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Abstract

The purpose of this study is to determine how the impact of corporate governance practices on
the performance of companies that have go public in IDX, especially in the KOMPAS 100
index company. The proxies used in this study are boards directors, independent directors, and
audit committee. While company performance is measured by ROA. This study uses annual
report documents and financial reports from KOMPAS 100 index companies, starting from the
period 2019 to 2023. The data analysis method used is multiple regression analysis.
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1. Introduction

Corporate governance is a system that not only improves the relationship between
various parties (shareholders, managers, and investors), but also ensures the proper
provision of resources among competing users. In addition, Corporate Governance also
describes the structure in which the company's objectives are formulated and the means to
achieve the objectives and check whether performance has been achieved (Al-ahdal et al.,
2020). Corporate Governance includes the systems, mechanisms, processes and structures
used to control and direct the company (Aboagye & Otieku, 2010). n Indonesia itself, the
attention of corporate governance began to emerge when in 1997-1998. Indonesia
experienced an economic crisis that made Indonesia's economic situation worse. Many
parties say the length of the improvement process in Indonesia is due to the very weak
corporate governance implemented by companies in Indonesia. This caused many foreign
investors to be unwilling to invest in Indonesia. Therefore, in 1999 the government through
Kep-31/M.EKUIN/08/1999 established an institution, the National Committee for
Corporate Governance Policy (KNKCG). This committee aims to prepare Indonesian
Good Corporate Governance (GCG) guidelines for the business sector that continue to be
adjusted to developments at the global level.

Then by following the changes in corporate governance principles from the
Organization for Economic Cooperation and Development (OECD), in 2004 the
government changed the KNKCG to the National Committee on Governance Policy
(KNKG). Based on this reform, the implementation of GCG and Good Public Governance
is based on five principles, namely: transparency, accountability, responsibility,
independence, and fairness. (Humas, 2021).

Improved financial performance is often highlighted as one of the key benefits of
implementing good corporate governance mechanisms and structures within an
organization. Corporate governance mechanisms play an important role in ensuring the
competitiveness and sustainability of the organization (Aboagye & Otieku, 2010; Ehikioya,
2009; Vander, 2009). Companies that place importance on good corporate governance may
exhibit higher shareholder value due to higher cash flows and or lower cost of capital.
(Agyemang dan Castellini, 2015; Jensen dan Meckling, 1976; Fama dan Jensen, 1983;
Hofer, 2008; Zgarni dkk., 2016).

Corporate Governance has several mechanisms or variables to measure it, but the
mechanisms that are often used are: board of directors; (Kiel & Nicholson, 2003); (Dawood
et al., 2023), board commissioners independent (Liu et al., 2015); (Kabir & Thai, 2017),
audit committee (Dawood et al., 2023); (Puni & Anlesinya, 2020); (B. Black & Kim, 2012).

In 2023, ACGA in collaboration with CLSA released a special report which contains
corporate governance rankings and scores from 12 markets in Asia Pacific.
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CG Watch 2023 market rankings and scores (%)

Market Previous ranking 2023 2020 Change vs 2020 (ppt)
1. Australia 1 75.2 74.7 +0.5
2. Japan =5 64.6 592.3 +53
=3. Singapore =2 62.9 63.2 -0.3
=3. Taiwan 4 62.8 62.2 +0.6
5. Malaysia =5 61.5 5925 +2.0
=6. Hong Kong =2 59.3 63.5 -4.2
=6. India 7 594 58.2 +1.2
8. Korea 9 571 52.9 +4.2
9. Thailand 8 53.9 56.6 -2.7
10. China 10 437 43.0 +0.7
11. Philippines 11 37.6 39.0 -1.4
12. Indonesia 12 35.7 33.6 +2.1

The table above shows the corporate governance rankings and scores in 12 Asia Pacific
markets. The data shows that in 2020 and 2023 Indonesia will remain last in the Asia Pacific.

