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Estimation of Cooperative Financial Performance Model
Through Capital Structure and Credit Risk Approach

Rima Elya Dasuki
fima_dasukigyahoo com
Imdoresia Inetiule of Cooperatve Marapemeand

Abstract

T magsure the financial performance of the cooparalive, especaly cocperatives with lending and bomowing
gotiviies, will be besad on perdformance measures of gavngs and loang which include sspects of capital, assel
quelity, efficiency, liquidity, and growth as well &2 the Kenlily of cooparatives

Theare are bao aspects [hat need [0 be considened by the mansgement in financial decision makng, which is the
rake of relum {relum) and rigk (ngk) . The study of inancel dacisions hava found hatl (ha Tinancial suskalnabiy of
e cooperalive & influenced by the capitsl stnachire and credi sk

Keywoeds: financel pedormance coopesafva, capital struclune, credil gk

1. Introduction

A cooperalive elerprise serve ag organizational cooperative in implemant varaus economic dacisions. The [esk
of cooperative management ane © (1). Improve the economic condilions of housancld members thmugh the senvcas
proviged %o them (2), Improve the paricpation of mermbers , so the success of cooperative arganizations should ba
Essessed based on two iasks, which should generale benefils for members at @ fime ar codperalive enlerpree
pariormancs imgrovemenk.

The sucobss af the cocperabve parformanca shoud be distinguished betwaen a compary's success and (he
suooass of (he cooperative as an indwidusl company memibers (mamber aconomy), Fes is in line with the apinion
Bluldar (1594)

Az a corporation, cooparalive success is maasured on he financal aspecls such as assets, Fabililies, equily,
sales, operaling resullsiprofil and clhers. Assesement of e swuooess of cooperslives should be ssan as a
cocparabive enlerprise thal camies oul econemic adiviies and cooperatives serve ther mambars,

2. Cooperative Financial Performance

Perlormance & & reflection of the success of the busness . Anthany, Banker, Kaplan, and Young (1997) defnes
performance measurement as “the activity of meesuring the pedarmance of an acindly or the entine value chain”. of
{he above definilon can be conduded Ehal the measurement af perfomance measuremant (s perdformed  action
acfivities in the value cham in the company, used as fesdback that wil provide information eboul the echiavement of
imglementing a pian and the poinl wheee Me company requies an adjustment to e activly planning and contral
[Andersan and Clancy, 1991

Financial rao anafyss is used o assess the financial performance, vaually expressed n francal ralios ane
owided inlo four main categones. (a) the ratio of profil, which i (ndicated lo assess (he |ewel of profils of @n
enterprise; (o) the ratio of the activity, which irias io measure e efficiency of the operstans of the company (c} the
Ipvarage rao, is shown o messura capital struchure of a company, and (d) the liguidity mEo, measure how liguid the
company to meet shar-tarm obligations. (Chang and Flares, 1989, Rasio fquidity is used as an indcator of the abdity
b pay Ihe sharl tarm debl jusually one year)example cument ralio. Current Ratio aims o compans the positian of
curent assets io currant Fabilies held Bat musl be repald In the shor ferm

The rafo of Ihe activily or eficiency ratio conaists of {he average recatvables collaction period (average collecton
period), which magaunes fhe evarage numbar of days the finds tad up in receivables before they eme changed. Total
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gsselg wrnover ratin (ol sssel furnover), i fhe ratio used o measue the properlies owned companes can
generate reverue, or in other wornds, B0 measire how mach the company aamed inoame

Profiabdity ratio or the rafio of the main resulls consisl of the ralio of the ncease n operating revenues (prafil
margin}, the refo of cpersling noome compared o [olal assels (refurmn on lobal assals) @nd he ralio of operating
incomie compared o irvestment (profil manging, is the ratio of e extent of Me increase profilebify or oparating
profil oblained from revenues. Retum on tolal assels is the ralio wsed o messura the amount of operaling income
gerwrated by e asseds of the compary

Det Leverage ralio compared wigh ol assets (debl 1o lolal assetsh and the etk of fodal Habiibes comparsd o
fotal capital {debt equity ratio). Debt to ol assels & used creditors and investors to see the magnilude of the rsk
faced by them in connedion wikh participation in iha company funds, The greater this ratic e greater the possibility
that iha company is unatls o pay is obigatians. This ratio iz the ralio bebwean the Iotal Eabiities and lobal assels
Debt-aquity ralio i a ralic used by lendens 1o look at the capitsl stnuctue or financing company. This ralio is Be ralio
bedween tolal ladities ard lotal equity.

