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ABSTRACT


The aim of this paper is to observe the cost structure in two prominent sharia banks in Indonesia. The Bank’s cost comprises of many cost components such as operational and non-operational costs. 


The study employed descriptive and inferential statistics to explain the data characteristics from those banks and tried to determine whether those costs influenced the profitability for the period of 2007-2008. The data were collected on the monthly basis for the period.


The result of the study showed that there were some similarities  and differences about the behavior of those banks  within the study period.


By using inferential statistics method, especially with the multiple regression analysis and hypothetical testing with F-test and t-test, the study demonstrated that the null-hypothesis was rejected which means that those costs simultaneously influenced on the bank’s profitability for the period. 
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Background
Islamic banks have grown steadily in Indonesia since Bank Muamalat Indonesia was built in 1992. Nowadays there are three prominent foreign exchange banks and two non foreign exchange which are fully operated with sharia (islamic) banking sistem. Beside that, there are more than fifteen conventional banks which are operated with dual-banking system by opening sharia banking division and providing some sharia branches. The significant growth of BPRS (Sharia Lending Banks) and Baitul Mal Wat-Tamwil themselves have enriched the development of sharia banks in Indonesia.
Bank Indonesia as a central bank in Indonesia has supported the development of sharia banks by doing some significant efforts such as creating the special directorate which handling sharia bank’s matters, aranging some training, seminars, workshops and conference with the aims of  disseminating and sharing the knowledge of sharia banking system to society.
The last effort of Bank Indonesia in developing the sharia banking system is setting the grand strategy of market development of sharia banks in Indonesia in 2010.  The grand strategy has some goals such as creating a new mission of making Indonesia Sharia Banks as the most popular industrial banks in ASEAN, building a new branding of sharia banks as the inclusive and universal banks which can provide banking services to all people, mapping the the bank’s position more accurately, providing more various products and services, and making a new communiacting strategy which state that sharia banks are beyond banking.
The above cisrcumstances of the development of sharia banks has shown that the development of sharia banks in Indonesia involved many parties not only society as the market of sharia banks, but also the government of Indonesia with the role of Bank Indonesia. 
Understanding about the development of sharia banks would be perfect if we understand about the banks performance. The performance itself become one of the references for investors to invest their fund in the sharia banks businesses. 
Looking back to the crisis period of 1997-1998, we got some information from some scientiest in banking that sharia banks generally existed more stable than those of conventional banks with the better performance. The performance was usually measured in terms of profit generating and cost efficiency.
Theoritically, in measuring achievement or performance of banks, we can use some analysis, such as cost analysis, benefit analysis and financial statement analysis. Those analyses can be employed to investigate how well banks are operated.
In cost analysis, it can be known the cost behavior of a bank where costs can be classified into some category such as direct and indirect costs, operating and non-operating costs, main and other costs, controllable and uncontrollable costs and so on. 
The cost analysis can also be used for investigating the structure of costs or expenses and we can compare the cost structure among the banks. The other analysis is predicting profit of banks by evaluating those costs as predicting variables.
Based on above explanation, it is interesting to analyze the bank’s cost structure in regards to investigate cost componets of the banks especially in sharia banks and evaluate whether those costs can determine the profitability.
For those purposes, the research will be done with the topic “Cost Components as Predictors for the Profitability of Islamic Banks : (Study on PT. Bank Syariah Mandiri and PT. Bank Syariah Mega Indonesia)

Short Literature Review

Some researches have been undertaken by researchers in related to cost components and bank’s profitability :

Nicholas Apergis, Anthony Rezitis (2004) empirically investigate the cost structure of the Greek banking sec-tor. Bank production is presented with two different approaches (the intermediation and the production approach) which are used to specify a translog cost function. The two different translog cost models are estimated through the full information maximum likelihood method of estimation on pooled time series and cross sectional data. The results obtained are not significantly affected by model specification. 
Mark Scheiner (2003) tried to evaluate whether  the Bangladesh Grameen Bank costs have been cost-effective?  The research compares output with subsidy for Grameen in a present-value framework. For the time frame 1983-97, subsidy per person-year of membership in Grameen was about $20, and subsidy per dollar-year borrowed was about $0.22. Although the paper does not measure consumer surplus for Grameen users, the evidence in the literature suggests that surplus probably exceeds subsidy. Grameen—if not necessarily other microlenders—was probably a worthwhile social investment. 

