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Abstract 

This study aims to analyze the effect of board size, independent board, audit committee, and 

institutional ownership on firm value. The population of this research is 539 companies which 

are registered in Indonesia Stock Exchange.  By using purposive sampling method, we used 242 

companies which are listed from 2013 to 2017. The analysis technique is multiple linear 

regression analysis. The results show that the size of director board, independent board, audit 

committee, and institutional ownership have positive and significant impacts on firm value 

Keywords: board size, independent board, audit committee, institutional ownership, and firm 

value.  

 

Introduction 
      Corporate governance becomes an important issue in emerging countries such as Indonesia. There are 

several financial statement manipulation cases have been recorded in Indonesia. Boediono (2005) says 

that several cases in Indonesia such as PT. Lippo Tbk and PT Kimia Farma Tbk also involve in financial 

reporting detection of manipulation indication. Poor corporate governance, weak of investor relations, 

lack level of transparency, inefficiency in the financial statements, and the lack of law enforcement to 

punish perpetrators and protect the minority shareholders to be trigger and reasons behind why some 

companies in Indonesia collapsed (Boediono, 2005), 

      To improve company performance, the company itself needs to have main goal, according to the 

corporate theory, the company's main goal is to maximize wealth or firm value (Salvatore, 2011). 

According to Harmono (2009) states that firm value is company's performance, which is reflected in the 

share price set by market demand and supply of capital that reflects the public's assessment of company 

performance. This study uses measuring of firm value instrument namely Tobin's q. 

     According to Gul et al (2012), company will be faced with more serious problems if it has weak 

corporate governance structure, although managers maximize firm value, but it was all done to satisfy 

personal interests and not to maximize shareholder value. Corporate governance in accordance with the 

Corporate Governance forum in Indonesia (FCGI, 2001) is set of rules that govern the relationship 

between shareholders, board, corporate managers, creditors, government, employees, as well as internal 

and other external stakeholders related to the rights and obligations or in other words a system used to 

control company. 

       Corporate governance, which is a concept based on theory, expected to be used to notify investors 

that they would receive funds they have invested. In Agency Theory, Jensen and Meckling (1976) state 

that to make good corporate governance for company, it is expected to reduce agency conflict. To 

improve enterprise performance and reduce the agency conflict, corporate governance mechanisms needs 

to be set up by company that will implement it in the form of director board, independent board, 

managerial ownership, institutional ownership, and audit committee. According to Veronica (2005), 

several mechanisms of corporate governance is manifested by board of directors, audit committees, audit 

quality and institutional ownership. From some of these mechanisms, this study will be focused on four 

mechanisms that are considered essential for any company to establish a better corporate governance, 

namely independent board, the size of director board, audit committee, and institutional ownership.  
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      The first corporate governance mechanism is board size. According to Fama (1983), The board of 

commissioners is the highest internal control mechanism that is responsible for monitoring the actions of 

top management. According to National Committee on Governance (2006), board of commissioners as 

company organ in charge and is collectively responsible for overseeing and advising the Board of 

Directors as well as ensure that the company implements the GCG. According to Coller (1999) and 

Sembiring (2006) the greater number of commissioners, the easier it is to control the Chief Executives 

Officer (CEO) and more effective in monitoring the management activities. Research conducted Abdullah 

et al (2008), Dalton (1999), Siallagan (2006), stating board size effect on corporate performance by 

measuring Tobin's q. In contrast a study conducted by Mak and Kusnadi (2005), Detthamrong, 

Chancharat, and Vithessonthi (2017), state that the board size does not affect the firm values.  

      The second corporate governance mechanism is independent commissioner. According to National 

Committee on Governance (2006), independent directors are board members who are not affiliated with 

management, other members of directors board and controlling shareholders, as well as free from the 

business relationship or other relationship that could affect their ability to act independently or act solely 

in the company interest. Independent board has the primary responsibility to promote the application of 

the corporate governance principles within company through the empowerment of independent board to 

perform monitoring task and advising director board effectively and provide added value to corporate. 

