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Abstract

This research describes the implementation of Altman Z-Score to predict sharia rural
bank bankruptcy in Central Java since 2011 — 2016. The research background is
sharia rural bank competition to achieve public trust, especially small industries as
the main funding focus. Qualitative methods is used to this research and analize
annual report of twelve sharia rural bank in Central Java. The annual report were
analyzed with Altman Z-Score Modification formula then analyze WCTA, RETA,
EBITTA, BVEBVD ratios. Data gained to analyze and scoring sharia rural bank
bankruptcy. Based on research analysis shows that Rural Sharia Banking Bankruptcy
is raise year by year. In the 2011 to 2016, Rural Sharia Banking in the banckruptcy
area are 5,7, 8, 7, 6, and 9. Although Rural Sharia Banking from 2011 to 2016 which
in the grey area are 4, 5, 4, 5, 6, and 3. In the 2011 just 3 Rural Sharia Banking which
notice that in the non bankcruptcy level. Based on this research, the manager should
to stabilized and to health the bank. It was to banking function runs normaly and not
going to bankcruptcy.
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INTRODUCTION

Building Indonesia's economy cannot be separated from the role of several parties, including the
Government, institutions in the financial sector and business actors. One business actor who has a
strategic role in developing Indonesia's economy is Micro, Small and Medium Enterprises (Hartono:
2008). Micro, Small and Medium Enterprises (MSMESs) are one component of business actors that have a
substantial contribution in creating jobs (Central Statistics Agency: 2010). MSMEs make a very
important contribution to the Indonesian economy when a crisis occurs, where MSMEs have the
resilience to face the economic crisis that occurs because MSMEs do not have much dependence on
external factors such as debt in foreign currencies, and imported raw materials in carrying out operational
activities.

MSMEs have an important role to play in the government, so the Pakto 1988 policy was issued
which provides fresh air for rural banks to grow and develop in Indonesia, the policy has opened up new
opportunities especially in rural areas to obtain business capital. Therefore, the community and micro and
small-scale business actors need a financing system that is more supportive of the success of their
business, of course, with the sharia system, namely the profit sharing system. This type of transaction can
be carried out by Islamic banking which is an institution with operational principles based on the concept
of Islamic sharia, which expects the absence of interest (riba), and applies a profit sharing system to each
transaction (Antonio: 2001).

The occurrence of liquidation in a number of banks has made investors and creditors worried that
the company will experience financial difficulties that could lead to bankruptcy. From 2006 to 2016 there
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were seventy-six rural bank or rural Islamic bank which were liquidated by Bank Indonesia (BI) /
Financial Services Authority (OJK) where seventy-three of them were BPRs (96.05%) and only three
rural Islamic bank were legalized by the Bank Indonesia (3.95%).

The revocation of the BPRS business license (liquidation) which is currently very worrying about
Islamic banking. Sharia banking, including small and safe BPRS issued, is proven to be the same as BPR.
For this reason, Prediction Analysis of bankruptcy of the BPRS is needed.

The problem of bankruptcy in a company, including for sharia people's finance banks, is an
unavoidable risk, but this risk can be minimized or prevented. Altman found a formula to predict the
bankruptcy of a company known as the altman z-score model name or analysis of Multiple Discriminant
Analysis (MDA).

Ramadhani and Niki Lukviarman (2009) state that the altman z-score model for predicting
bankruptcy is of three types, namely the first altman model, the revised altman model, and the modified
altman model. This model of the Atlman z-score modification was chosen because Islamic banks are
different from the company manu-invoice, so Islamic banks are not suitable using the original altman z-
score model or altman z-score revision.

Several previous studies related to the prediction of bankruptcy with the Altman z-score method,
the results of the research obtained have differences in the following research gap table

Table 1.3. Summary of Research Gap Previous research

Research Gap Result Author Method
There are differences in the| Not bankrupt because the| Rohmah (2015) Analysis of the
results of the study on the| average z-score value is| Dwi Nuraini (2015) Altman Z-Score
prediction of bankruptcy| 5.29 Sharfina (2015) method

with the Altman Z-score
method in all commercial | (Z>2.90)
banks and Islamic rural bank

Bankruptcy because of the| Endri (2009) Analysis of the
z-score  below 181 (Z Altman Z-Score
<1.23) method

Source : Endri (2009), Dwi Nuraini (2015), Rohmah (2015), Sharfina (2015)

Based on the description of table 1.3 above, it is interesting to conduct a research on bankruptcy analysis
in the Islamic banking sector by using the Altman Z-Score method to find out the development of
financial conditions at the Islamic People's Financing Bank in Central Java, whether it is potentially
bankrupt.

