk can happen at any 
time, and to anyone, because everything is basically associated with risk. Usually, companies take risks to maximize the 
benefits behind the risks experienced. Risk is the uncertainty that something will happen that will affect the company's 
goals. Village Credit Institutions face various types of risks, including credit risk, capital risk, liquidity risk and 
operational risk. Among these risks, credit risk, liquidity risk, and operational risk are risks that are occasionally 
encountered in banking companies. During this pandemic, many problems have arisen, such as non-performing loans 
that have caused a decrease in assets, liquidity difficulties for Village Credit Institutions, because many people have 
withdrawn capital, causing shrinkage of profits. The Village Credit Institution's human resources do not master good 
financial management mechanisms, and there are several legal cases experienced by the Village Credit Institution that 
need to be raised (Saskara et al., 2020). This makes the Village Credit Institution more attentive and a lesson for future 
managers of the Village Credit Institution to be more careful. Making local governments more attentive to the availability 
of liquidity to fulfill their obligations to citizens. By limiting credit expansion amid the risk of economic uncertainty at 
this time. As well as the Village Credit Institution in order to improve coordination with traditional villages to urge 
residents to fulfill their obligations, including helping the Village Credit Institution to increase liquidity by fulfilling 
obligations to pay credit or savings, to minimize and anticipate future problems, management is needed in managing 
these risks, this is why researchers take credit risk, liquidity risk, operational risk and profitability in this study and the 
Village Credit Institution as the object of research. 

The main operational activity of the Village Credit Institution, lending, is the basis of the Village Credit Institution. Credit 
activities are the source of income and profitability for the Village Credit Institution, and not only that, credit activities 
are the main trigger for financial institutions to face a major problem, namely the inability of customers to fulfill their 
responsibilities. Credit risk arises because the borrower is unable to fulfill his obligations to the Village Credit Institution 
in accordance with the agreement between the Village Credit Institution and the borrower concerned, which results in 
a loan being classified as substandard, doubtful, or bad (Suardika and Dewi, 2021). Credit risk is related to the core 
business of the Village Credit Institution itself and is a normal risk. By using Non-performing loans (NPL) to calculate 
the level of credit risk encountered by researchers at the Village Credit Institution. Non-performing loan is a proxy that 
shows the proficiency of Bank management in servicing non-performing loans allocated by a Bank.  

Liquidity risk is the risk that the Village Credit Institution cannot fulfill or pay its obligations in the short term and must 
seek loans at high interest rates or sell assets / assets of the Village Credit Institution by suffering losses (Susanti et al., 
2022). Proxy measures can be measured to calculate liquidity risk with Loan to deposit ratio (LDR). Loan to Deposit 
Ratio is a ratio that measures the composition of the amount of credit with the total funds received. If the LDR value is 
higher, it shows that more funds are channeled by the Bank to finance its credit, thus the Bank will get profit from loan 
interest. 
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Operational risk is the risk of inadequate internal processes. Comparing operating costs with the operating income 
earned by the industry, this can drive the financial performance of the industry. In order to minimize those arising in 
these operational activities, researchers use the proxy Operating costs / Operating income (BOPO) to calculate the level 
of operational risk experienced. According to P. Hasibuan (2017:101) Operating cost of operating income (BOPO) is the 
ratio of operating costs to operating income (BOPO) formulated as a comparison or operating costs to operating income 
in the same period. 

The purpose of this study is to determine the impact of credit risk, liquidity risk and operational risk simultaneously 
affecting profitability at Village Credit Institutions in South Denpasar District.  

2. Literature Review and Hypothesis Development 

According to Kasmir (2013) When the costumer is unable to pay all or some of his agreed-upon payments to the bank, 
the loan is considered non-performing. The performance of a bank is further lowered by the higher NPL ratio, which 
indicates worse credit quality and may lead to an increase in the quantity of non-performing loans. When extending 
credit, the bank must first assess the debtor's ability to meet its obligations. The bank is subsequently required to 
monitor the credit issued and the debtor's capacity to meet its commitments. Lending is one of the activities of the 
Village Credit Institution. The occurrence of bad credit risk requires complete attention from management in order to 
not negatively impact the bank's health. The results of research conducted by Khamisah et al., (2020) there is a negative 
and significant relationship between NPL and ROA, similar to the results of research Setyarini (2020), also obtained the 
same results where there is a negative and significant relationship between NPL and ROA. 

H1: Credit risk has a negative and significant effect on profitability. 

