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Abstract

The aim of this study was to determine the effect of good corporate
governance, growth of sales, and firm size on ROE of State Owned Enterprises
which hare listed on the Indonesian Stock Exchange in the 2011-2014 period. The
method used is the quantitative method with panel data regression techniques. The
data used are secondary data by collecting annual financial data statements of
State Owned Enterprises which hare listed on the Indonesian Stock Exchange in
the 2011-2014 period.

Panel data regression conduction showed that managerial ownership (X1)
has a negative and significant impact on ROE, the proportion of commissioners
has a positive and significant impact on ROE (X3), the independence of audit
committee (Xs)has a negative and significant impact on ROE, growth of sales (X4
)has a positive and significant impact on ROE, firm size (Xs) has a positive and
significant impact on ROE as well as managerial ownership, the proportion of
commissioners, the independence of audit committee, growth of sales, and firm size
simultaneously affect the ROE of State Owned Enterprises in the 2011-2014 period.

Keywords: Firm Size, Growth of Sales, Managerial Ownership, Return On Equity
(ROE), The Proportion of Board Commissioners, The Independence of Audit
Committee

1. INTRODUCTION

The high increase of corporate values is a long term goal for companies, in
the decision making of investors to companies, it is observed through corporate
stock price movement which is transacted in the exchange for companies which
already go public. According to Jensen and Meckling (1976) in maximizing
corporate value a conflict of interest will appear between managers and
stockholders (company owners) which is named the agency problem. Good
corporate governance is a corporate need which is closely related to corporate
performance. According to the Investment Coordinating Board, observed from
experience the United States is the one which has to implement corporate
governance restructuration as a cause of the 1929 market crash. A bad corporate
governance is also signaled as one of the causes of the Indonesian economic
political crisis which began in 1997 and the effect is still felt today. The financial
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crisis in the United States some time ago is also caused by not applying the GCG
principles, several financial scandals such as Enron Corp., Worldcom, Xerox, and
others are top executives in the companies where the companies illustrate that the
GCG principles are not applied. (Source: www.bpkp.go.id, accessed on September
12015).

A chain of corporate failures from giant corporations such as Enron, Tyco,
Worldcom, Pharmalat and others has already shaken the belief and trust of
shareholders. As a cause, that matter brings attention increase to corporate
governance issues. The disclosure of corporate governance implementation in
yearly reports is one of the means implemented by companies to increase belief
and trust of shareholders especially in transparency. Information about corporate
governance is very useful in financial information credibility assessment which is
presented in the corporate yearly report. This is related with the disclosure of
applying corporate governance so shareholders are able to assess information
quality about corporate performance in the future (Bhat and co., 2006). Allah SWT
stated in Surah Al-Bagarah: 282:

O Believers! When you enter in the transaction of any debt for a fixed
period, then write it down. And a scribe should write between you justly; and the
scribe should not refuse to write as he has been taught by Allah, then he should
write and let him on whom. The liability falls dictate and fear Allah Who is his
Lord and does not leave behind something out of the liability. Then again he on
whom liability falls be of low understanding or be weaker be unable to dictate; then
let his guardian dictate justly. And make two witnesses from among your men,then
if two men be not available then a man and two women such witnesses, as you like,
so that either of the two women errs in memory, then the other may remind to that
one. And when the witnesses are called, they should not refuse to come. And do
not take it as a burden, the liability be it small or big, write it down along with its
fixed period. It is more justified in the sight of Allah, in it the evidence will be more
suitable and it is nearer to itthat you may not be in doubt; save a ready merchandise
which you give or take from hand to hand, there is no sin on you, if you write it
not. And when you trade, make witnesses. And neither any scribe be harmed nor
the witness (or neither the scribe do harm nor the witness). And if you do such then
it would be yours in subordination. And fear Allah and that Allah teaches you and
Allah is the all-knowing of everything. Transactions are such as selling and buying,
debt, or leasing and the like.