LITERATURE REVIEW
Bankruptcy Prediction
According to Muhammad Akhyar Adnan and Eha Kurniasih (2000: 137) Bankruptcy can be
interpreted as a failure of the company to run the company's operations to generate profits. Bankruptcy as
failure is defined in several senses. Weston and Brigham (1993) provide definitions of several terms
related to the failure of a business.
1. Economic failure
This means that the company's income cannot cover the total cost, including the cost of capital.
2. Business failure
Including companies that in failure have caused losses to their creditors.
3. Technical insolvency (technical insolvency)



A company is declared technically insolvent if the relevant person cannot fulfill short-term
obligations at maturity. Technical insolvency reflects the condition of a lack of liquidity and its
nature may only be temporary.

Insolvency in bankruptc

An insolvent company in bankruptcy if the total liability exceeds the actual value of its assets.
This condition is more serious than technical insolvency, often leading to the liquidation of the
company.

Legal bankruptcy

Although the term bankruptcy is commonly used for companies that fail, a company has not been
bankrupt according to law except (1) fulfills the criteria set by law and (2) declared bankrupt by
the court.

Based on the above understanding, it can be concluded that the prediction of kebang-krutan

means a forecast or forecast where a company cannot repay all its cumulative obligations with existing

assets

Factors Causing Bankruptcy

Munawir (2002) explained that in broad outline the causes of bankruptcy were divided into two

factors, both of which were specifically related to the company or general in nature.
1. The factors includ Internal factors are causes that arise from within the company itself, which

includes financial and non-financial causes.
a.Because that covers the financial sector, namely:

1) Debt that is too large, creates a heavy fixed burden for the company.
2) "Current Liabilities" are greater than "Current Assets".

3) Number of uncollectible accounts.

4) Errors in the policy of giving dividends.

5) Not enough depreciation funds.

b. Because that includes non-financial fields, namely:

1) There was an error with the founders of the company.
2) Poor organizational structure of the company.

3) Errors in choosing a company leader.

4) The existence of "Managerial Incompetency".

2. External Factors are causes that arise or originate from the company and which are outside the
power or control of the leader of the company or business entity, and for example:

a. There is intense competition.
b. Reduced demand for products produced.
c. Falling prices.

RESEARCH METHODS

The population of this study is the Islamic People's Financing Bank (BPRS) in Central Java in the

period 2011-2016. The sampling technique with nonprobility-sampling technique is purposive sampling.
Because the selected sample has been selected (fulfilling the criteria) so that it is relevant to the research
data. Based on the above criteria, of the 26 at rural Islamic bank (BPRS) in Central Java only 12 banks
were included in the criteria, twelve of which were:

1.

o~ wN

Bank Pembiayaan Rakyat Syariah (BPRS) Khasanah Ummat Kab. Banyumas
Bank Pembiayaan Rakyat Syariah (BPRS) Bumi Artha Sampang Kab. Cilacap
Bank Pembiayaan Rakyat Syariah (BPRS) Gunung Slamet Kab. Cilacap

Bank Pembiayaan Rakyat Syariah (BPRS) Gala Mitra Abadi Kab. Grobogan
Bank Pembiayaan Rakyat Syariah (BPRS) Ikhsanul Amal Kab. Kebumen
Bank Pembiayaan Rakyat Syariah (BPRS) As’ad Alif Kab. Kendal



7. Bank Pembiayaan Rakyat Syariah (BPRS) Al-Mabrur Kab. Klaten

8. Bank Pembiayaan Rakyat Syariah (BPRS) Artha Mas Abadi Kab. Pati

9. Bank Pembiayaan Rakyat Syariah (BPRS) Sukowati Kab. Sragen

10. Bank Pembiayaan Rakyat Syariah (BPRS) Mitra Harmoni Kota Semarang
11. Bank Pembiayaan Rakyat Syariah (BPRS) Dana Mulia Kota Surakarta
12. Bank Pembiayaan Rakyat Syariah (BPRS) Dana Amanah Kota Surakarta

The discriminant analysis used in this study is a descriptive analysis of the Z-Score model
formulated by Altman, with the following formula:
Z =6.56.X1+ 3.26.X2 + 6.72.X3 + 1.05.X4

The approach in this study is a descriptive approach with the measurement results of the Z-score
calculation. Data in the form of financial statements originating from the bank's official website are
processed manually to obtain values from variables X1, X2, X3, and X4. After obtaining the values of
variables X1, X2, X3, and X4, then the variable values are included in the predictive discriminant analysis
model of the non-manufacturing company from Altman with the help of Microsoft Excel computer
software to obtain the Z-Score value. Then the value of the Z-score is compared to the applicable
provisions, namely:

1. If Zis <1.88 then it includes bankrupt / unhealthy companies.

2. 1f 1.88 <Z <2.99 then includes the gray area (critical critical condition).