In Indonesia Regulation Bank No. 8 / 4 / PBI / 2006, the proportion of independent board at least 50% 

(fifty percent) of the number of commissioners. The proportion of commissioners can make an effective 

contribution to process outcome of preparing financial statements which are qualified or the possibility to 

avoid fraudulent financial statements. According to Connelly (2017), Abbasi, (2012), Dung (2011) Ou-

Yang (2008) that there is a positive influence on independent members proportion of the Board 

Commissioner on firm value. In contrast with a study conducted by Agrawal & Knoeber (1996), 

Detthamrong, Chancharat, and Vithessonthi (2017) reveal that independent commissioner has 

significantntly negative effect on firm value. 

      The third corporate governance mechanism is audit committee. According to Indonesian Institute of 

Audit Committee (2009), The Audit Committee is a committee that works professionally and 

independently established by director board, thus task is to assist and strengthen the functions of director 

board (supervisory) in the financial reporting process aspect, risk management, audit and 

implementation procedures corporate governance in company. The audit committee provides insight into 

accounting problem, financial reporting and explanation, internal control system as well as independent 

auditors in a company. Thus, the audit committee has a very important role and strategic in terms of 

maintaining the credibility of financial reporting process and to maintain adequacy creation. According 

to Louis (2004), the audit committee has an important role in corporate governance. The audit committee 

is responsible for monitoring companies’ activities of financial reporting system. Company surveillance 

system and good corporate governance implementation. A study conducted by Onasis (2016), Gill & 

Obradovich (2012) and Rouf (2011) and Tornyeva (2012) which state that the audit committee variables 

have significant positive effect on firm value. Results of research by Aldamen (2012), Detthamrong (2017), 

indicate that the audit committee did not significantly affect firm value. 

      The fourth corporate governance mechanism is institutional ownership. According to agency theory 

which states that institutional ownership is monitoring agents having role to provide oversight focused 

on the managerial side through watchdogs to proportionate share of each institution in a company 

(Firdausya et al 2013). Maug (1998), Cornett et al, (2007), state that institutions affect the company's 

decision on the size of the stake that they have. If high institutional ownership, then there is an attempt to 

monitor management, but if not investors institutions can easily wirhdraw shares if company performs 

poorly. The study results obtained by Slovin & Sushka (2007) state that corporate value will increase if 

institutional owner can be quite effective monitoring tool. Shareholdings by institutions or certain 

institutions are proven to increase corporate value (Shleifer, 1986). A study by Chen et al (2008) express 
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positive influence ownership institutional value of a corporate. Different studies conducted by Syafitri, 

Nuzula, Nurlaily (2018), and Afnan & Rahardja (2014) state that there is a negative significant between 

institutional ownership on firm value. 

      Based on the above background, researchers is very keen to conduct research entitle The Impact of 

Corporate Governance Mechanism on Firm Value.  

 

Methods 
      This research focuses on effect board size, independent board, audit committee, and institutional 

ownership on corporate value. The population of this research is companies registered in the Indonesia 

Stock Exchange accounting 539 companies sample and uses purposive sampling method in order to 

obtain 242 sample listed in Indonesia Stock Exchange in 2013 to 2017. The analysis technique used is 

multiple linear regression analysis. 

 

Results and Discussion 
      Multiple linear regression analysis is used to determine the effect of independent variables board size, 

independent board, audit committee, and institutional ownership on firm value listed in Indonesia Stock 

Exchange. From data processing with SPSS 16.0, obtained result as in the following table: 

Table 1 Results of Multiple Linear Regression Analysis 

Variables 

The 

regression 

coefficient 

t sig.  
R 

square 
F count Sig 

 B      

(Constant)  5,858 .000 0.056 17 902 .000 

The size of the BOC (X1) .191 6789 .000    

Independent Commissioner Board 

(X2) 
.106 3,757 .000    

Audit Committee (X3) .082 2,798 .005    

Institutional Ownership (X4) .070 2,399 .017    

Source: Processed results of SPSS Statistics 16.0, 2019 

  From the table above can be specified multiple regression equation as follows: 