ACGA Market Survey Findings®

Market 2023 2020 Highlights

Australia 1 1 Marginal improvement overall but lower score on
auditors and audit regulators

Japan 2 =5 Strong govt reform programme, TSE proactive and
improved listed company performance

Taiwan =3 4 Strang on sustainable development roadmap,
finally lowered threshold for substantial disclosure

Malaysia 5 =5 Regulators driving reform, but market manipulation
still a significant problem

India =5 7 Solid regulators who listen to investors, better
audit regulation

Korea 8 L Rise of the retail investor, activism

China 10 10 Mew IPO regime, focus on independent directors

Philippines 1 11 Policy focus is elsewhere, securities regulator lacks
resources

Indonesia 12 12 Corruption, insider trades increase but some solid

players among large caps

Rising market

Based on the findings of the market survey conducted by ACGA, it was found that the
highlights found in the Indonesian market were corruption, insider trading increased but
few solid players among large companies. If seen from the survey conducted by the
Institute, it can be seen that the implementation of corporate governance in Indonesia is not
as optimal as in other countries, or at least in Asia Pacific countries.
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The graph above is a history of the performance of companies listed on the Kompas
100 index from year to year. The performance in the graph above is measured by the capital
gains earned each year. It can be seen from the graph that the performance of Kompas 100
indexed companies fluctuates every year. The lowest point of the company's performance
was between late 2019 and early 2020, at which time the covid-19 pandemic was spreading
in Indonesia. The company's performance only increased again in early 2021, but continues
to fluctuate in the years ahead.

In investigating the impact of corporate governance on firm performance, factors that
systematically affect financial performance are considered, namely firm size and firm age.
Firm size is measured by the logarithm of the book value of total assets (Harjoto et al.,
2015; Liu et al., 2015). While the age of the company is measured by the logarithm of the
number of years since the date of establishment of the company (Isidro & Sobral, 2015).

From the various descriptions above, it is very interesting to examine the impact of
corporate governance practices on the performance of companies that have gone public,
especially in the Kompas 100 index company which is considered an index of companies
with high liquidity, good market capitalization, and has good company fundamentals and
growth prospects in the Indonesian market. By taking a sample of all companies that are
consistently listed on the Kompas 100 index in 2019-2023.

2. Literature Review
2.1 Firm Performance

Company performance can be measured from the financial statements generated in one

accounting period, because financial statements are one of the media used to measure company
performance in the long term from the actualization of managerial performance aspects
(Manik, 2011). Measurement of company performance can use profitability ratios. Profitability
ratio is a measurement of the ability to earn profits using the company's assets or capital. It can
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be ascertained that the higher the profitability ratio, the better, because the greater the profit
earned (Sjahrial & Purba, 2013).

Profitability can be measured by Return on Asset ratio (ROA). ROA measures the
overall effectiveness of management in using available assets to generate profits for the
company. The higher the ROA, the better. ROA is calculated by dividing the profit available
to common shareholders by the total assets of the company as shown on the balance sheet
(Aziza & Inanga, 2011). Return on assets (ROA) is an indicator to measure the profitability of
a company relative to its total assets. ROA is the ratio between net income plus interest expense
(after tax) divided by average total assets (Penman, 2012). According to Ehrhardt & Brigham
(2009), this ratio shows efficient management in using assets to generate income. For
companies that do not have debt, business risk can be measured by the variability in ROA
projections (Brigham & Houston, 2012).

2.2 Corporate Governance

a. Board of Directors

Based on the law on limited liability companies, it is explained that the board of
directors is an organ of the company that is authorized and fully responsible for the
management of the company for the benefit of the company, in accordance with the aims and
objectives of the company and represents the company, both inside and outside the court in
accordance with the provisions of the articles of association. The Board of Directors plays an
important role in managing the company, but must comply with the decisions of the GMS, the
articles of association and the provisions of the applicable laws and regulations. Each member
of the board of directors may carry out duties and make decisions in accordance with the
division of duties and authority. However, the implementation of duties by each member of the
board of directors remains a shared responsibility (Adestian, 2017). The number of directors
on a board is an important element in improving management effectiveness in a company
(Dalton et al., 1999).

The board of directors supports managers in strategy formulation and implementation.
Board members contribute to strategic decision-making by providing access to the resources
on which the company depends (Hillman & Dalziel, 2003). The board also plays a controlling
role by preventing managers from acting opportunistically to cultivate their personal interests.
Agency theory conceptualizes managers as self-interested agents who must be closely
monitored (JENSEN & MECKLING, 2000). As such, the board is tasked with facilitating and
empowering managers. In this study, the parameter used for the board of directors is the total
number of board members in a company.

b. Board Commissioners Independent

The board of commissioners may consist of a board of commissioners and an
independent board of commissioners. The term independent is often interpreted as
independent, free, impartial, not under pressure from certain parties, neutral, objective, has
integrity, and is not in a position of conflict of interest (Agoes & Ardana, 2014). Independent
members of the board of commissioners are commissioners who are not affiliated with other
members of the board of commissioners, directors, and controlling shareholders, and are free