When there is an economic crisis in Indonesia, plans and demands to
corporate governance which has been paid less attention as of today increases,
many companies public and private fall because of a weak corporate governance.
Corporate governance becomes a vital problem for welfare not just the owner,
corporate shareholders, but also covers workers and people in society as a whole.
In Indonesia corporate governance truly becomes the center of attention since
Indonesia experienced an economic crisis mid-1997.

Some factors which cause the occurrence of an economic crisis according
to Harahap (2003) which is quoted by Lastanti (2004), there are two aspects which
are internal and external aspects. The internal aspect covers all fundamental
economic problems of each country, while the external aspect covers the lack of
supervision of traditional banking institution practices and less precise investment
decisions. Corporate governance or corporate management is a control mechanism
for managing and processing businesses with the means for increasing ability and
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accountability of companies for considering the interests of parties which are
related to the company (stakeholders), not only the shareholders. With a good
company management the company’s value will increase among them is the
company’s financial performance especially for corporate return of equity (ROE).

According to Made (2011) ROE shows corporate ability for producing
profit after tax by using their own capital and this ratio is very important to the
shareholder party for knowing effectiveness and efficiency of capital processing
implemented by corporate management, then a good corporate governance is also
able to decrease harmful risks as a cause of developer action which tends to benefit
themselves and increase company stock prices in the long term such as the research
implemented by McKinsey (2002) which stated that 51% of investors demand
transparency as a reference in implementing corporate stock purchase by
institutional investors. In other words corporate governance will create a good
corporate performance and increase investor trust to corporate performance.

In facing global competition every company is demanded to anticipate the
rivalry which occurs between every company, so companies implement economic
activities and manage functions in companies effectively and efficiently. In this
matter the finance management has an interest with how to create and maintain
economic value or wealth, so in decision making there is a purpose for maximizing
profit, prospering company owners or shareholders and maintaining the
survivability of the company and developing the business to reach the goal. Murni
and Andriana (2007) stated, the approach of corporate growth is a component for
assessing corporate prospect in the future. It is concluded that corporate growth is
a component for assessing corporate prospect in the future and in financial
management it is measured based on total sales alterations. Corporate growth will
cause consequences in investment and payment increase.

Brigham and Houston (2006: 39) stated that companies with relatively
stable sales are able to be more secure in obtaining more loans and bearing fixed
loads which are higher compared with companies with unstable sales. This has to
be supported with enough capital for fulfilling the company’s needs for increasing
company sales. Companies which grow rapidly will possibly choose to use external
funds such as banks, capital market, and suppliers to fulfill capital compared with
companies with slow sales growth.

With the company entering the capital market, it can be said that the
company desires to develop and compete globally, because of confidence in having
a needed competitive advantage to still compete in the global market (Bawden,
1992; and Glancy, 1996). The expansion is also meant for obtaining economies of
scale. The economies of scale of a company is reflected with production cost
decrease (input) in line with the total production (output). If this economy of scale
is reached, the companies which are diversified (diversified firms) have potential
to be more profitable than small companies which are specialized (specialized
firms).

Schmalensee (1989) found that large companies are more profitable than
small companies in the same industry. Like other researchers, Schmalensee uses
total assets as a projection of company size, and the measures of accounting
profitability levels are represented by profit margin and return on asset. But the
previous research implemented by Schmalensee (1987) shows that company size
(firm size) and profitability does not relate significantly if companies in one
industry are grouped into sub industries. Then the organization theory explains the
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relation between profitability with company size which is attributed with
organization transaction cost (Williamson, 1985) Research results of Kumar,
Rajan, and Zingales (2001) showed that company size increases if law institutions
increase protection to the resources of the company. The critical resources theory
also indicates that the larger the company scale the profitability will also increase,
but in a certain point or number company size will decrease company profit. Based
on the explanations above the researcher intends to research good corporate
governance quality (managerial ownership, board of commissioners proportion,
auditing committee independence), company size and sales growth partially and
simultaneously to the financial ratio variable which is return on equity in State
Owned Enterprises which are listed in the Indonesia Sharia Stock Index years
2011-2014.