Loan to deposit ratio is a proxy used by researchers in measuring the level of liquidity risk. According to Budisantoso 
and Nuritomo (2014) explains that the ratio to measure the amount of third-party funds channelled in the form of credit. 
So LDR is a ratio used to measure how much funds received by the bank to be channelled back to the community in the 
form of credit" A high ratio level indicates that the bank is in an illiquid condition, on the other hand, a low ratio level 
indicates a bank that has excess capacity to lend funds. The results of research conducted by Setyarini (2020) where 
LDR has a positive and significant effect on ROA, Korompis et al., (2020) also get the same results between LDR and ROA 
where LDR has a positive and significant effect on ROA.  

H2: Liquidity risk has a positive and significant effect on profitability. 

Operational risk is the risk of loss caused by system failure, errors due to human factors, or weaknesses in operational 
procedures in a process (Suartana, 2009: 75). BOPO is a proxy used by researchers in measuring the level of operational 
risk. According to P. Hasibuan (2017: 101) operational cost operating income (BOPO) is the ratio of operational cost 
operating income (BOPO) formulated as a comparison or operating costs to operating income in the same period. 

Measurement using BOPO is expected to provide a value that shows the operational efficiency of the Village Credit 
Institution. A high BOPO level illustrates that the operating costs that the company must pay are greater than the 
operating income it earns. The use of BOPO in this study as one of the variables that affect profitability in the Village 
Credit Institution, because in BOPO there are costs and revenues obtained, indirectly related to profitability in the 
company. The results of previous research conducted by Syah (2018) where he obtained the results, there was a 
significant negative relationship between BOPO and ROA, Setyarini (2020) also got the same results where BOPO had a 
negative and significant effect on ROA. 

H3: BOPO has a negative and significant effect on ROA. 

Based on previous research on credit risk on profitability according to Indra Pangesti and Hazmi (2023) that 
simultaneously credit risk (NPL), liquidity risk (LDR) and operational risk (BOPO) have a significant effect on 
profitability (ROA). According to Setyarini (2020), it shows that the LDR variable has a positive and significant effect on 
ROA. Previous research conducted by Syah (2018) showed that the BOPO variable on ROA obtained results, there was 
a significant negative relationship. From the statement of previous research, the following hypothesis can be 
formulated: 

H4: Credit risk, liquidity risk, and operational risk simultaneously have a significant effect on profitability. 
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3. Methods 

Researchers conducted research on Village Credit Institutions (Village Credit Institutions) in South Denpasar District, 
using data obtained from the financial statements of Village Credit Institutions. This study focused on 11 Village Credit 
Institutions in South Denpasar District. The quantitative data in this study includes financial reports on Village Credit 
Institutions in South Denpasar District from 2018 to 2020. This study uses of secondary data from a recapitulation of 
the Village Credit Institution's financial statements for the 2018–2020 period in South Denpasar District. The data was 
collected through observation and documentation, and the data was analysed using multiple regression analysis. 

4. Result and Discussion 

Table 1 Multiple Regression Analysis Results 

   B Std. Error Beta  t  sig 

1 (Constant) 13.014 0.877   14.844 0.000 

  Credit Risk -0.005 0.002 -0.041 -2.730 0.023 

  Liquidity 0.004 0.002 0.031 2.585 0.026 

  BOPO -0.133 0.009 -0.963 -15.223 0.000 

Secondary Data, 2023 

Based on Table 1, a multiple regression equation is obtained as follows. 

Y = 13.014 - 0.005X1 + 0.004X2 - 0.133X3 

4.1. Credit Risk on Profitability  

Based on the results of testing the significance of the effect of credit risk on profitability, partially carried out by 
conducting a t test, namely by comparing the significance value of t with α (0.05). The t count of the credit risk variable 
(X1) with a sig value of 0.023 < α (0.05) means rejection of H0 so that H1 is accepted. Which means credit risk (X1) has 
a negative and significant effect on profitability (Y). The results of the study mean that the higher the credit risk, the 
lower the profitability, and vice versa, the lower the credit risk, the higher the profitability of the Village Credit 
Institution in South Denpasar District. 

According to Kasmir (2013) non-performing loan is a situation where the customer is unable to pay  all or part of 
obligations to the bank as agreed. The performance of a bank is further lowered by the greater NPL ratio, which indicates 
worse credit quality and may lead to an increase in the quantity of non-performing loans. The bank must first assess the 
debtor's capacity to pay its debts before granting credit. The bank is therefore required to keep an eye on the credit that 
has been given and the debtor's capacity to pay its debts. The Village Credit Institution engages in lending as one of its 
operations. Bad credit risk is something that needs to be managed with the utmost care in order to prevent harm to the 
bank's overall health. 