Valentina Hartarska, Steven B. Caudill, Daniel M. Gropper (2006) investigate The Cost-Structure of Microfinance Institutions in Eastern Europe and Central Asia. Their paper presents the first systematic statistical examination of the performance of MFIs operating in Eastern Europe and Central Asia. A cost function is estimated for MFIs in the region from 1999-2004. First, the presence of subsidies is found to be associated with higher MFI costs. When output is measured as the number of loans made, they find that MFIs become more efficient over time and that MFIs involved in the provision of group loans and loans to women have lower costs. However, when output is measured as volume of loans rather than their number, the last finding is reversed. This may be due to the fact that such loans are smaller in size; thus for a given volume more loans must be made.

Steven Fries and Anita Taci (2004) measure cost efficiency of banks in transition: Evidence from 289 banks in 15 post-communist countries. Their paper tried to understand the transformation of banking in the post-communist transition by examining the cost efficiency of 289 banks in 15 east European countries. The findings showed that banking systems in which foreign-owned banks have a larger share of total assets record lower costs and that the association between a country’s progress in banking reform and cost efficiency is non-linear. Early stages of reform are associated with cost reductions, while costs tend to rise at more advanced stages. Private banks are more efficient than state-owned banks, but there are differences among private banks. Privatised banks with majority foreign ownership are the most efficient and those with domestic ownership are the least.
Philip Molyneux and John Thornton (1992) identified the Determinants of banks performance in 18 European Countries for the period of 1986-1989. The result of the research showed that based on Return on Equity as proxy for bank performance, the significant determinants were Concentration Ratio, Interest Rate, and Government. Whereas based on Return on Assets, the significant determinants were Capital Ratio, Interest Rates, Government and Concentration Ratio.

Llyod-William and Phill Molyneux (1994) investigated the influence of market structure and market share on the bank profitability in Spain. The significant Predictors of the bank performance was Concentration Ratio, Capital Assets Ratio, and Assets Size (positive significant) and owner (negative significant). The Result of the Research showed that the research supported the Structure-Behavior-Performance which stated that the more concentrated the banks, the less competitive the banks and finally will enhance the performance. 

Asli Demirguc-Kunt and Harry Huizinga (1998) also studied factors that determined the bank performance. By using pooled data of 80 countries for the period of 1988-1995, the result of this research showed that the significant predictors were loan to total assets, customer and short-terms funding to total assets, GDP per capita and Real Interest.

Balachandher K. Guru, John Staunton and Balashanmugam (1999) explored the Determinants of Commercial Bank Profitability in Malaysia. By using sample of 17 Commercial Banks for the period of 10 years (1986-1995). The Result of the Research are : Based on ROA Measure, significant variables were Loan to Total Assets (Assets Composition), Current Accounts to Total Deposits and Total Expenses to Total Assets. On the other hand, based on ROE Measure, significant variables were Loan to Total Assets, Inflation, Market Interest Rate, Total Expenses to Total Assets, Capital to Total Assets, and Market Growth. 

Margarida Abreu and Victor Mendes (2001) investigated the Determinants of 21-51 Banks Profitability which was located in 4 countries in Europe (Portugal, Spain, France and Germany) for the period of 1986-1999. The result of the Research were : based on ROA Measure, the significant variables were Equity to Assets, Loan to Assets, Bank Market Share, Inflation Rate and Dummy variables which showed significant in Spain and France. Whereas based on ROE Measure, the significant variables were Equity to Assets, Bank Market Share, Unemployment Rate, Inflation Rate, and Dummy Variable which showed significant in Spain

Objectives

The above explanation, lead to the following formulation of research objectives:

1. To identify the cost components in Indonesian Islamic Banks, especially in PT.Bank Syariah Mandiri and PT. Bank Mega Syariah Indonesia for the period of 2007-2008.
2. To know whether those cost components influenced the profitability, especially in PT.Bank Syariah Mandiri and PT. Bank Mega Syariah Indonesia for the period of 2007-2008.

Methodology
The methodology of this research uses some approaches which are employed to make this complete such as :
1. Literature Study

The study elaborate the topics of cost components by finding some practical schemes of cost structure and some cost theories in a company especially in a commercial bank. The study will also make a literature map by collecting and presenting the researches results about the bank’s cost structure.