2. THEORETICAL BASE AND HYPOTHESIS DEVELOPMENT
Corporate governance is a concept which is proposed for increasing

corporate performance through supervision or monitoring management

performance and guaranteeing management accountability to stakeholders by

being based on the regulation frame in Indonesia regulated in Act No. 40 year 2007

About Private Companies and Copy of Minister of State Owned Enterprises

Regulation Number: PER-01/MBU/2011 ABOUT THE APPLICATION OF

GOOD CORPORATE GOVERNANCE IN STATE OWNED ENTERPRISES.

According to the State Development Audit Agency, generally the term
good corporate governance is a system of corporate control and regulating which
can be observed from the relation mechanism between several parties which
manage the company (hard definition) nor observed from values contained in the
management mechanism itself (soft definition). The State Development Audit

Agency GCG team defines good corporate governance from the soft definition

view which is easy to understand by common people which is: “HEALTHY AND

ETHICAL  COMMITMENT, REGULATIONS,  AND BUSINESS

IMPLEMENTATION PRACTICE”, while the goal of good corporate governance

is for creating additional values for all interest parties (stakeholders). As for Good

Corporate Governance is proxied with:

1. Managerial Ownership, managerial ownership is an important issue in the
agency theory since published by Jensen and Meckling (1976) which stated
that the larger the management ownership portion in a company the
management will try more active for fulfilling the interests of shareholders
which are also themselves.

2. Board of Commissioners Proportion, the board of commissioners’ proportion
holds an important role in good corporate governance implementation because
it is the core of good corporate governance which is tasked for guaranteeing
implementation of corporate strategy. For guaranteeing the good corporate
governance implementation, board of commissioner members which have
integrity, law abiding, and do not have business or other relations with
shareholders (majority) are needed directly and indirectly. The board of
commissioners is often considered to not provide benefit, this can be seen in
the fact that many board of commissioner members do not have the ability and
are not able to show their independence.
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3. Auditing Committee, the presence of the auditing committee is regulated
through Capital Market Supervisory Agency circular Number SE-
03/PM/2002, in the implementation the auditing committee has tasks for
aiding the board of commissioners for:

3.1 Increasing financial report quality.

3.2 Creating discipline and control which is able to decrease probabilities of
the occurrence of violations in company management.

3.3 Increasing effectiveness of auditing internal and external functions.

3.4 Identifying matters which need attention of the board of commissioners.

According to Nalim (2009) good corporate governance is a new name for
whichever science or religion including Islamic teachings which have appeared
before modern life, yet the value, content, and goal of good corporate governance
is already discussed in the Qur’an and Hadith. Although the term good corporate
governance is still new, yet the concept is found in Islamic teachings which is in
the Qur’an and Hadith:

1. The Qur’an in Surah Al-Bagarah; 282-283, about the gradual transaction
process. This verse explains the important meaning of keeping records right
so there are no parties who get unfair treatment.

2. Islamic corporate governance which tends to relate every concept and behavior
in business management with matters that are transcendental and immanent.
This is a consequence from the belief of a Muslim to Allah SWT. So from here
we know the tawheed value as a base for all beliefs, thoughts, and behaviors
of a Muslim, including in understanding corporate governance. One of the
principles which is the largest derivative from the tawheed value is the
principle of fair. The principle in good corporate governance is fairness which
is meant for presenting a fair company management for all parties. The
meaning of fair can be widened in every principle which is in corporate
governance and other values which can appear as a cause of fairness
implementation. There are some matters which are closely related with the
corporate governance principle which are caliphates, accountability,
reliability, transparency, and also trustworthiness.

ROE shows the company’s ability for producing profit after tax by using
its own capital which the company has. This ratio is important for the shareholder
party for knowing effectiveness and efficiency of their own capital management
which is implemented by the company management. The higher the ratio it means
the more efficient the capital use itself which is implemented by the company
management party.