3. If Z>2.99, this includes healthy companies.

From the results above, it is known that banks are predicted to experience bankruptcy and that they
will not experience bankruptcy. The next step is to calculate the average Z-score of BPRS in Central Java
to find out BPRS that have a greater risk of bankruptcy.

RESULTS AND DISCUSSION

Based on the results of the analysis of BPRS financial report data in Central Java data obtained by
WCTA, RETA, EBITTA, and BVEBVD. Based on the bank's health status data, several analyzes can be
produced as follows:

1. In 2011 there were 5 banks that went bankrupt, the five banks were PT. BPRS Mitra Harmoni

Kota Semarang, PT. BPRS Amanah Fund, PT. BPRS Dana Mulia, PT. BPRS Khasah Ummat and
PT. BPRS Gunung Slamet with the value of Z-score <1.1, which is sequentially valued at -
0.7741, 0.0802, 0.3341, 0.7553 and 1.0836

There are 4 banks that are not bankrupt, here the bank is in a gray state if it does not improve
quickly, the bank will be in a bankrupt state but if the bank is able to improve the health of the
bank itself then the bank can not bankrupt. Banks stated in the gray area condition, namely, PT.
BPRS Sukowati Sragen, PT. BPRS Al Mabrur, PT. BPRS Ikhsanul Amal and PT. BPRS Bumi
Artha Sampang with a Z-score of 1.1 <z <2.6 with the order of 1.1229, 1.1572, 1.4608, and
1.5640 and there are 3 banks that are not bankrupt and declared healthy according to the Altman
Z method -score because the cut off value of z> 2.6 is PT. BPRS Artha Mas Abadi, PT. BPRS
Gala Mitra Abadi, and PT. BPRS Asad Alif.

2. In 2012 there were 7 banks that went bankrupt, the seven banks were PT. BPRS Mitra Harmoni
Kota Semarang, PT. BPRS Amanah Fund, PT. BPRS Dana Mulia, PT. BPRS Gala Mitra Abadi,
PT. BPRS Khasah Ummat, PT. BPRS Al Mabrur and PT. BPRS Gunung Slamet with z score
<1.1, which is sequentially valued at -0.50099, 0.2263, 0.5520, 0.6002, 0.6223, 0.9051 and
0.9740.



There are 5 banks that are not bankrupt, here the bank is in a gray state if it does not improve
quickly, the bank will go bankrupt but if the bank is able to improve the health of the bank itself
then the bank can not bankrupt. Banks stated in the gray area condition, namely, PT. BPRS Asad
Alif, PT. BPRS Sukowati Sragen, PT. BPRS Ikhsanul Amal PT. BPRS Bumi Artha Sampang and
PT. BPRS Artha Mas Abadi with a Zscore value of 1.1 <z <2.6 with the order of 1.1084, 1.1224,
1.2689, 1.3827 and 1.5573. And no bank is not bankrupt and declared healthy according to the
Altman Z score because the cut off value is z> 2.6.

In 2013 there were 8 banks that went bankrupt, the eight banks were PT. BPRS Amanah Fund,
PT. BPRS Dana Mulia, PT. BPRS Mitra Harmoni Kota Semarang, PT. BPRS Khasah Ummat,
PT. BPRS Gunung Slamet, PT. BPRS Ikhsanul Amal, PT. BPRS Al Mabrur, and PT. BPRS
Sukowati Sragen with a z score of <1.1, which is sequentially valued at 0.1828, 0.4046, 0.4926,
0.6593, 0.8089, 0.9714, 1.0333, and 1.0768

There are 4 banks that are not bankrupt, here the bank is in a gray state if it does not improve
quickly, the bank will be in a bankrupt state but if the bank is able to improve the health of the
bank itself then the bank can not bankrupt. Banks stated in the gray area condition, namely, PT.
BPRS Asad Alif, PT. BPRS Bumi Artha Sampang, PT. BPRS Artha Mas Abadi and PT. BPRS
Gala Mitra Abadi with a Zscore value of 1.1 <z <2.6 with a sequence of 1.1084, 1.1224, 1.2689,
1.3827 and 1.5573. And no bank is not bankrupt and declared healthy according to the Altman Z
score because the cut off value is z> 2.6