To measure the financal parformance of the cooperative, especally cooperalives engaged in lending and
bommaing activices, wil be based on peformance measures of performance savings end loans which incude
espects of capital, assat qually, efficiancy, iquidity and growth &2 woll 2z the idenlity of the cooperetive

The ovarall financial performance of ihe @pproach, i this paper will praxied wih relurn on asseds, which
iihugirabes how much (he atslity of cooperatives in obtaining profil of every unit funds wsed (Pankaj K. Agansal, et al,
2M0),

3. Capital Structure

Cepilal structure or the capilalizaton of tha firm s the. permanent financing represented by lang-tarm: debt,
prafared siock and shereholders’ equily, & firm's capilal structune i only pan of s financial struchure. “{Weslon and
Copeland, 2007). Capital stucture is e mix of ngdem dedl and equity mainteined by the firm. Modigliani and
Miller (1558) pul forward & finandal theory which states thet the value of a company & only dapendint on fulure
eamings expectations based on the se of the yield which is discountad al & cerain interest rete, This theory is
kncran as the teory of cepitsl stuchure of Madigliam and Miller Firsl Proposition, Propoeilion two sistes if [he
expacted yield of a company remains the addbional debl wil Increase the yield of the capital coel and magnitude
comparable wikh adddona! dabl

The second propasition of Madiglani and Mller's, procuce a formula known B8 the waighled average cost of
capital is usad as the discound rate. Modightan and Miler in 1883, then refine the theory presanted above wilh the
added assumption thal the use of lax debbs can provide benefits in the form of tax savings. With these assumptions
among which are the perfect merket and fhe absenca of ransaction costs.

The devalopment of the theory of capital siruchure of Modigliari nd Miler, among is the trade-off iheary. A
campany has a large dabt usage wil have dfficullies greeter rick and finandal dislress:

The Irade-of theary of capial stucture i formed as a theary, as condained in (he proposAion | and | Modigiani
Millar urraalislic apphied in the real word. The assumptions apphiad in this theory are (e .

The application of corparate tax

The exislence of individual [Ex mpased on investment relums sich s dividends, capital gaing and mleresl.

The cost of benknupley and financial dislress

Apancy problems between managers, shareholiders and bondhdgers.

Charachoristics of asasts, eamings volaility and firms’ imeestment opporfunity set.

The struckure of corporate pwnership and conbrol,

Allematve theary regarding the struclure of the peckng ordar Iheory of capilal hal describes e company’s
pricrilles in the use of sources of income. This Wheory was staled by Myers (1984). This theory &5 based on
assumptions relating fo the bahevior of fnancial companes; dividend policy is sticky. This staternen imphes thal the
meneger seeks b suslan the divide payment for any benefils echieved by constand al alf levels cost The compeny

oo e LA ha —
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preder b use intemal sources such rebained eamings ralher Than exlemal Surding such 23 the ssuance of shares or

cinbd sEcurhes

«  If the company chooses more extemal funding, many companies will have a funding source that has the safest
rek

* If the company nesds more exlemal funding, he company wil choosa the funding of fe salest debl righ, Ben
higner rigk cebd, convertible secusilies, prefered stock end commeon shock .

In & cocperafiva enlerprise praferrad sinck and comman Sack may b analogous 1o e principsl savings end
mandalony savings, Hanel, A (1588) defnes a financial conlribulion of members 85 equily or shares, resarves end
deposil formation. Thus the cooparalive fnancng sources as well as with other busness anities can ba oblained
frarms s ovwns capital rescuncss (equily) as wel as the source of loan capital [deit).