The size of the company can be measured by using total assets, sales, or
capital of the company. One of the benchmarks which shows the size of the
company is the size of assets from the company. Companies which have large total
assets shows that the company has reached the mature phase where in this phase
the cash flow of the company is already positive and considered to have a good
prospect in a relatively long timeframe, other than that it also reflects that the
company is relatively more stable and more able to produce profit compared with
companies with small total assets (Basuki, 2006).
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Higgins (2003) stated that sales growth comes from two sources which
are sales volume increase and price increase. Because all cost variables, the most
current assets, and current obligations have tendencies to sales, so it is a good idea
for observing growth which is based on company sales. Based on the statement
above it is seen that the growth level of a company is able to be observed from
volume addition and price increase specifically in sales because sales is an activity
which is generally implemented by companies for obtaining a goal which is desired
to be reached, which is the expected profit.

Hypothesis

Based on the literature review above the hypotheses in this research are
H1: Managerial Ownership has a partially positive influence to ROE.

H2: Board of Commissioners Proportion has a partially positive influence to ROE.
H3: Auditing Committee Independence has a partially positive influence to ROE.

H4: Company Size has a partially positive influence to ROE.

H5: Sales Growth has a partially positive influence to ROE.

H6: Managerial Ownership, Board of Commissioners Proportion, Auditing
Committee Independence, Company Size, Sales Growth have positive influences
simultaneously to ROE.

Analysis Model

Kepemilikan Mansjerial
X1=)

Ulkuran Perusshasm X4
]

Pertumbuhan Penjualan
X5 (=)

Figure 1 Research Analysis Model

3. RESEARCH METHOD
Research Approach

The approach used in this research Is the quantitative approach where
researched variables are identified for the influence and able to be measured clearly
for the relationship between one variable and other variables. This research uses a
quantitative approach because research data is in the form of numbers and the
analysis uses statistics (Sugiyono,2012;23).
Variable Identification

Based on the research hypothesis and analysis model, the variables in this
research consist of one dependent variable which is ROE (Y) and five independent
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variables (X) which are, managerial ownership, board of commissioners
proportion, auditing committee independence, company size, and sales growth.
Operational Variable Definition
1. Managerial ownership

Managerial ownership of shareholders and the management party which
participates actively in company decision making (Director and Commissioner).
Managerial ownership is measured from total share percentage which managers
own. (Wahidahwati 2002:5)
2. Auditing committee independence

The committee which is formed by the board of commissioners for
helping board of commissioners’ tasks in implementing the supervision function to
the performance of the board of directors and the management team corresponding
with the GCG principles. The measure of the auditing committee independence
variable in this research uses a comparative ratio between the independent auditing
committee with total auditing committee members (Purwati, 2006 in Manuputty,
2012), so it is formulated:

_ The Independent Auditing Committee

total auditing committee members

3. Board of Commissioners Proportion
The board of commissioners independence is counted by dividing the total
independent commissioners’ portion to the total commissioners present in the
board of commissioners (Haat, et al.2008) so it is formulated as the following:
proportion of total independent board commissioners
total number of commissioners present in the board of commissioners

4. Company Size

Company size is shown by total assets owned by the company, the larger
the company total assets the larger the company size(Murdiyani, 2009).
5. Sales Growth

Swastha and Handoko (2001), growth of sales is an important indicator
from market acceptance of a product or service of the company, where income
produced from sales will be able to be used for measuring the sales growth level.
Sales growth levels are counted with the following equation:

G=2%100%

s0

G: Sales growth level
S1: total sales for the functioning period.
6. ROE (Return On Equity)
ROE is the return of normal equity

Net Profit
ROE = —————
Total Equity

4, RESULTS AND DISCUSSION
The data used passed the classic assumption test. The next step is the chow
test for determining whether to use the PLS or FEM model.
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Table 1
Chow Test Output
Effects Test Statistic df. Frob.
Cross-section F 6.172059 (12,34) 0.0000
Cross-section Chi-sguare 60131225 12 0.0000

The chow test shows a p-value as large as 0.000 which means significant
or less than the significance level used which is 5%. So the model used is the fixed
effect model. Next the hausman test needs to be implemented for determining the
model used which is the Fixed Effect Model (FEM) or Random Effect Model
(REM).

