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ABSTRACT
This study aims to examine the effect of corporate governance’s mechanism to firm value which
is proxied by Tobin’s Q. This mechanism is divided into two, internal mechanism which is proxied
by board of director and audit committee and external mechanism which is proxied by
institutional ownership. This study is using control variables such as firm size, financial leverage
and industrial sector.
Sample used in this study are 40 companies which incorporated in several industrial sector in
Indonesia which are listed in Indonesia Stock Exchange during 2011-2015. Hypothesis testing
in this study is using multiple regression analysis.
The result of this study shows that board of director has positive but insignificant effect to firm
value in Indonesia, audit committee has positive and significant effect to firm value in Indonesia
and institutional ownership has negative but insignificant effect to firm value in Indonesia. The
control variables used in this study provide mixed results, where firm size has negative and
insignificant effect to firm value, financial leverage has positive and significant effect to firm
value and the whole industrial sector in Indonesia has no effect to firm value. From
simultaneous test, this study shows that simultaneously independent variables significantly
affect to firm value.

Key Words: Internal Mechanism, External Mechanism, Firm Value, Tobin’s Q, Board Of Director,
Audit Committee, Institutional Ownership, Firm Size, Financial Leverage,
Industrial Sector, Corporate Governance.

I. INTRODUCTION impact on the value of the company. The

Implementation of corporate  mechanisms that can be used to support
governance has been done by many corporate governance are to have a board of
companies because it is considered as an  directors and an audit committee as an
obligation for every company to run the internal corporate governance mechanism
business in accordance with applicable and institutional ownership as an external
rules. Corporate governance itself can be corporate governance mechanism. Based on
interpreted as a mechanism that regulates existing data, the value of firms in Indonesia
the interaction of related parties within the = shows a downward trend during 2011 to
company, where conflicts of interest can be ~ 2015. This situation does not relevant to an
minimized within the company, which increase in the number of boards of
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directors, audit committees and institutional
ownership occurring in 2011 to 2015. There
are differences in the result of research
conducted by some researchers on the
influence of boards of directors, audit
committees and institutional ownership to
firm value.

The main motivation for this study was
to examine the effectiveness of the corporate
governance practice in Indonesia by
examining the effect between corporate
governance mechanisms and firm value.
This study presents empirical evidence
which differs from earlier regional studies,
such as, Nuryanah and Islam (2011),
because rather than examining the narrow
issue of corporate governance, this study
examine the broader mechanisms so that a
whole implication could be drawn. For this
purpose, this study investigated Indonesian
publicly listed companies on Indonesia
Stock Exchange (IDX).

The results of the effect between
corporate governance mechanisms and firm
value show that audit committee is an
important attribute that can effect a firm’s
value. Similarly, the control variable,
financial leverage, also impact firm value.
This study failed to detect any effect
between board of director and institutional
ownership to firm value. The result of other
control variables show that firm size and
industrial sector does not affect the firm
value.

The structure of this paper is as
follows. The next section reviews the
literature relating to corporate governance
and firm value, and then build for
hypotheses for the study. Section 3 discusses
the research methodology and econometrics
modelling of the study. Section 4 shows the
details of the results and then section 5
discusses the implications of the study. The
final chapter is the conclusion.

II. LITERATURE REVIEW
The value of the firm can be expressed
as the selling price of the company approved
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by the prospective buyer, when the value of
the company is higher so the prosperity of
the owner of the company gets bigger. By
maximizing the value of the company, it can
be interpreted to maximize the prosperity of
the company owner. Brigham and Houston
(2007) explained that the main goal of
management is to maximize the prosperity
of shareholders by maximizing the
company's stock price. Van Horne and
Wachowicz (2008) stated that the
prosperity earned by shareholders is
represented by the market price of the
company's stock, where the stock market
price of the company is the valuation of all
market participants as the value of the
company. Ahmad and Jusoh (2014) say
market performance measurement is used
as performance indicator based on two
reasons that is not influenced by certain
reporting of company and management
manipulation and wuse of stock price
measurement more consistent with an
important principle in agency theory where
manager should maximize market value of
company. There are several measurements
of firm value based on the market value of
the firm (market value). The measurement
of corporate value that has been widely used
in various studies that is Tobin's Q,
formulating the value of the asset market
compared with the expenditure of money for
asset replacement (Sukamulja, 2004). The
best information presentation can be made
by Tobin's Q because this ratio is able to
provide an explanation of the events in the
company (Sukamulja, 2004). Ahmad and
Jusoh (2014) stating that Tobin's Q has been
widely used by academics, researchers and
practitioners and claimed to be the best
market measurement tool, which can be
used in the use of Tobin's Q as a measure of
corporate value.