Modiglians and Miller (1958) amued thal the leverage (capital structure) is indepandand of the value of he
company, and is known 1o irelevance theary. Futharmare, &t quoled by Brigham, EF, (2008) Modgiani and Miler
conciuded that levarage wil meraase ha vaiue of the company due io debt inlerest recuces the taxabia income, The
debale shows that thare & no single theory of capital struckure, focus spacifically on the theory undadying Ehis paper,
which is aboul the pecking order heory. Pecking order theory basad on the essumplion thal managers knaw Mo
informateon about (he company's prospects than oulside invesions, so that outside investors inving lo calch signal
actiily manager 10 suspect the company's prospects. This {heory orilicizes the essumplion Modigliani and Miber
grgue that there I8 symmetric information; in fact, very dficull to find nformation symmelical, because manggers
tend mare o get imormation from tha invastons.

Cooperafive equily congists of member savings, olher deposils which heve the same charecherisbcs as
compulsory savings, capdal invesiments, capital contribubions, reserves and resulls of operations. The equty of
coaperalive has four crieria commicn are:

1. Dervad from ownars wha delermine ownarship and o Irom he company hal = in 1he form of reserves o
retained mamings,

2. Risk Capital ard income is nol fsed, meaning that i 1ha compary k5 1o benefil the caners of capital or equity
recerves profil from (he company, on the conlrary when the company sufferad 8 loss of capilel cwners do nat
anoapl profil

3. A owner caims when the company |5 liquidated or dissolved,

4 Embedded inthe company in the kong tam B not Emiled, or aso called as (e permanint Gapilag,

Thus the kaen capiial has fie opposite characleristics of equily characlenstics,

Caompanies induding coaparalives are oftan faced the decsion of sssecling & scunoe of capital, whelher equity ar
kzad. The use of debl is expected o provide addilicnal operaling profil (EBIT) iz greatar than the interest pad. Tha
uae of diebl & expactad 1o increase (he profitabilty of ks own capitsl (Reten on Equity). {Sued Husnan 2006}

Arather capital structure theary hes been desslopad mdude: Agency heary, Signaling theory, Asymmetnic
thaory, Information Eheary, and Pecking order Feary. Agancy Lheary, prapased by Jensen and Meckling (Home and
Wachowicz, 1698), management = an aganl of the shanhakders, as cwners of the compary, The sharehoiders
expec the agent wil ack on their interests 50 a3 1o delegate autherly to the agent. To be able to funclion properly,
ihe management should prowide incanbives and acequate superdsion, Gontol can be dona in ways such as tha
tinding apent, the examiration of financal statements, and limited agains! manapament decisions can ba Eaken.
Surveiance activities of courses costs called apency oosts. Agency costs by Horne and Wachowicz, (1538), are lhe
05t associabed with The managemend ovarsight o ensuna thal managamant acis conssient with the firm contracius
agreamant with creditors and shareholders.

Sgnafng theory, a sign of 2gnal, & an achon taken by the manegement company thal provides guidance ko
rivestaors aboul how management sees the compeny's prospecis Brigham and Houslon (2001. 38), with the peospect
of @ profilatie company wil Iny |p avcid the sale of capita! siock end commercisize any mauined new ways, indlisding
the uge of debi that exceeds the normal capital struchure lerpats, Companies with less Tavorable prospects will land
o ncneasa their own capilad from cuiside the company.
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Asymmalriz Information Theory, or te inequality of informalion by Erigham and Houston (2008), is a silualion-
where managers have diferent informalion (betler) about the prospecis of the company owned by investors,
infamagian asymmelry occurs bacause ihe management has mare inrmation than financiars [Suad Huanan, 2008).