2. Statistical and Econometrics Analysis.

The study will employ statistical and econometrics analysis such as descriptive and inferential statistics as well as econometrics analysis to test the hypotheses. For the model, the study will use the t-independent sample test to investigate whether there is a difference about cost structure in the banks within the period. Some cost components which are tested are as follows :

	

	Variables
	Definition
	Description

	Profit Sharing Ratio 
(bag_h)
	The Ratio of profit sharing to investors (fund owners). Counted by profit sharing to investors divided by  operating revenues
	Profit sharing to investor 

	Bad Financing Ratio (b_ppap)
	The Ratio of Total Bad Financing Allocation. Counted by Bad Financing Allocation divided by operating revenues.
	Bad Financing Allocation

	Other Operating Costs Ratio

(b_ol)
	The Ratio of Other Operating Costs. Counted by other operating costs divided by operating revenues.
	Other Operating Costs

	Non Operating Costs Ratio

(b_nop)
	The Ratio of Non Operating Costs. Counted by non operating costs divided by operating revenues.
	Non Operating costs

	Net Profit Margin
(npm)
	The Ratio of Net Profit to Operating Revenue. Counted by net profit divided by total operating revenue.
	The bank’s profitability on  sales


This research uses the data from the open source or downloadable data from www.bi.go.id with the Criteria as follows :
The samples are all full operated islamic banks companies, with cosnsists of the only three banks such as PT. Bank Mega Syariah Indonesia, PT. Bank Syariah Mandiri, and PT. Bank Muammalat Indonesia.
The data was collected in monthly basis for the period of 2007-2008.
After downloading the data from the website, it is known that the data from PT. Bank Muammalat Indonesia was not complete, so that the company was not included in the research.
Explanation

In sharia banks, there are fund and non-fund costs. Fund cost is a cost from using funds from depositors. From the view of conventional banks theory, the cost is interest expense, while in islamic banks view,  the cost are profit sharing for depositors, and wadiah expenses. Non-fund costs are costs which are not related to the usage of funds. The non-fund costs comprises of general administrative expenses, labor expenses, investment in marketable securities, foreign exchange transaction costs, promotion expenses, other expenses. and non-operating costs. 

Here is the resume of cost structure in both banks :
	Cost Components
	
	
	
	

	PT. Bank Syariah Mega Indonesia
	
	
	
	

	For the Period of 2007-2008
	
	
	
	

	
	
	
	
	
	

	No
	Costs Components
	Average (Rp.Mio)
	Maximum
(Rp.Mio)
	Minimum (Rp.Mio)
	Avg-Growth

	1
	Profit Sharing to Depositors
	     76,164 
	     155,141 
	         9,278 
	26.71%

	2
	Allowance for bad-finacing expense
	     10,979 
	       24,968 
	         2,601 
	21.06%

	3
	Other Operating Expenses :
	     68,708 
	     202,024 
	         7,691 
	31.24%

	4
	· Wadiah Expenses 
	     23,395 
	       65,097 
	         3,336 
	29.09%

	5
	· General & Adm Expenses 
	        7,994 
	       17,239 
	             957 
	28.50%

	6
	· Labor Expenses 
	     24,007 
	       88,912 
	         1,569 
	35.93%

	7
	-       Investment in Marketable Securities
	               0  
	                 0   
	                0   
	0.00%

	8
	-       Foreign-Expenses transaction 
	               0  
	                 0   
	                0   
	0.00%

	9
	· Promotion Expenses 
	        1,827 
	          3,933 
	             189 
	35.09%

	10
	· Other expenses 
	     11,485 
	       26,923 
	         1,633 
	29.67%

	11
	Non-Operating Expenses 
	              60 
	             633 
	                0   
	#DIV/0!


Above table shows that labor expenses was the highest monthly growth expense for the period of 2007-2008 in PT. Syariah Mega Indonesia, while the lowest growth cost was allowance for bad financing. Average monthly growth of labor cost was 35.09%, whereas average growth of allowance for bad-financing expense was 21.06%.

In components of other operating expenses, it can be seen that the highest growth expense was labor expenses and the lowest one was general and administrative expenses with the average growth of 28.50%. 