5| Page



from business or other relationships that may affect their ability to act independently.
(Adestian, 2017). In Indonesia, an Independent Commissioner as a member of the Board of
Commissioners who comes from outside the Issuer or Public Company, must meet certain
criteria. The criteria of Independent Commissioner include, among others: not a person who
works or has the authority and responsibility to plan, lead, control, or supervise the activities
of the Issuer or Public Company within the last 6 (six) months, does not own shares in the
issuer or public company, has no affiliation, and has no business relationship either related to
the business activities of the Issuer or Public Company (OJK, 2014).

The independent board of commissioners must be able to carry out its duties freely or
without being influenced by pressure from parties who have interests or relationships with each
other. The greater the number of members of the board of commissioners, the easier it will be
to control the chief executive officer (CEO) and the more effective the monitoring will be.
Therefore, the parameter used is the number of independent commissioners in a company.

c. Audit Committee

The formation of audit committees has become a regulatory prerequisite in both
developed and developing countries, so there have been many studies to investigate their
formation, attributes, and activities. (McMullen, 1996; Zhou et al., 2018; Salehi et al., 2020).
Audit committee size is also one of the most important aspects of the most important
characteristics to assess (Sellami dan Fendri, 2017; Ahmed et al 2020). Agency theory has
illustrated the extensive knowledge and deep understanding that larger committees are thought
to better monitor management, thereby minimizing agency costs and strengthening firm
performance (Fama dan Jensen, 1983). Meanwhile, resource dependency theory has confirmed
larger committee size as a better indicator of a firm's financial performance due to the diversity
of knowledge and skills that are typically absent in smaller committees. Similarly, members
who have the right expertise and experience to fulfill shareholders' interests are usually present
in an ideal audit committee size. (Pearce & Zahra, 1992; Al Farooque et al., 2020).

3. Material and Method

The object of this research is the firm performance variable proxied by ROA related to
corporate governance variables proxied by board directors, independent board and audit
committee with control variables, namely firm age and firm size of companies listed on the
Kompas 100 index company. The population used as the object of research is companies listed
on the Kompas 100 indexed companies during the 2019-2023 period. Data is taken through
documentation techniques, namely by collecting data from company financial reports that have
been officially recorded or published, in the form of Annual Reports issued by their respective
company websites or from the factsheet of Kompas 100 indexed companies listed on the
Indonesia Stock Exchange website.

Total population companies 100 companies

Time period of research data 5 years
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Kompas 100 indexed companies do
not have complete and audited annual
reports during the 2019-2023 period.

(15 companies)

Number of observed data 425 observation

Table 1. Total Sample

3.1 Design Study
a. Relationship between Board of Directors and Firm Performance

Well-known corporate governance literature by (Yermack, 1996) concluded that a large
number of directors on a board can reduce firm performance. However, experts argue that the
decline in corporate performance is usually caused by incompatibility among board members
and lack of agreement on core corporate decisions. Research conducted by (Gaur et al., 2015)
shows that the existence of a larger board will improve company performance, which means
that the board of directors has a positive impact on company performance. In contrast, research
conducted by (Guest, 2009) by using a large sample of 2746 companies listed in the UK during
1981-2002, showing that board size has a strong negative impact on firm performance proxied
by profitability, Tobin's Q, and stock returns.

With a good level of supervision, it will affect company performance, because
management will act in accordance with what is expected by stakeholders and is expected to
increase the effectiveness and efficiency of the company. Based on this description, the next
research hypothesis put forward is as follows:

HI : Board directors has a positive effect on firm performance (ROA)

b. Relationship between Independent Directors and Firm Performance

It is possible that a larger proportion of independent commissioners will have a positive
impact on company performance, as revealed by research (Napitupulu et al., 2020) that the
presence of an independent board of commissioners helps the company run better because they
provide guidance, direction and supervision to the company's management. In addition,
research in several countries shows that having an independent board of commissioners can
help a company's performance (B. S. Black & Khanna, 2007), (Dahya & McConnell, 2007) ,
and (B. Black & Kim, 2012) which examined country-specific regulations and found that firm
performance in India, the UK, and Korea substantially improved as a result of increased board
independence. Research conducted in Pakistan showed that board independence has a positive
effect on the financial performance of banks listed on the Karachi stock exchange (Gull et al.,
2013). In line with research in Indonesia, the independent board of commissioners has a
positive effect on financial performance. (Widyati, 2013) and (Agatha et al., 2020).