The results of this study are in line with those conducted by Khamisah et al (2020) there is a negative and significant 
relationship between NPL and ROA, similar to the results of research Setyarini (2020) and Maulana et al (2021), also 
obtained the same results where there is a negative and significant relationship between NPL and ROA. 

4.2. Liquidity Risk on Profitability  

Based on the results of testing the significance of the effect of liquidity risk on profitability, partially carried out by 
conducting a t test, namely by comparing the significance value of t with α (0.05). The t count of the liquidity risk variable 
(X2) with a sig value of 0.026 < α (0.05) means rejection of H0 so that H2 is accepted. Which means that liquidity risk 
(X1) has a positive and significant effect on profitability (Y). The results of the study mean that the higher the liquidity 
risk, the higher the profitability, and vice versa, the lower the liquidity risk, the lower the profitability of the Village 
Credit Institution in South Denpasar District. 

Loan to deposit ratio is a proxy used by researchers in measuring the level of liquidity risk. According to Budisantoso 
and Nuritomo (2014) explains that the ratio used to calculate the amount of third-party funds channeled in the form of 
credit. So LDR is a ratio used to determine how much funds a bank receives and allocates to providing credit to the 
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community.  A high ratio level implies that the bank is in an illiquid position, on the other hand, a low ratio level indicates 
a bank that has excess capacity to lend funds. The results of research conducted by Setyarini (2020) and Wiranthie et al 
(2022) where LDR has a positive and significant effect on ROA, Korompis et al., (2020) also get the same results between 
LDR and ROA where LDR has a positive and significant effect on ROA. 

4.3. Operational Risk on Profitability  

Based on the results of testing the significance of the effect of operational risk on profitability, partially carried out by 
conducting a t test, namely by comparing the significance value of t with α (0.05). The t count of the operational risk 
variable (X3) with a sig value of 0.0000 < α (0.05) means rejection of H0 so that H3 is accepted. Which means that 
operational risk (X3) has a positive and significant effect on profitability (Y). The research results mean that the higher 
the operational risk, the lower the profitability, and vice versa, the lower the operational risk, the higher the profitability 
of the Village Credit Institution in South Denpasar District. 

Operational risk is the risk of loss caused by system failure, errors due to human factors, or weaknesses in operational 
procedures in a process (Suartana, 2009: 75). BOPO is a proxy used by researchers in measuring the level of operational 
risk. According to P Hasibuan (2017: 101) operational cost operating income (BOPO) is the ratio of operational cost 
operating income (BOPO) formulated as a comparison or operating costs to operating income in the same period. 

It is anticipated that measurement using BOPO would yield a result that illustrates the Village Credit Institution's 
operating efficiency. When a company's BOPO level is high, it means that its operating expenses outweigh its operational 
revenue. Because BOPO involves expenses and revenues that are indirectly connected to the company's profitability, it 
is used in this study as one of the variables affecting Village Credit Institution's profitability. The results of previous 
research conducted by Syah (2018) where he obtained the results, there was a significant negative relationship between 
BOPO and ROA, Setyarini (2020) also got the same results where BOPO had a negative and significant effect on ROA. 

Table 2 Simultaneous Hypothesis Test Results (F Test) 

Model  Sum of Squares df Mean Square F Sig. 

1 Regression 70.728 3 23.576 89.781 0.000 

  Residual 7.615 29 0.263     

  Total 78.343 32       

Secondary Data, 2023 

4.4. Credit Risk, Liquidity Risk, and Operational Risk on Profitability 

Based on the research results in the F test, it is known that the sig value of 0.000 is smaller than 5%, indicating that the 
independent variables, namely credit risk, liquidity risk, operational risk, simultaneously affect profitability (Y). This 
means that when credit risk and operational risk decrease and liquidity risk increases, profitability will increase at the 
Village Credit Institution in South Denpasar District. 

Based on previous research, credit risk on profitability according to Halimah (2016) that Credit Risk has a significant 
negative effect on Profitability. According to Setyarini (2020) shows that the LDR variable has a positive and significant 
effect on ROA. Previous research conducted by Syah (2018) showed that the BOPO variable on ROA obtained results, 
there was a significant negative relationship. 

5. Conclusions 

Credit risk and operational risk have a negative and significant impact on the profitability of Village Credit Institutions 
in South Denpasar District. This indicates that profitability decreases with increasing credit risk and operational risk. 
The profitability of the Village Credit Institution in the South Denpasar District is positively and significantly impacted 
by liquidity risk. This means that the higher the liquidity risk, the higher the profitability. The profitability of the Village 
Credit Institution in the South Denpasar District is significantly impacted by credit risk, liquidity risk, and operational 
risk. This means that the higher the credit risk and operational risk and the lower the liquidity risk, the lower the 
profitability. 
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