In absolute value, the greatest average cost was profit sharing to depositors with the average cost of Rp. 76,164 million, while the lowest one was non-operating expenses with the average cost of Rp. 60 million . It is logical that the profit sharing to depositors was the highest cost since the cost is the main or prime cost for banking industry especially is islamic banks.
	Cost Components
	
	
	
	

	PT. Bank Syariah Mandiri
	
	
	
	

	For the Period of 2007-2008
	
	
	
	

	
	
	
	
	
	

	No
	Costs Components
	Average (Rp.Mio)
	Maximum
(Rp.Mio)
	Minimum (Rp.Mio)
	Avg-Growth

	1
	Profit Sharing to Depositors
	   328,222 
	     793,049 
	       34,497 
	29.49%

	2
	Allowance for bad-financing expense
	   219,997 
	     392,490 
	         4,559 
	43.29%

	3
	Other Operating Expenses :
	   279,792 
	     632,742 
	       29,523 
	30.91%

	4
	· Wadiah Expenses 
	        9,924 
	       19,560 
	         1,356 
	29.09%

	5
	· General & Adm Expenses 
	     70,608 
	     204,008 
	         6,678 
	56.45%

	6
	· Labor Expenses 
	   126,647 
	     297,805 
	       13,453 
	29.87%

	7
	-       Investment in Marketable Securities
	                 - 
	                   - 
	                  - 
	 

	8
	-       Foreign-Expenses transaction 
	                 - 
	                   - 
	                  - 
	 

	9
	· Promotion Expenses 
	     13,871 
	       38,075 
	         1,012 
	37.96%

	10
	· Other expenses 
	     58,730 
	     193,662 
	         6,918 
	53.13%

	11
	Non-Operating Expenses 
	           883 
	          5,500 
	               17 
	205.06%


If we observed about the cost components of PT. Bank Syariah Mandiri in above table, it can be seen that non operating expenses experienced the highest growth in average for the period of 2007-2008. the second highest average growth was experienced by allowance for bad financing expenses with the average of 43.29%. The number showed that the alocation for bad financing was high enough to anticipate the non-performing financing at that period. The lowest average growth was experienced by wadiah expenses which was in average growth of 29.09%. The wadiah expenses was the lowest in average growth and that result was in accordance with the expenditure in absolute number which showed that the cost was the lowest of all components of other operating expenses.

In absolute number terms, profit sharing to depositors was also the highest average cost of all cost components in PT. Bank Syariah Mandiri with the average growth of Rp. 328,222 million. This result was in adequate with the cost classification theory since the cost is the main or prime cost in sharia banks. Meanwhile, the lowest average growth cost was experienced by non-operating expenses with the average growth of Rp. 883 million.
	Cost Ratios 
	
	
	

	PT. Bank Mega Syariah Indonesia
	
	
	

	Periode 2007-2008
	
	
	

	
	
	
	
	

	No
	Ratios
	Average
	Maximum
	Minimum

	1
	Profit Sharing Ratio
	0.3672
	0.4411
	0.2965

	2
	Allowance for bad-finacing expense Ratio
	0.0563
	0.1152
	0.0402

	3
	Other Operating Expenses Ratio :
	0.3218
	0.5500
	0.1906

	4
	· Wadiah Expenses Ratio
	0.1118
	0.1772
	0.0743

	5
	· General & Adm Expenses Ratio
	0.0392
	0.0629
	0.0252

	6
	· Labor Expenses Ratio
	0.1071
	0.2421
	0.0418

	7
	· Investment in Marketable Securities
	0.0000
	0.0000
	0.0000

	8
	· Foreign-Expenses transaction Ratio
	0.0000
	0.0000
	0.0000

	9
	· Promotion Expenses Ratio
	0.0084
	0.0117
	0.0052

	10
	· Other expenses Ratio
	0.0553
	0.0733
	0.0388

	11
	Non-Operating Expenses ratio
	0.0002
	0.0017
	0.0000


From above table we can see that for the period of 2007-2008, profit ratio have dominated the cost structure in PT. Bank Syariah Mega Indonesia with the average by 36.72% of the operating revenues. The maximum profit sharing ratio for the period was 44.11% while the minimum was 29.65%. The Domination of the profit sharing ratio is proper since the profit ratio is main costs  in Islamic Bank. While the rest are other costs. In Conventional banks, the main costs are interest costs which are counted by calculated the total interest on deposits accounts such as current accounts, savings accounts, and time deposits accounts.

Allowance for bad financing expense ratios for the period was  5,63% in average for the period with the maximum of 11.52% and the minimum of 4.02%. Those numbers compared to operating revenues. The high cost for allowance for bad financing were in line with the number of bad financing at that time.