In 2014 there were 7 banks that went bankrupt, the seven banks were PT. BPRS Dana Mulia, PT.
BPRS Khasah Ummat, PT. BPRS Mitra Harmoni Kota Semarang, PT. BPRS Amanah Fund, PT.
BPRS Gunung Slamet, PT. BPRS Al Mabrur and PT. BPRS Sukowati Sragen with a z score of
<1.1, which is sequentially valued at -0.2451, 0.0873, 0.2281, 0.3638, 0.7584, 1.0235 and 1.0546.
There are 5 banks that are not bankrupt, here the bank is in a gray state if it does not improve
quickly, the bank will go bankrupt but if the bank is able to improve the health of the bank itself
then the bank can not bankrupt. Banks stated in the gray area condition, namely, PT. BPRS Artha
Mas Abadi, PT. BPRS Bumi Artha Sampang, PT. BPRS Asad Alif, PT. BPRS Ikhsanul Amal,
and PT. BPRS Gala Mitra Abadi with Zscore value 1.1 <z <2.6 with the order of 1.4196, 1.5117,
1.5595, 1.8024 and 2.0062. And there are no banks that are not bankrupt and are declared healthy
according to the Altman Z score method because the cut off value is z> 2.6

In 2015 there were 6 banks that went bankrupt, the six banks were PT. BPRS Dana Mulia, PT.
BPRS Khasah Ummat, PT. BPRS Mitra Harmoni Kota Semarang, PT. BPRS Gunung Slamet, PT.
BPRS Sukowati Sragen, and PT. Trustee BPRS with z score <1.1, which is respectively value of -
0.1432, -0.0822, 0.3283, 1.0090, 1.0497, and 1.0691. There are 6 banks that are not bankrupt,
here the bank is in a gray state if it does not improve quickly, the bank will go bankrupt but if the
bank is able to improve the health of the bank itself then the bank can not bankrupt. Banks stated
in the gray area condition, namely, PT. BPRS Artha Mas Abadi, PT. BPRS Al Mabrur, PT. BPRS
Asad Alif, PT. BPRS Bumi Artha Sampang, PT. BPRS Gala Mitra Abadi, and PT. BPRS
Ikhsanul Amal with Zscore value 1.1 <z <2.6 with the order of 1.1349, 1.2361, 1.2766, 1.4147,
1.6661 and 1.8261. And no bank is not bankrupt and declared healthy according to the Altman Z
score because the cut off value is z> 2.6.

In 2016 there were 9 banks that went bankrupt, the nine banks were PT. BPRS Khasah Ummat
PT. BPRS Dana Mulia, PT. BPRS Mitra Harmoni Kota Semarang, PT. BPRS Amanah Fund, PT.
BPRS Asad Alif, PT. BPRS Gunung Slamet, PT. BPRS Bumi Artha Sampang, PT. BPRS



Ikhsanul Amal, and PT. BPRS Gala Mitra Abadi with z score <1,1 which is respectively value of
0,0388, 0,5207, 0,5313, 0,6784, 0,7619, 0,9753, 1,0469, 1,0559, and 1.0774. There are 3 banks
that are not bankrupt, here the bank is in a gray state if it does not improve quickly, the bank will
be in a bankrupt state but if the bank is able to improve the health of the bank itself then the bank
can not bankrupt. Banks stated in the gray area condition, namely, PT. BPRS Sukowati Sragen,
PT. BPRS Artha Mas Abadi, PT. BPRS and Al Mabrur, with a Zscore value of 1.1 <z <2.6 with
the order of 1.1205, 1.4210, and 1.4499. This year there are no banks that are not bankrupt and
declared healthy according to Altman Z-score because the cut off value is z> 2.6.

This research proves that the Bank was declared bankrupt if WCTA, RETA, EBITTA and BVEBVD
decreased. If the WCTA ratio increases, the bank shows a high level of liquidity so that it is able to pay its
short-term liabilities such as the amount of cash adequacy, total loans given to large customers. The
smaller the value of variable X1 (working capital to total assets) indicates the existence of a small
company liquidity condition.

These conditions illustrate the high level of current debt, swell fixed assets, small credit
disbursements, decreasing cash funds available to banks or funds to Bl and other banks, high allowance
for losses on accounts receivable and others.