Yit = βo + β1 + β2 X1it X3it X2it + β3 + β4 X4it + e 

Y = 5,858 + 6,789X1 + 3,757X2 + 2,798X3 + 2,399X4 

Where : 

 YIT   = firm value (Tobin's Q) 

 βo   = constant 

 β1 - β2 - β3 - β4  = regression coefficient  

 X1it   = size board of commissioners  

 X2it   = BOC Independent 

 X3it   = the Audit Committee 

 X4it   = institutional ownership 

  Ε   = error 

 

      Based on the regression equation above, it can be interpreted as follows: 

1. The magnitude of constants obtained accounting 5,858, it shows without any independent variables as 

commissioners board size (X1), independent board (X2), audit committee (X3), and institutional 

ownership (X4), then firm value (Y) of 3.599.  
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2. The regression coefficient (b) of board size variable (X1) obtained is positive accounting 6.789 indicates 

that any increase in the number of members board size as much as one person, it will result in an 

increase of firm value which is equal to 6.789. 

3. The regression coefficient (b) of independent board variable (X2) obtained is positive, accounting 3.757 

indicates that any increase in variable independent board as much as one percent, it will result in an 

increase of firm value amounting to 3,757. 

4. The regression coefficient (b) of audit committee variable (X3) obtained is positive, accounting 2.798 

indicates that any increase in variable audit committee as much as one, it will result in an increase of 

firm value which is equal to 2.798. 

5. The regression coefficient (b) of institutional ownership variable (X4) obtained is positive, accounting 

2.399 indicates that any increase in institutional ownership variable one-time, it will result in an 

increase on firm value which is equal to 2.399. 

 

Feasibility Test 

Based on Table 1 above, obtained F accounting 17.902 with sig 0.000 < 0.05. This means that F test 

conducted jointly with independent variables whose positive influence and significant impact on 

corporate value listed in Indonesia Stock Exchange, which means that independent variables has a 

positive and significant effect on dependent variable. 

The coefficient of determination is needed to see how big the contribution of the dependent variable 

(X) on the independent variable (Y). The calculations obtained by squaring the correlation coefficient has 

been determined. Based on Table 1 contribution variable board size, independent board, audit committee, 

and institutional ownership on firm value companies listed in Indonesia Stock Exchange accounting 

5.6%, and the remaining 94.4% variable of corporate value granted by other unidentified factors as 

profitability ratios, liquidity ratios, activity ratios, and the ratio of the market. 

 

Hypothesis Testing 

Hypothesis 1 

      Board size has significantly positive effect on firm value listed in Indonesia Stock Exchange. Based on 

results analysis test, it is known that significant value of 0.000 > 0.05, meaning H0 is rejected and Ha is 

accepted, so alternative hypothesis proposed in the study is accepted, that the board size has significantly 

positive effect on firm value listed in Indonesia Stock Exchange. 

Hypothesis 2 

      Independent board has positive and significant effect on firm value as listed in Indonesia Stock 

Exchange. Based on results analysis test shows significant value of 0.000 > 0.05. It means H0 is rejected 

and Ha is accepted, so alternative hypothesis proposed in the study is accepted, that the independent 

board positive has significant effect on firm value as listed in Indonesia Stock Exchange. 

Hypothesis 3 

      The audit committee has significant positive effect on firm value as listed in Indonesia Stock 

Exchange. Based on test results analysis, it shows a significant value of 0.005> 0.05, which means that H0 

is rejected and Ha is accepted, so alternative hypothesis proposed in the study is accepted, that audit 

committee has significant positive effect on firm value as listed in Indonesia Stock Exchange. 

Hypothesis 4 

      Institutional ownership has significant positive effect on firm value as listed in Indonesia Stock 

Exchange. Based on analysis result test, it shows significant value of 0.017 > 0.05, which means that H0 is 

rejected and Ha is accepted, so alternative hypothesis proposed in the study is accepted, that institutional 

ownership has significant positive effect on firm value as listed in Indonesia Stock Exchange. 