Corporate governance can be summed
up as a mechanism on the relationship
between principals and agents in
maximizing corporate value. The alignment
of management and principal interests with
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the goal of reducing the agency conflict is the
goal of corporate governance mechanisms
(Dharmastuti, 2013; Hill and Jones, 2004 in
Afza and Nazir, 2014). Mechanisms that run
well so as to reduce agency problems and is
expected to increase the company's value
can be achieved when adjusted to the
principles of corporate governance. The fact
that good corporate governance can
increase corporate value, Iskander and
Chamlou (2000) in Nuryanah and Islam
(2011) argue that the success of corporate
governance practices that lead to increased
corporate value is inseparable from both
internal and external factors. Both of these
factors can influence how corporate
governance is applied in the company, both
in terms of the company's internal running
of the company and how the external side of
the company relates to the company.
Regardless of the  particular
definitions that are often used, the
mechanism appears to be two sides: internal
and external mechanisms of the company
(Gillan, 2006). Organizational sustainability
in accordance with the rules governed by the
leadership becomes the focus of internal
mechanisms while the organization's
relationship with outsiders takes place in
harmony without neglecting the
organization's objectives into the emphasis
of external mechanisms (Wibowo, 2010).
The main concern of internal mechanisms is
the board of directors overseeing the
operations and management processes,
while external mechanisms include
ownership  structures, protection of
minority shareholders and legal
infrastructure (Abbasi, et.al., 2012).

The agency relationship within the
company can be attributed to the
implementation of corporate governance
within the company. Principals give
authority to others called agents, to perform
actions based on principal interests can be
defined as agency relationships (Jensen and
Meckling, 1976).
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Resources dependence theory explains
how organizations reduce dependence and
uncertainty about the environment. This
theory describes the company as an open
system that relies on resources in the
external environment. Previous research on
the role of the council in relation to
resources dependence theory Hillman and
Dalziel (2003) in Hillman et al. (2009)
suggests the function of councils as: (a)
supervision from agency theory perspective
and (b) provision of resources from the
perspective of resources dependence
theory. The provision of resources here can
be advice or direction, relationships with
other parties, access to resources needed to
run the company.

The underlying assumption that
information received by each party is not the
same (information asymmetry) becomes the
basis for signal theory. In this case,
information gained from the existence of
corporate governance mechanism in order
to increase the value of the company. The
existence of the board of directors, audit
committee and institutional ownership is
expected to perform their respective roles in
minimizing agency conflict that occurs in the
company that will affect the company's
value. More attention to this corporate
governance is the size or number of boards
of directors, audit committees and
institutional ownership of corporate value.
The existence of a larger board of directors,
audit  committee and institutional
ownership is expected to perform its
functions optimally in increasing the value of
the company.

The board of directors is usually seen
as a key mechanism in corporate governance
and the primary means for shareholders to
oversee management activities (John and
Senbet, 1998 in Al-Matar, et al,, 2014). Coles,
et.al (2008) suggests that better monitoring
that improves the company's performance is
derived from larger board sizes, so that
there is a positive influence between the size
of the board of directors and the firm value.
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For example, large and diverse boards of
directors may improve board performance
in terms of knowledge and expertise
(Nuryanah and Islam, 2011). Based on Fauzi
and Locke (2012), it can be seen from the
perspective of agency theory that large
boards tend to be alert to agency problems
because of the larger number that will
oversee management action; viewed from
the perspective of resource dependence
theory, it can be explained that greater
opportunities for relationships and access to
resources can be obtained through larger
boards of directors. In accordance with the
research of El-Faitouri (2014) found results
that the size of the board of directors
positively affect the value of the company on
634 companies listed on the London Stock
Exchange.
Hi: The board of directors has a positive
effect Firm Value

The audit committee is defined as an
individual selected by the board of
commissioners who has duties to assist in
the overall oversight process including
corporate governance, financial reporting
and corporate oversight. Several studies
have reported that the audit committee
measure is an influential factor in the
effectiveness of a firm's work (Pincus et al in
Afza and Nasir, 2014). By having the ideal
amount of audit committee within a
company, it is expected to improve the
quality of the information flow between
shareholders and managers that will reduce
agency problems. A minimum of three
members of the audit committee have been
proposed by a number of corporate
governance reports (CMA, 2006 in Al-
Matari, et.al., 2012). Based on the premise of
resource dependence theory, the company's
performance will be better as the size of the
audit committee (Al-Matar, etal, 2014)
increases. Can be explained as the number of
audit committees increases then the market
will see that more qualified resources and
experts to solve accounting and financial
problems are owned by the audit committee
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(Afza and Nazir, 2014). Similar research
conducted by Gill and Obradovich (2012);
Afza and Nasir (2014); Al Matar, et.al (2014)
who found a positive influence between
audit committee and firm value.
Hz: The Audit Committee has a positive
effect on Corporate Value