FaddrngCh'dufﬁm,ﬁsﬂmyﬂateahtmmﬁmmmm:mﬁmrammm
aperaling resulls in the form of retained eamings), (2} If furding from oulside (exemal financing) the company
'mmgﬂlmhﬂmﬂhlnﬂam.mmmmimummmmmmmﬁmm
characterized oplions (such as comvertitie bands), (3) if stil not suficenl, he new shams issuad. In acoordarice with
hisuﬁmvunmumtahmemdﬂuhaqumaﬁn.mﬁwamhmtmunim,uiﬂisﬂ{.rﬁnﬂrm
end axtamal. In ihe financial management of the agency relaonship erises betwaen sharsheiders with management,
mmmmmmwmmmmmmmmu
principal 2nd h# agerl is manager (managemecd) Coopersive consisling of supervisors, edministraloes,
managersiemployeas, For companies thet have separaled the management of the business of the owner and
whﬁwhmmmﬂ.mmmusﬁhmpﬁaubrﬂmmmmhmrmmmm“mpﬂmh:.r
the sharefiders {stakeholders) and kenders {tebl holders), Apancy problems (maral hazerd) which may anse in the
uﬁam’mmu'mm.mmmmaﬂwnrgmhaﬁnmﬂwtwﬁmuwardﬂnmammmpﬂmn.
Thuﬂ-malrutmmammﬂhmamm{mmm},mﬂwﬂmﬁﬁpﬁainh&pﬂmhﬂ
a6 the oaner and the ofer Side i dlso parliopaling a8 4 serice user, Parlicipation of members have & cruzial
pasition in the cooperalive managament, because the parbapalion of mambers will aflect the implamentalion and
perarmance management. Agency problems in savings &nd credil cooperativas hewe alsy emerged, namaly the
managemant of savings and credil cooperative with members, members other than the oaner as well 33 cienis
(sormowers and / or deposilors). It wil also lead Io the agency prablem, & long as there e seversl possibiiies for
faimw'rermmﬂhtmum]wwymﬂalmwfﬁhmmmuﬂlmim{mammmhfm}
gilher because of & shorage of cash and no misappropnialion of money

¥ the coaperaive entarprise, management must pedorm hie mandate of e mambers who serves as owner and
sanice usars, To camy oul this mandate required strategic efions 1o increasa the cepabilbies and I8 commilment s
thal the comparny can prduce & competiive advantage cooperative in acoordance with the expectations of (he
membears,

In this paper the measurement of capiial stuclure = accordance with microfinance instiluons Lo approach use
Tods Dbt fo Total Assets is the rabio of Tolal Debt to Total Assals and Todal Diehi bo Equity which is the ratio of totsl
debl ko equity (Rai Anand K Fal, Sandhya, 2012

4. Credit Risk

Risk is the chance of financial loos or the variability of refum associaled with a gven asset (Gitmann J Laumancs,
2005

Risk g the pesssibdity of diflerences betwaen the adual return eamed by the expecied reluei. Risk is &n infegral
part of the financlal services (Deekhand, 2008). Risks encourtered must be managed efficenty and effadively, I
the cooperalive coes nol manage risk well, it wil likely fal 1o meet the socid and finandal chieclives. Risks that sre
ral managed propedy will fesull in finandial losses, hus, mveslors, lendars, bormowers and savers tend to lase
corflidence in Bhe cooperEive wiech will result in Gificuly in raiing funcs

Theee are two aspects thal need 1o be considersd by the management company In fnancial decision making,
which is the rate of retum and risk of the financial decsions. The rate of returm is expected reward obtained in the
uture, whike the risk |5 defined as the uncerainty of the expected banefils. Risk is the pozsddity of deviation fram tha
average of the expected rale of relurn thal can be measuned by the standard devialion by using siatistics.

A meee risky financial decisions necessarly expsctad 10 provide greatir retum, which in fingnce known as "High
Risk High Retwr. Thera is & trade off between risk and refum, so that in the salection of a varety of altematye
fnencial cecislors hal have risks and returns thal am different, making financial decisions need relabve risk
decision. Used to maasure the relalive risk coefiicient of varation, which describes the nsk per un of expeciad
rewards are indicaied by the standard deviation divided by the expeded level of refum.
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Buginess risks aasociated with 1ne uncerlanly of the refurn on assets of a company in the future, which refers to
the varabiity of expected profit before nlerest and lax (EBIT), Business risk is a direct resull of irvestment
decisions, which is reflectad in the strucure of it assets, What s meant by business risk in tis case is fe leval of
risk of lhe comparny's assets if the company doas not use deol

Business nsa is influenced by various factors, among others:

1, The varability of demard for the company's prducts. The mare stable the company's product sales (oalars
parious), the smaber the business fisk.