Table 2
Hausman Test Output
Chi-Sg
Test Summary Statistic  Chi-Sqg.df. Prob.
Cross-section random 10.322432 5 0.0666

Based on test results a P-value of 0.0666 > alpha 0.05 is obtained so HO
is accepted and the model used is the random effect. Next the t and f tests are
implemented, managerial ownership has a significant negative influence to ROE,
board of commissioners proportion has a significant negative influence to ROE,
auditing committee independence has a significant positive influence to ROE,
company size has a positive influence to ROE.

Variable Coefficient Std. Error  t-Statistic  Prob.

X1? -0.186048 0.042107 -4.418513 0.0001
X2? 0.335520 0.083007 4.042051 0.0002
X37 -0.218710 0.050173 -4.359087 0.0001
LOG(X47) 0.027798 0.009095 3.056231 0.0037
X5? 0.082302 0.022358 3.681033 0.0006

c -0.808907 0304729 -2.654512 0.0109

Source: Eviews 7

Based on the table above the X1 (Managerial Ownership) significant and
negatively influenced variable is obtained with a t-statistic as large as -4.418513
and a p-value as large as 0.0001. The X2 (Auditing Committee Independence)
significant and positively influenced variable with a t-statistic as large as 4.042051
and a p-value as large as 0.0002. Next the X3 (Independent board of commissioners
proportion) significant and negatively influenced variable with a t-statistic as large
as -4.359087 and a p-value as large as 0.0001. The X4 (company size) in the
logarithmic function significant and positively influenced variable with a t-statistic
as large as 3.056231 and a p-value as large as 0.0037. Lastly the X5 (sales growth)
significant and positively influenced variable with a t-statistic as large as 3.681033
and a p-value as large as 0.0006.
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Table 3
R-squared 0.300534 Mean dependentvar 0.071744
Adjusted R-squared 0.224505 S.D. dependentvar 0.061537
SE. ofregression 0.054191 Sumsquaredresid 0.135084
F-statistic 3.952890 Durbin-Watson stat 1.787691
Prob(F-statistic) 0.004534

Source: Eviews 7

Based on the count an F statistic value as large as 3.952890 > F table as
large as 2.41 with a P-value as large as 0.004584 < alpha 0.05 so it is rejected and
simultaneously there is an influence of managerial ownership, auditing committee
independence, independent board of commissioners proportion, company size and
X5 sales growth have influences to the ROE dependent variable. Based on the
random effect model above it is known that the R-square value is as large as
0.300534 which means simultaneously the X1, X2, X3, X4, X5 variables have a
contribution to explain Y as large as 30.05% while the rest are as large as explained
by other variables which are not researched or inputted in this research model.
Influence of Managerial Ownership to State Owned Enterprise ROE which
are listed in the Indonesia Stock Exchange period 2011-2014

Research results show the X1 (Managerial Ownership) significant and
negatively influenced variable with a t-statistic as large as -4.418513 and p-value
as large as 0.0001. Based on that result the H1 which is proposed in the research is
accepted. Yet the negative value in the managerial ownership coefficient has the
meaning that the larger the managerial ownership the company ROE decreases.
This is also supported by the research of Dwi Sukrini (2011) in her research it is
concluded that managerial ownership has a significant negative influence to
company value because there are not yet many management parties which have
company shares in a significant enough amount. The low number of managerial
ownership causes the management party to prioritize their own interests than
company interests, the number of share ownership which is not yet significant
causes managers to prioritize their goals as managers than shareholders.
Influence of Auditing Committee Independence to State Owned Enterprise
ROE which are listed in the Indonesia Stock Exchange period 2011-2014