Other Operating Expenses Ratio of PT. Bank Syariah Mandiri at the period were 32.18% with the maximum of 55.00% and the minimum of 19.06%.

From other operating expenses components, the great majority of expenses lied on labor expenses which in average of 10.71% of operating revenues, with the maximum of 24.21% and the minimum of 4.18%. Those are compared to the operating revenues. While the investment in Marketable securities and foreingn transaction ratios were the lowest costs since the costs were zero.

While the non operating expenses ratio were 0.02% in average and it means that the only below 1% out of operating revenues were experienced as non operating expenses.

	Cost Ratios
	
	
	

	PT. Bank Syariah Mandiri
	
	
	

	For the Period of 2007-2008
	
	
	

	
	
	
	
	

	No
	Ratios
	Average
	Maximum
	Minimum

	1
	Profit Sharing Ratio
	0.3312
	0.3779
	0.1601

	2
	Allowance for bad-finacing expense Ratio
	0.2495
	0.6622
	0.0454

	3
	Other Operating Expenses Ratio :
	0.2989
	0.5160
	0.1156

	4
	· Wadiah Expenses Ratio
	0.0108
	0.0155
	0.0038

	5
	· General & Adm Expenses Ratio
	0.0689
	0.1450
	0.0204

	6
	· Labor Expenses Ratio
	0.1270
	0.1477
	0.0586

	7
	· Investment in Marketable Securities
	0.0000
	0.0000
	0.0000

	8
	· Foreign-Expenses transaction Ratio
	0.0000
	0.0000
	0.0000

	9
	· Promotion Expenses Ratio
	0.0138
	0.0200
	0.0055

	10
	· Other expenses Ratio
	0.0625
	0.1019
	0.0144

	11
	Non-Operating Expenses ratio
	0.0008
	0.0029
	0.0000


On the other hand, profit ratio have dominated cost structure in PT. Bank Syariah Mandiri for the period of 2007-2008 with the average by 33,12% of the operating revenues. The maximum profit sharing ratio for the period was 37.70% while the minimum was 16.01%. This result has the same output with PT. Bank Mega Syariah Indonesia with the profit sharing ratio as the dominating costs.

Allowance for bad financing expense ratios for the period was  24.95% in average for the period with the maximum of 66.22% and the minimum of 4.54%. Those numbers compared to operating revenues. The high cost for allowance for bad financing were in line with the number of bad financing at that time.

Other Operating Expenses Ratio of PT. Bank Syariah Mandiri at the period were 29.89% with the maximum of 51.60% and the minimum of 11.56%.

From other operating expenses components, the great majority of expenses lied on labor expenses which in average of 12.70% of operating revenues, with the maximum of 14.77% and the minimum of 5.86%. Those are compared to the operating revenues. While the investment in Marketable securities and foreingn transaction ratios were the lowest costs since the costs were zero.

While the non operating expenses ratio were 0.08% in average and it means that the only below 1% out of operating revenues were experienced as non operating expenses.

Statistical Computation

Here is the result of the statiststical computation using descriptive statistics and inferential statistics :
	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	npm
	.218592
	.1644681
	48

	bag_h
	.349181
	.0587080
	48

	b_ppap
	.152897
	.1351254
	48

	b_ol
	.310358
	.1069671
	48

	b_nop
	.000477
	.0006111
	48


From the above table, we can see that average net profit margin (npm) of both banks for the period of 2007-2008 was 0.2186 which means that those banks can generate average profit up to 21.85% out of their sales. The standard deviation of net profit margin for the period was 0.1645.

The average profit sharing ratio (bag_h) of those two banks for that period was 0.3492 with means that out of their operating revenue, both banks need average cost for profit sharing to investors of 34.92% with the standard deviation of 5.87%. The average bad financing ratio (b_ppap) of those two banks for the period was 15.29% of the operating revenue with the standard deviation of 13.51%,. The average of other operating costs ratio (b_ol) of both banks for the period was 31.04% of the operating revenue with the standard deviation of 10.70%, whereas the average non-operating costs ratio (b_nop) for those banks was 0.048% of their operating revenue with the standard deviation of 0.06%. 