2. Varahildy selling price. The easier Me prio change, (e greabar fha rigk facad by business

3. Varabilty input costs. Increasingly ematic inpul costs, the greatar th risk faced by business,

4. The sbility 1o adjust the sales price when Tave & a change in inpul cosls. Tha larger tha company's abiity to
adjust the selling price and cost changes, the smaller fe busmess risk,

8. The level of use of fied costs (operafing laverage), The higher the leved of use of fised cosls, he greater Lhe risk
of business,

Finantial sk is cue to the uses of debt in the company's financal slructure, which rasulted in the company must
bear tha burden remains on & perodic basis such as interest expense, This will recuce the cadainty of the amount of
remuneration for sharshalders. sinca the company must pay inlevest before deciding profits for sharsholders. Thus,
the: financial risks caused varability in net income is greater

If thé: managamant company can kake advanlege of funds from dabt to aparaling profil greater than the inlerest,
the use of debt can provide benefils for the company and wil increase relums to shareholders. Conversely, o
management can nal ullze the funds propedy, the company suffered loszas.

Acronding o Rek Management Cartfication Agency (2007), credi rex is the Ask of the bomower does not pay ds
noligations. For many banks, eredil risk is the bigoest risk because margna are usualy wam o cover the credi risk
is rededively small compansd bo Be amount of the loan

Credit nsk can ooour in & vanely of segments, induding cooperafve aupenancing finencial dfficulies, & will not
be able to meet fhe sociel gaals In providing sendeis 1o the poor and would have difficulty doing businass (Padgstl,
#008). A compreharaive appreach fo sk management reduce {he sk of losses 1o buld credibdity in the marked, and
creale new oppodunities for growth,

Microdinance Inslibulions neludng Cooparative (Konishi, Yasuda, 2004 ciied by Deekhand, 2009) which relies an
ceposiors and other sources of barowed funds an aleo vulnersble to changes in inferest rates. Cooperatives have
many choiges in funding sources and can diversify the type of credit so that they can betier manage risk, & becomes
increasingly important o manage these dsks propedy.

Cooperalive managars naed 1o set up systems that encourage and prowide inceniives for loan oficars lo prevent
nan-parfiarming hoans quickly . Credit risk is a risk that the member does not Uil its obligations to the cooperative.

Creit nsk (g [ikely o give a negalive affed an the inferests of owners, customers and ofer stakeholders of
fimancial institutions resuling from the inabdity o mesl curmant cash abligations in a tmely and cost-effectve. Credit
ik typically arseg from e inablity of management 1o antcipale and plan for changas in tha sources of funding and
Ihe nead for cash. Efficient liguidity managemsnt requires maintaming sufficient cazh reserves (io mest customer
wilhdrawals, disbursa funds and unexpecied cash shortages) and 1o maximize ncome (pul cash fo work in the loan
maarkal of investiment). Coapanatives should refer to the Liguidity Menagement ko improve the liquidity of cooparative
managers,

Liguedity management is an efier to find 8 balance bebween managing [o not have oo much cash or cashless. i
Ihe coaperalve halding Ioo much cash, i will be dificull Lo abtain enough income to cover its opersiing costs,
ressulling in the need o increasa interest rales above the compeditive level, f the cooperative holding cashiess, could
figve @ Crisis of confidance and koss of dients who no longer trust the inslutons Rawe funcs avalable when neadisd.
Effective liquadity managemanl of the cooperative protect cesh shorage whie alse ansuring an adequale rlum on
rivestment

The riss approach in this paper wil be measured by Sad Daty Ratic & & measure how much the bomower niol
return cradit {Financial Systems Devalopment anc Banking Services, 2000).
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5. Estimation Model

Based on the previcus descrplion, the purpose of this paoer o examine he faciusl knowledge aboul the efects
of capital stacture, credt sk, on financial performance implications on Ihe sustainability of the Coaperative

5.1 Capital Structure Relationship with Financial Performance

Parfarmance the compeny & 4 reflection of tha success of the business enterprise performance measurement i
& measurement performed aclions shadap various aclivities in e value chain in tha company, used 2s feedback
that will provide informatian on the achievements of the implementation of the plan end te paint where the company
requires an acjustment 1o Be aclivity planning and coniral of Anthany, Banker, Kaplan, and Young [1297), Andarsan
and Clancy (1981). (Sony Yuwono. 2003)

Pandey (1989} says thal e company's capital structure refers to the level of debl relative b equity an the
Uefance sheel, capial stucture I8 e way 8 Tund company assets through some comibnabion of equly, dabt or
abfgation