However, research conducted by (Herman Darwis, 2009) shows that the existence of
independent commissioners is only a formal action to fulfill regulations, so that company
performance is not affected by their existence. Thus, they are ineffective in carrying out an
effective supervisory function and exercising their freedom to oversee the policies of the board
of directors. The results of this study are in line with research conducted by (Septiana et al.,
2016) and (Mulyasari et al., 2017) which also states that independent commissioners have no

7 | Page



effect on the company's financial performance. Based on this description, the hypothesis
proposed is:
H2 : Independent directors has a positive eftfect on firm performance (ROA)

c. Relationship between Independent Directors and Firm Performance

An Audit Committee characterized by a greater number of outside directors and
accounting or financial expertise will be more effective (Alzeban, 2015; Appiah & Amon,
2017; Solimene et al., 2017). Research in Indonesia shows that audit committee size affects
financial performance (Sekaredi, 2011). With more audit committee members, it can increase
the effectiveness of the audit committee so that it can prevent earnings management practices
by management. The effective supervisory function can also improve the company's financial
performance. Research conducted by (Hermiyetti & Katlanis, 2017) said that the audit
committee had a significant positive effect on financial performance. This research is
supported by (Sekaredi, 2011) and (Agatha et al., 2020) which states that the audit committee
has a significant positive effect on financial performance.

However, (Borlea et al., 2017) found that the Audit Committee has no impact on
company performance (Tobin's Q and ROA) in Rumania. This statement is also supported by
research conducted by (Mulyadi et al., 2019) with results that say the audit committee has no
effect on financial performance. That the high and low number of audit committees does not
affect the increase or decrease in the company's financial performance proxied by ROA. The
existence of an audit committee cannot guarantee the quality of financial reports, supervision
and control functions on company management so that it has no effect on the company's
financial performance. (Romano et al., 2012) found that there is a negative relationship
between the number of audit committees and the company's financial performance. With fewer
audit committees, internal control will be better, increasing vigilance over board activities and
decisions which will ultimately increase the company's profitability.

H3 : Audit directors has a positive effect on firm performance (ROA)

3.2 Data Analysis

This research is quantitative research, so that after all the data has been collected, data
analysis will then be carried out. In this study, the data analysis method used is panel data
(pooled data) which is a combination of data between time (time series) and data between
individuals or space (cross section) and the data processor used in this study is Eviews software
version 10. The data analysis method used in this study is multiple regression.

Variabel Independen:
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Corporate Governance

Board of Directors

Independent Directors

Audit Committee

Variabel Kontrol:
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Figure 1. Research Model

This study uses multiple linear regression models. The regression calculation model is as

follows:

Y =a + blxl + b2x2 + b3x3 + b4x4 +b5x5 + b6x6 + e

Keterangan :
Y = Firm Performance

x1 = Board of Directors

x2 = Independent Commissioner

x3 = Audit Committee
x4 =Firm Age

x5 =Firm Size

a = Konstanta b = Koefisien regresi ¢ = Koefisien error

4. Result
4.1 Descriptive statistical analysis
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Descriptive statistical analysis is able to describe the phenomena or characteristics of
data distribution in the form of frequency values, measures of central tendency, dispersion and
measures of shape.

Independent_
Roa  Board Direciors, Commissioner Audit Committee,  Fimm.sSize.  Fim.Age

Mean 7087108 6.105882 2.520000 3.402353 3110821 3.659956
Median 5.000000 6.000000 2.000000 3.000000 3099369 3.446479
Maximum 5926000 15.00000 6.000000 §.000000 3531545 10.73000
Minimum -18.00000 1.000000 1.000000 2000000 2535110 1.000000
Std. Dev. 8.770100 2.036365 0.929191 0.929340 1.527402 0.734641
Observations 425 425 425 425 425 425

Table 2. Descriptive statistical analysis

Based on the test results of the descriptive statistical analysis above, the board director
(BD), independent commissioner (IC) and audit committee (AC) have a fairly large mean
value, indicating that the average company in the sample has a fairly good proportion of board
directors, independent commissioners and audit committees so that it also shows good
governance practices.