Susanti and Mildawati (2014) stated
that the existence of institutional ownership
other than in supervising the activities of the
company effectively, can also supervise the
management in decision making because
they participate so that not affected
management action. In addition,
institutional investors are considered to
have the power to influence board decisions,
reduce oversight costs, engage in active
ownership so that their presence affects the
company's performance (Shleifer and
Vishny, 1997 in Alfaraih, etal, 2012).
According to Thanatawee (2014), along with
the high agency problem, institutional
investors act more actively in supervision of
management performance which will
increase the company's value. Viewed from
the perspective of agency theory,
institutional ownership that is a big
shareholder tends to be alert to agency
problems, because with large investments
they will more closely supervise the actions
of management. Supervision by institutions
is deemed to be able to replace the emerging
agency costs so that agency costs can be
minimized which will impact on increasing
company value. Managers' opportunistic
behavior can be minimized by increasing
institutional ownership that impacts on
agency costs and increased company value
(Wahyudi and Pawestri, 2006 in Susanti and
Mildawati, 2014). The study by Abbasi, et al.
(2012); Thanatawee (2014); Ahmad and
Jusoh (2014) found a positive influence
between institutional ownership and firm
value
Hs: Institutional ownership positively

affects Firm Value
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III. METHOD

The data used in this research are
secondary data and the sample used are
companies listed in Indonesia Stock
Exchange period 2011-2015. Based on
predetermined criteria, the amount used is
40 companies and the research period for 5
years so that the amount of data observed in
this research is 200 companies.

N
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The dependent variable used in this
research is Tobin's Q. The independent
variables used in this study are board of
directors, audit committee and institutional
ownership. The last is the use of control
variables such as firm size, financial leverage
and industrial sectors that aim to control the
firm's characteristics that affect the value of
the company (Sari and Usman, 2014).

Table 1
Operational Definition
Variables Measurement
Firm Value

Tobin’s Q =

market value of equity+book value of debt

book value of total asset

Board of Director

Total numbers of board of directors within company

Audit Committee

Total numbers of audit committee within company

Institutional
Ownership

Percentage share which owned by an institution

Firm Size

FS = Ln Total Asset

Financial Leverage

_ Total liabilities
—__Total Assets

Industrial Sector

. Agriculture, assigned value 1 for agriculture and 0 for

other industrial sector

. Mining, assigned value 1 for mining and 0 for other

industrial sector

. Manufacture, assigned value 1 for manufacture and 0

for other industrial sector

. Property, Real Estate and Building Construction,

assigned value 1 for Property, Real Estate and Building
Construction and 0 for other industrial sector

. Infrastructure, Utilities and Transportation, assigned 1

for Infrastructure, Utilities and Transportation and 0 for
other industrial sector

. Trade and Services, assigned value 1 for Trade and

Services and 0 for other industrial sector

Data technique used in this research is
multiple regression analysis by using Least
Square Dummy Variable.
model is required to fulfill the classical
assumptions consisting of normality test,
multicollinearity test, heteroskedaticity test
and autocorrelation test. This study uses two
regression equations:

TOBINSQ = Bo+ BiBS + B2AC + B3l0 +
e eeee e ee e e e re e n e ne e (D
The research  TOBINSQ = o+ BiBS + [2AC + 3I0 +
B+FS+ BsFL  +  BsAGRI+
B’MINING + B/MANUF +
BsPROPERTY + QoINFRA +
et e e e e e ere e enne e (2)
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Variables:
TOBINSQ = Firm Value IV. RESULT AND DISCUSSION
BS = Board of Director Based on the test results, the two
AC = Audit Committee equations have met the classical assumption
10 =Institutional test so that the test can be done by using
Ownership multiple regression analysis. There is adding
FS = Firm Size lag on dependent variable as a healing of
FL = Financial Leverage autocorrelation problem. Test results from
AGRI = Agriculture both models can be seen in table 2 below:
MINING = Mining
D3 = Manufacture
D4 = Property
D5 = Infrastructure
Table 2
Test Results
Variabel Model 1 : Model 2 :
B Sig. B Sig.
BS 0,002 0,865 0,016 0,314
AC 0,142 0,023** 0,136 0,043**
10 -0,000 0,790 -0,000 0,568
FS - - -0,034 0,092
FL - - 0,003 0,037*%*
AGRI - - -0,024 0,834
MINING - - -0,051 0,630
MANUF - - 0,010 0,895
PROPERTY - - -0,038 0,677
INFRA - - -0,033 0,740
TOBINSQ(-1) 0,450 0,000 0,422 0,000%**
C 0,313 0,135 1,162 0,033
Adjusted R-squared 0,234 0,239
F-stat 16,149 6,676
p-value 0,000 0,000
Observation 199 199
Dependent: TobinsQ
* ok 16% shows significamtly ar 10%, 5% dan 1%
Discussion company value. This can be explained by the

Hi: The Board of Directors has a positive
effect on Corporate Value

The test result on both models shows

the value of positive regression coefficient

but with significance value> 0,05 meaning

that there is positive but not significant

influence between board of directors with
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small variation in the size of the board of
directors used as the proxy of the board of
directors, so as not to give a significant effect
on the value of the company.