According o trade-off the theary exprassed by Myers (2001), “The comparty will owe & paricular debl fo 3 level,
whene: the tax s&vings (lax shields) of eddilional debt is equal o the cost of financial difficulties (financial distress)®
Cosl of firancigl difficullies (Financial distress) is the cost of banknupicy (bankniptcy costs) or rearganization, and
apency (agency costs) ingreased &5 A msull of 1 decine in the credblity of & company, The trade-off theary in
determiring the aptimal capital siruchure incorporate several fackers such as {awes, agency costs (agency costs] ard
te cost of financal difficulies (fnandal distreas) but maintzns the assumption of maret efficiency and symmelric
rdermation a8  courlenseight and benefils of the use of debt. Optimal debl leved is reached whan e b2 savings
(lax shiglds) reaches the maximum amount of the inancial distress costs (costs of financial dstress|. The reda-off
theory hes implicalions: that the manager will be thinking In 1erms of a trace-off between l2x savings end financal
dificullies in determining the cost of capital stuclure. Companies with a high level of profitaniity wouid by o raduce
I fax by incréasing the rabio of dett, o that addfanal dabl will raduce taxes.

Actording ke Myses {1098), companies peefier 1 use funding from intemal capitel, the funds derved from cash
flow, retamed eamings and depreciafion. The order of the use of furding sources with reference o the pecking order
theory is: infernal funds, debt and equity.

Prefersbly intemal funds from edernal funding because of intemal funds aliow the company to not depend
outside firanciers. Exdemal funds preferably in the Sorm of debt than equily capital for two reasons, tha first
corssderabon of ssusnce cosls, and he second bond isuancs costs less than the cost of new shares (Suad
Husnan 1596 ), this i caused due ko the ssuance of new shams wil decraase long stock price, Second, managers
wary that ihe ssuance of new shares will ba interpreted as bad news by investors, and stock prices wil fall This
caused by (e possitility of the existence of asymmetric information betaeen maragamand 2nd the investars.

5.2, Credit Risk Relationship With Financial Performance

Risk ig an integral part of the fnancial sendces. When fnancial inslitubions experiencing troubled loans, il means
a risk of (Ronale Chua, Paul Mosley, 2000) Each insfilution condutting cash transactions or make investments af risk
ior the loss of those funds. Development finansial institutions do not hiawe Lo avoid Lhe risk ar ignare the rsk, Like al
financial instibutions, the risks faced by microfinance insiituions inciuding cooperatives shoukd be managed aficiently
and eMectively. If the cooperetive does rol manage risk wall, it wil likely fal to meel the social and francsl
oibject-ves. When the risk is not managed propedy iLwill result in financial loases, thus, investors, lenders. barmowars
@nd savars lend ko lose confidence in the omanization that will result in financial dfficulies. When axpedencing
financial difficullies, the cooperative is nof abls io meel the cbisctives in providing social services (o the pacr and
would have inpubile daing business.

Managing risk 5 @ complex iask for any financiel organizeson Busness Foanctal insttulions have stressad that
N3k management &= an mpanant elemant of the long-larm succass. So fat the organization should focus on the
organizakon's abiity ko idently and manage the risks of the fulure & the best precictor of lang-lam success.

140




Rima Elya Dasuki

Goon rise managemenl framewark (Fnancial Systeme Development and Banking Serices, 2000} allows
managemant te quanbtalively measure e risk and enhance the allocation of capital and Gquidity 1o menage the naks
faced by the insfituion, and to evaluate the mpact of potential disuplions bo the finansial syslem or insfitufan.

For cocperetives, better rigk management will provade graatar the banafit for the anganization and the communiy,
A% an instiution that continues 1o grow and theive, which seree more customers and more aliractive funds, it is
neceasany b slrengthen the inbemal organizafion, In order to eniify and enlicipate polential risks ko avord
merpedad losses,

A comprenenshe approach 1o sk managemenl o reduce [he rsk of loss, buld crediiily n the marked, ard
Iresie new opporiunies Tor business expansion, Risk 15 the possibiily of an adverse evard occurs and the potendial
o reagetive implications for the instittion,

Rigk manegement is the process of managing the probablity or severity of adverse evenls of an accaplable
gl & within Ba limils sat by the cooparstive,

Cooperative faces many ngks (hal (hmeaban i financial vabilty and susisinabdily. The smple wey to begn the
process of tinking about risk management i3 (o firsl ertify, understand and assass the risks thal can have a
wnsicarsble impact on the orgenization Once rigks are icendified, e cooperalive may designing strateges and
mechanems bo control and asgign responsbiiies i indivwduals and bearns ko overceme.