Research results show the X2 (Auditing Committee Independence)
significant and positively influenced variable with a t-statistic as large as 4.042051
and p-value as large as 0.0002. Based on that result the H2 which is proposed in
the research is accepted. This is also supported by research results of Agung
Suryana (2003) which implements research about auditing committee, the higher
the quality if the auditing committee the better the company profit quality which in
the end is able to increase company value. The more independent the auditing
committee, there is an increase of supervision in the decision making process which
is better, rapidly detects misuse, and effective communication between internal
auditing, external auditing and the auditing committee so the company is also
audited by public accountants which are independent and produce a good financial
report which is able to disclose and inform company activities beginning from
planning, funding, credit, and investment and investors are able to assess well about
the company’s condition for decision making of investment, if there are more
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investors that invest capital in the company that matter also has a positive influence
to company financial performance which is return on equity (ROE).
Influence of Board of Commissioners Proportion to State Owned Enterprise
ROE which are listed in the Indonesia Stock Exchange period 2011-2014

Research results show the X3 (Board of Commissioners Proportion)
significant and positively influenced variable with a t-statistic as large as -4.359087
and p-value as large as 0.0001. This is in line with the minimum condition of the
independent board of commissioners as large as 30 percent which provides enough
opportunities for independent commissioners to dominate policies taken by the
board of commissioners. If independent commissioners are the majority party
(>50%) they will be more effective in implementing their roles as company
supervisors (Siregar and Utama, 2005) Sylvia and Siddharta (2005) also stated that
the promotion of an independent board of commissioners by the company might
only be implemented to fulfill regulations but it is not meant to enforce good
corporate governance (GCG) in the company, then the research of Charlie Weir et
al (2000) Yermarck (1996), Agrawal and Knober (1996) Bhagat and Black in S.
Beiner et al (2003) results of the research show that based on data in the field there
are still many shareholders that have dual positions as board of commissioner
members. An independent board of commissioners generally has a better
supervision to management, so decreases the chances of fraud in presenting
financial reports implemented by managers (Chtourou et al., 2001) or in other
words the more competent the board of commissioners the less the chances of fraud
in financial reports.
Influence of Company Size to State Owned Enterprise ROE which are listed
in the Indonesia Stock Exchange period 2011-2014

Research results show the X4 (Company Size) in logarithmic function
significant and positively influenced variable with a t-statistic as large as 3.056231
and p-value as large as 0.0006. The objects in this research are State Owned
Enterprises which are large companies with large total assets in line with the
research of Basuki (2006) companies which have large total assets show that the
company has reached maturity where in this phase the company cash flow is
already positive and considered to have a good prospect in a relatively long time
period and relatively stable and more capable of producing profit.
Influence of Sales Growth to State Owned Enterprise ROE which are listed in
the Indonesia Stock Exchange period 2011-2014

Research results show the X5 (Sales Growth) significant and positively
influenced variable with a t-statistic as large as 3.681033 and p-value as large as
0.0006. Based on the research results the higher the sales growth the profit
produced by the company will be more efficient so the ROE value will also
increase, so the sales growth variable has a positive influence to ROE in this
research. This is in line with the research of Sugihen (2003) sales growth has a
positive influence to financial performance measured from profitability.
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5. CONCLUSION

1. Managerial ownership and board of commissioners proportion have
negative and significant influences to the return on equity of State Owned
Enterprises which are listed in the Indonesia Stock Exchange period 2011-
2014. For companies it is expected that the implementation and
application of good corporate governance is implemented well not only as
mere formality so that matter is able to provide benefit not only to
company reputation but also to stakeholders, shareholders, and society.

2. Auditing committee independence, company size, and sales growth have
positive and significant influences to the return on equity of State Owned
Enterprises which are listed in the Indonesia Stock Exchange period 2011-
2014,
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