 

The Impact of Commissioners Board Size on Corporate Value 
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      Based on hypothesis result testing, it is found that size board has significant positive effect on firm 

value as listed in Indonesia Stock Exchange. This means that director board size determines firm value as 

listed in Indonesia Stock Exchange. From the research results, it can be clearly seen thath board size 

coefficient accounting 6.789 and has no effect or positive direction to firm value. The results show that 

increasing number of board members will increase firm value as listed in Indonesia Stock Exchange. 

      In agency theory perspective, the commissioners represent the main internal mechanism to control the 

opportunistic behavior of management that can help align the interests of shareholders and managers 

(Anggraeni, 2013). According to study conducted by Dalton and Dalton (2005), Abdullah et al (2008),  

Siallagan and Machfoedz (2006),  Kiel and Nicholson (2003), Adams and Mehran (2005), reveal 

commissioners have direct relationship with firm value as well as a significant impact. 

The Impact of Independent Commissioner Board on Firm Value 

Based on the hypothesis testing result, it is found that the independent board has positive and 

significant effect on firm value as listed in Indonesia Stock Exchange. This means that the independent 

board can determine corporate value. From the study results, it can be seen independent board coefficient 

accounting 3.757 and has no effect or positive direction to corporate value. This result indicates that the 

more increase of independent board percentage, the more firm values. 

This research is supported by agency theory, that the greater number of director board independent, 

the better the supervision and control of executive director actions. In research conducted by Abbasi et al. 

(2012), To Thi Dung (2011), Ou-Yang (2008), Hermalin and Weisbach (1991), Bhagat and Black 

(2002),Onasis (2016) state that there is a positive influence on commissionair board members proportion 

independently on firm value. 

 

The Impact of Audit Committee on Firm Value 

Based on hypothesis testing result, it is found that audit committee has significantly positive effect on 

firm value as listed in Indonesia Stock Exchange. This means that audit committe can determine firm 

value. It can be clearly seen from the result of this study the coefficient of audit comittee at 2,798 and it 

has postive effect on firm value. The result indicates that there is an increasing of amount of audit 

committee meeting, and it will encourage the improvement of firm values. 

      This research is supported by agency theory, companies whose high value tend to have completeness 

in its composition structure as the existence of an audit committee (Afnan and Rahardja, 2014), Siallagan 

(2006) state that the existence of audit committee positively affect the firm value. A study conducted by 

Saifi & Sarafina (2017) states that the audit committee significantly influences on Tobin's Q. A study by 

Onasis (2016), Raghunandan and Rama (2007), Sharma et al (2009), Gill & Obradovich (2012) and Rouf 

(2011), Josephine, Zakaria, and Godfrey (2016) and Tornyeva (2012) state that the audit committee 

variables have significant and positive effect on firm value. 

 

The Impact of Institutional Ownership on Firm Value 

Based on hypothesis testing result, it is found that institutional ownership has positive and significant 

effect on firm value as listed in Indonesia Stock Exchange. This means that institutional ownership can 

determine corporate value. From the research results, it can be clearly seen that coefficient of 2.399 and 

institutional ownership has effect and positive direction to firm value. The results show that the more 

increasing institutional ownership obtained, it will boost corporate values a lot. 

This research is supported by agency theory stating that institutional ownership as monitoring agents 

who have role to provide oversight focused on the managerial side through supervision focused on 

proportionate share of each institution in a company (Firdausya et al 2013). A research by Chen et al. 

(2008) reports there is a positive influence between ownership institutional and corporate value. 

Institutional investors can contribute positively in monitoring the behavior management. The results 

obtained by Slovin & Sushka (2007) which indicates that firm value will increase if institution owner can 
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be a quite effectively monitoring tools. Research conducted by Aggarwal (2006), Brown and Caylor 

(2006), Khurram Khan (2011),Li Lin (2010), Navissi (2006) also reveal that institutional ownership 

provides a significant and positive impact on firm value. 

 

 

 

Conclusion 
       Based on the analysis and discussion about board size, independent board, audit committee, and 

institutional ownership on firm value as listed in Indonesia Stock Exchange. On conclusion note, among 

board size, independent board, audit committee, and institutional ownership have positive and 

significant impact firm value as listed in Indonesia Stock Exchange.  
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