Riisks arising from microfinance Insttulions Include credil rigk, cradl Ak and ey portialos,

Credil risk is the: fsk bo earnings or capital due ko late payment ioan obligafians. Transaction risk refers to the risk

o ingwidual loans: Portholia ek nefers bo the sk inherent in the kan porifolic composiion a5 a whale.

Croperstives that use the savings a5 3 source of loan funds must have sufficienl cash to furd loans and
withdrawels from savings. Cooperalives thal rely on deposilors ard other sounces of koan funds ame alsa vunerable
i chenges in nterest retes. As an instiution el hes more options n funding sources and more dverss products, &
s=comes increasogly imoortant lo manage fesa risks progery,

Credil gk, th ris Ikl fha most fraquenily ancounbared cooperalive (Deakhand, 200, is fhe nsk io eemngs or
capitel due o e bomower fails o pay back Credd sk includes the nsk of the transacton and portiolo rish
Transaclion rish refers to the rsk in individual loars. Cooperalive reduce lransaction sk through seleclion
Eshrnques i bormowars. Porfiolio rsk refers o the risk inherent in the compasition of e averall lending por-folio
Diversification policy (avoid concenlration N certain sectors), e maximum logn amount, type of loan, and crect
structure feduces 1 rigk of 1ha portiolio.

Management shoukd conlinue o review &l sources and wses of funds in orier, management can ensure Mat te
cooperative hes enough reseréas to cower polenlial loan losses.

Cocpersfvas have fo develop a very efective |ending methodology ko reduce the credil risk assodated with
lerding lo micro enterprises. Ancther important thing that affeds the cooperative credil fsk inchade dwersification of
2s5als, lending larger individuals, and the poesiblity of resiricting certain seclors (agriculture or seasonal loans for
example] Each types of Ioans have different rsx profles end require the sinuclure of a tvpical loan

Credif rizk iz the sigk thal Bhe cooperalve can nal meel it currenl Bablites in & imaly manner

Credil risk typicaly arises from the inabdity of management i anficpate and plan o changes in e sources of
funding and the reed for cash. Requires en efficient liqudity management in mantsinng adequale cash Teserves,
can #gn nvesl &5 much as possile b maximize income (effactive cash to work in the loan market o imvesimend).

Wilh the combington of long-tarm loans and shorl lerm kans, cooparalives can [ake advantage of cheaper funds
in e future, while Bie sat inberes) rales higher in the assat, the cooperative has increased (he intarst rale fekin the
hape of imanaving profitability. (Deekhand, 2000)

Interest rte risk interacts with the leval of credit sk, Liguidity and intevest rate dsk ocours simultaneously whan
Tue and thair inability & pay shor-lerm obligations, Portfolo invesstment risk reders o ihe long-term decsiong.
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5.3.Model financial performance based on the capltal structure and credit rsk

Y=fatbi s +bo s +be. o+ha. subby, us
ROA =P+ by, TOTA + bz. TDTE + . LDR + b, BOR + be. ALZ

whese:

¥ = Retm on assels

o= constan

n = Tolgl detl 1o old assels

X3 = Total debd 1o equity

%= L aan o depoed ralio

s = Had dabd lpses

# = Average loan size

b {1.. 2) = regression coefiicient of each ndependant variahia

&. Conclusion

Model of financial performance (hrough 2 coopesatva appmach o capdsl stracture and credit nsk in cooperative
sustainabifty focused on the refationsfio batween vanablos are praxied by balal Sabt to totel assets and folal dedl ko
equity ko maasume the capital struchure, the loan o deposit ratia and bad debt ratio & measure credil risk and refum
0n 3ssets 1o measume the franca! pedformance

Basad on some of the results of empiicel research findings indicate tht there i sgnificent influence githar
simullansously o partial capital studure and credil nsk on fnancal perlarmance in the Coopersfve thal will have an
impact on sustainabdity of cooperative business.
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