	Correlations

	
	
	npm
	bag_h
	b_ppap
	b_ol
	b_nop

	Pearson Correlation
	npm
	1.000
	.339
	-.293
	-.224
	-.064

	
	bag_h
	.339
	1.000
	-.639
	-.225
	-.082

	
	b_ppap
	-.293
	-.639
	1.000
	-.344
	.311

	
	b_ol
	-.224
	-.225
	-.344
	1.000
	-.018

	
	b_nop
	-.064
	-.082
	.311
	-.018
	1.000

	Sig. (1-tailed)
	npm
	.
	.009
	.022
	.063
	.332

	
	bag_h
	.009
	.
	.000
	.062
	.290

	
	b_ppap
	.022
	.000
	.
	.008
	.016

	
	b_ol
	.063
	.062
	.008
	.
	.451

	
	b_nop
	.332
	.290
	.016
	.451
	.

	N
	npm
	48
	48
	48
	48
	48

	
	bag_h
	48
	48
	48
	48
	48

	
	b_ppap
	48
	48
	48
	48
	48

	
	b_ol
	48
	48
	48
	48
	48

	
	b_nop
	48
	48
	48
	48
	48


Meanwhile, the correlation among those variables especially correlation between each independent variables indicated that the minimum correlation was -0.018 and the maximum was -0.639. It means that the correlation was moderate and can be conferred as the low and moderate correlation among the independent variables. 
	ANOVAb

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	1
	Regression
	.268
	4
	.067
	2.868
	.034a

	
	Residual
	1.004
	43
	.023
	
	

	
	Total
	1.271
	47
	
	
	

	a. Predictors: (Constant), b_nop, b_ol, bag_h, b_ppap

	b. Dependent Variable: npm


From table of ANOVA, we can see that the independent variables (b_nop, b_ol, bag_h, and b_ppap) significantly affected the dependent variable (npm) with the sig. of 0.034 which was below the alpha of 0.05. The above result indicated that those independent variables simultaneously influence on the profit margin at confidence level of  95%.
	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Durbin-Watson

	1
	.459a
	.211
	.137
	.1527712
	2.085

	a. Predictors: (Constant), b_nop, b_ol, bag_h, b_ppap

	b. Dependent Variable: npm


To evaluate how the variation of dependent variable was influenced by independent variables, we can identify with the above model summary. From that table we can see that the adjusted R-square was 0.137 with means that 13.7% variation of net profit margin was influenced by b_nop (non operating costs), b_ol (other operating costs), profit sharing to investors (bag_h) and allowance for bad financing (b_ppap), and the rest of 86.3% was influenced by other variables wich were not included in this model.
	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Tolerance
	VIF

	1
	(Constant)
	.562
	.330
	
	1.704
	.096
	
	

	
	bag_h
	-.186
	.653
	-.066
	-.285
	.777
	.338
	2.960

	
	b_ppap
	-.609
	.310
	-.500
	-1.964
	.056
	.283
	3.535

	
	b_ol
	-.630
	.291
	-.410
	-2.162
	.036
	.511
	1.956

	
	b_nop
	21.043
	40.191
	.078
	.524
	.603
	.823
	1.215

	a. Dependent Variable: npm


As can be seen at above table, the model has the equation : 
Y = 0.562 - 0.186 X1 – 0.609 X2 – 0.630 X3 + 21.04 X4 + e 

with 
X1 = profit sharing to investor (bag_h)

X2 = allowance for bad financing (b_ppap)

X3 = other  operating costs (b_ol)

X4 = other non operating costs (b_nop)

The above table also show that there were two variables which influenced on the net profit margin partially. Those variables were Allowance for  bad financing (b_ppap) and other operating costs (b_ol) at the α = 10% and there was only one variable which influenced the net profit margin at the α = 5%. The variable was other operating costs (b_ol).
Conclusion & Remarks

From the result of statistical computation, we can conclude that those independent variables which were profit sharing to investors (bag_h), allowance for bad financing (b_ppap), other operating costs (b_ol) and other non operating costs (b_nop) significantly influenced the net profit margin as dependent variable with the adjusted R-square of 13.70% simultaneously. Meanwhile, partially there were two variables which significantly affected net profit margin at α = 10%. The variables were allowance for bad financing (b_ppap) and other operating cots (b_ol) and there were only one variable which influenced net profit margin at α = 5%. The variable was other operating costs (b_ol). Those result was valid for the two banks, PT. BMSI and PT. BSM for the period of 2007-2008.

For the next researcher, it is advisable to add the samples by adding the number of banks and the period to make the result of the research much better.
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