If the RETA ratio is stated to increase, it indicates that bank profits increase so that the bank is able
to maintain its existence and show overall good management performance from year to year. Whereas
EBITTA is expected to increase, the bank will be declared efficient. This is because banks are able to gain
more income before taxes and zakat, so that it can be used as a measure of the bank's operational ability to
obtain profits from the use of assets owned.

BVEBVD is the ability of banks to guarantee every debt with their own capital. If the BVE BVD ratio
increases or increases, it shows the greater the level of business confidence, especially investors, on the
performance of bank management. Funds from these depositors are funds that will be used for Islamic
banks for financing and credit distribution. The bankruptcy rate of BPRS in Central Java can be seen in
the graph below:

Grafik 4.2
Jumlah Kebangkrutan BPRS
Periode 2011 -2016
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Picture 1: The number of bankruptcy of BPRS
From the table and graph above it can be concluded that the SRB is prone to bankruptcy if it does
not immediately nourish itself. Bankruptcy rates are higher than the gray area level and not bankrupt.
Sharia banks should continue to control all risks faced in the banking industry.

CONCLUSION



This research was conducted to measure the level of risk of bankruptcy of BPRS in Central Java Period
2011-2016 using the Z-score method developed by Edward I. Altman, so some conclusions can be drawn
as follows:

a. The use of WCTA in analyzing the prediction of bankruptcy of BPRS in Central Java can be

interpreted with the results of a positive and negative trend because WCTA is a picture of the
magnitude of the condition of a company's liquidity compared to its total assets, as well as the
position of working capital. The value of the X1 variable (working capital to total assets)
indicates that the liquidity condition of the bank is getting better. by multiplying the WCTA ratio
with the Z-score coefficient, the most positive trend will be obtained, namely BPRS Gala Mitra
Abadi 4,7671. Banks that experience a negative trend are Islamic Rural Banks with a value of
0.0337. So, the higher the value of WCTA, the bank will be in a liquid state and can pay off
obligations and make financing according to Islamic sharia.

b. The use of RETA in analyzing bankruptcy prediction of BPRS in Central Java can be interpreted
with the results of positive and negative trends because RETA shows overall good management
performance from year to year. Normally the longer the company lives, the greater the ratio. This
is because the greater retained earnings or the better the company's performance each year due to
net income each period increases so that the Retairned Earning to Total Assets Ratio is also
bigger each year by multiplying the RETA ratio with the z score coefficient, then the average the
average Retained Earning ratio for the total assets of BPRS is on average negative every year. PT.
BPRS Harmoni Kota Semarang has a negative X2 ratio for six years in a row. The small net
profit makes the SRB unable to set aside its income to strengthen its liquidity.

c. The use of EBITTA in analyzing the prediction of bankruptcy of BPRS in Central Java can be
interpreted with the results of positive and negative trends because EBITTA measures the bank's
operational ability to obtain profits from the use of assets owned. By comparing the EBITTA
(X3) ratio with the Z-score coefficient, the results of the positive trend average will be obtained
from 2011 - 2016. The highest ratio is shown by PT. BPRS Gala Mitra Abadi in 2014 with a ratio
of 0.5257. This shows the efficiency of management in using assets to achieve income before tax
and zakat.

d. The use of BVEBVD in analyzing the prediction of bankruptcy of BPRS in Central Java can be
interpreted with the results of positive and negative trends because BVEBVD can describe how
much the company's ability to guarantee its debt with its own capital. By comparing the BVE /
BVD ratio with the coefficient of Z-score, the average value of the ratio will be obtained with a
value of 0.126 where almost the SRB has a decrease in the X4 ratio. This is due to the growth of
liabilities, especially customer deposit funds in the form of wadiah on BPRS which is not
matched by the addition of equity owned. For BPRS, total liabilities held are classified as very
small because customer funds which are the main components of bank liabilities are also
relatively small.

Based on the results of bankruptcy prediction calculations using Altman Z-Score on BPRS in Central
Java for the period 2011-2016 states that the majority of BPRS experience bankruptcy. It was marked by
the increasing number of BPRS that experienced bankruptcy from year to year. Some SRBs that
experience bankruptcy the following year can conduct bank health business so that they enter the Gray
Area. In 2011 there were 3 SRBs that did not experience crises (healthy), including PT. BPRS Asad Alif,
PT. BPRS Gala Mitra Abadi, and PT. BPRS Artha Mas Abadi. In the following year, this BPRS
experienced financial problems that moved to the Gray Area until 2016.
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