4.2 Panel Data Estimation Model

Before performing multiple regression on panel data, first determine a good model. The
panel data model consists of pool/common effects model (CEM) with ordinary least squares
(OLS) estimator, fixed effects model (FEM) with least square dummy variable (LSVD)
estimator and random effects model (REM) with generalized least squares (GLS) estimator.
The selection of a good model is determined by the following tests (Gujarati & Porter, 2009) :
(1) Lagrange Multiplier (LM Test) (2) Chow Test (3) Hausman Test. Based on the LM test,
Chow test, and Hausman test that have been conducted, the following results are obtained:

Variable Y Chow Test LM Test Hausman Test | Selected Model
ROA FEM REM FEM FEM
Table 3. Panel Data Estimation Model

Based on the model test above, it can be seen that the best model for the dependent
variable ROA is FEM.

4.3 Goodness of Fit
The accuracy of the sample regression function in estimating the actual value can be

measured from the goodness of fit. Statistically, it can be measured from the coefficient of
determination, F statistical value and t statistical value (Ghozali & Ratmono, 2013).

4.3.1 Simultaneous Significance Test (F Test)
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The F statistical test basically shows whether all the included in the model have a joint
or simultaneous influence on the dependent variable (Ghozali & Ratmono, 2013).
Simultaneous significance testing can be seen as follows:

) Probability Score ]
Dependent Variable Conclusion
(F-statistic)
Firm Performance 0.0000 Fit Model

Table 4. F Test

Based on the results of the F test table above, the probability of the F statistical test has a value
below o (0.05), which means that the fit model indicates that the Board of directors,
independent commissioner, and audit committee variables have a joint effect (simultaneously)
on the firm performance.

4.3.2 Statistical Test t (Partial Test)

(Ghozali & Ratmono, 2013) states that the t statistical test basically shows how far the
influence of one independent variable on the dependent variable is by holding the other
independent variables constant, if the assumption of error normality then we can use the t test
to test the partial coefficient of regression. The results of the T statistical test in this study are
as follows :

. ROA
Independent Variable coef. Brob.
Boards Director 0.691 0.031
Independent 1.234 0.046
Commissioner
Audit Committee 0.511 0.527

Table 4. T Test

Based on the T test table above, only the Board Directors and Independent Commissioner
variables are partially significant to company performance. While the Audit Committee
variable is partially insignificant to company performance.

4.3.3 Estimation of the Coefficient of Determination (R?)
The coefficient of determination (adjusted R?) essentially measures how far the model's ability
to explain variations in the dependent variable (Ghozali & Ratmono, 2013). The coefficient of
determination test in this study is as follows :

Dependent Variable Adjusted R*> Score

Firm Performance 0.608

Table 5. Adjusted R? Score

11 | Page



Based on the table above, we can see that all independent variables boards director,
independent commissioner, audit committee can explain firm performance by 60.8% and the
remaining 39.2% is explained by other variables.

5. Discussion

Based on the findings obtained, it turns out that only the board of directors and
independent commissioner variables have a significant effect on firm performance with ROA
proxy. These results reject the well-known corporate governance literature by (Yermack, 1996)
concluding that a large number of directors on a board can reduce company performance.
However, this result is in line with the research findings which state that the existence of an
independent board of commissioners helps the company run better because it provides
guidance, direction and supervision to the company management.

Meanwhile, the audit committee variable has no significant effect on firm performance
with ROA proxy. The finding that the audit committee has no significant effect on firm
performance is in line with research which states that the existence of an audit committee
cannot ensure the quality of financial reports, supervision and control functions on company
management so that it has no effect on the company's financial performance. (Romano et al.,
2012) found that there is a negative relationship between the number of audit committees and
the company's financial performance. With a smaller number of audit committees, internal
control will be better, increasing vigilance over board activities and decisions which will
ultimately increase company profitability.

6. Conclusion and Recommendation
6.1 Conclusion

Based on the data description and discussion carried out by researchers, the

conclusions of this paper are :

1. As described from the research results above, the results show that the
independent variable board of directors has a significant effect on firm
performance.

2. The same as the independent commissioner variable which has a significant
effect on firm performance.

3. Meanwhile, the audit committee variable is not significant to the dependent
variable firm performance

6.2 Recommendation
To further strengthen the research results, it is recommended that further research do
the following:
a. Using other proxies of corporate governance variables, and also using other proxies of
company performance.
b. Conduct comparative studies between various sectors and countries to understand how
corporate governance affects financial performance in different contexts.
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