The results of this study are in line
with research conducted by Alfaraih et.al
(2012), Kritika and Choudary (2015), and
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Sharma (2016) which found no significant

influence between the board of directors

and firm value.

Hz: The Audit Committee has a positive
effect on Corporate Value

Test results on both models show the
value of positive regression coefficient with
significance value <0.05 which means that
there is a positive and significant influence
between the audit committee on firm value.
This can be explained because the existence
of audit committees is necessary given the
still growing Indonesian capital market and
weak external corporate governance
mechanisms, the audit committee as an
independent party within the company is
considered more important than the
number of boards of directors by market
members.

The results of this study are in line
with research conducted by Gill and
Obradovich (2012), Fauzi and Locke (2012)
and Afza and Nazir (2014) which found
positive and significant results between
audit committees and firm values.

Hs: Institutional ownership positively
affects Corporate Value

The test result on both models shows
the value of negative regression coefficient
but with significance value > 0,05 meaning
that there is negative but not significant
influence between institutional ownership
and firm value. This can be explained
because most of the institutional ownership
of the company is concentrated in one or
more companies, so that the function of
supervision on the performance of
management is not optimal, there is a
tendency to experience a conflict of interest
problems.

The results of this study are in line
with research conducted by Katan and Nor
(2015) sera Kaur (2016) which found no
significant impact between institutional
ownership and firm value.

Based on the results of the analysis,
firm size control variables show the result of
a negative but not significant influence
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between firm size and firm value. This may
indicate that firm size is not one of the
factors that affect the value of the company.
The size of the company is not a guarantee
that the resources used from asset
ownership can be used to increase the value
of the company and become the level of
investor confidence to invest in the
company. Financial leverage shows the
result that there is a significant positive
influence between financial leverage with
firm value. This indicates that the financial
leverage becomes a factor that affects the
value of the company. It can be explained
that the use of larger debt indicates the
company has a better picture of investment
in the future and the relationship with high
debt with the interest tax shield, so as to
respond positively by the market. The
industrial sector control variables in
Indonesia show the result of no effect on all
industrial sectors in Indonesia, with
negative direction tendencies. This means
that the industrial sector in Indonesia does

not have differences in industrial
characteristics that affect the value of the
company.

Based on the results of the analysis,
there is a lag of the dependent variable
Tobin's Q (-1) as the remedy step of the
autocorrelation problem in the research
model. This means that the value of the
company is currently influenced by the value
of the company in the past with a positive
and significant direction, so that if there is a
change in the value of the company in the
past it will increase the value of the company
now.

The equations obtained from the test results
are:
TOBINSQ = 1,162 + 0,016BS + 0,136AC
-0,00010 - 0,003FS + 0,003FL
- 0,002AGRI - 0,051MINING +
0,010MANUF - 0,038PROPERTY
- 0,033INFRA + 0,422TOBINSQ(-1)
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V. CONCLUSIONS,
SUGGESTION

Conclusion

This study examines the effect of board
of directors, audit committee and
institutional ownership on firm value with
firm size, debt and industrial sector as
control variables. From the research result,
it can be concluded as follows:

1. Board of directors have positive but not
significant effect on company value. This
result can be explained because the
variation in the size of the board of
directors used as a proxy is very small.

2. Audit Committee has positive and
significant impact on company value. This
can be explained because the existence of
audit committees is necessary given the
still growing Indonesian capital market
and weak external corporate governance
mechanisms, the audit committee as an
independent party within the company is
considered more important than the
number of boards of directors by market
members.

3. Institutional ownership is negative but
not significant to firm value. This can be
explained because most of the
institutional ownership of the company is
concentrated in one or more companies,
so that the function of supervision on the
performance of management is not
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optimal, there is a tendency to experience
a conflict of interest problems.

4. The control variables used in the study
provide mixed results, where the size of
the company has a negative but not
significant effect on the value of the
company, the financial leverage positively
affects the value of the company and the
industrial sector has no effect on the value
of the company.

Limitations

Limitations in this study are adjusted
result R2 0.239 indicating that the
independent variables and control variables
used only able to explain the effect on the
company value of 23.9% and 76.1%
explained by other independent variables
outside the model.

Suggestion

From the limitations of the research,
the suggestion that can be given for the
future research is to add other variables that
are considered to have an effect on the value
of the company such as the characteristics of
the board of directors, the characteristics of
the Dboard of commissioners, the
characteristics of the audit committee, other
forms of stock ownership, the growth rate of
the company and so on.
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