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ABSTRACT

Corporate governance is a central issue used in measuring the capacity and value of a
company. This study aims to analyze the effect of corporate governance mechanics on the
value of a company that is included in the LQ-45 shares listed on the Indonesia Stock
Exchange for the 2018-2020 period. Quantitative research design with a descriptive
approach Purposive sampling was used to collect the data, which resulted in a total of 101
data points. Corporate governance indicators and company values include the Board of
Independent Commissioners, Institutional Ownership; Dividend Policy; and Leverage.
Multiple linear regression tests with a 90% confidence level (p<0.1) were used to look at the
data with SPSS software. The results of the study showed that corporate governance on the
value of the company is influenced by the Independent Board of Commissioners (p = 0.079);
institutional ownership (p = 0.000); and dividend policy (p = 0.000), but not affected by
leverage (p = 0.223). Hence, suppose a company wants to have good corporate governance
and increase the value of the company. In that case, it needs to pay attention to the most
important things, like the Board of Independent Commissioners, institutional ownership,
and dividend policy.

Keywords: corporate value, independent board of commissioners, institutional ownership,
dividend policy, leverage.

INTRODUCTION

Corporate governance is a central issue used in measuring the capacity and value of a
company (Putri and Siswanto, 2019; Jemunu, Apriyanto and Parawiyati, 2020). Corporate
governance is utilized to control and regulate the company in order to improve the value and
image of the company to related stakeholders (Wahyudi, 2018; Nawaz and Ohlrogge, 2022).
However, to face increasingly fierce business competition, companies are essential. It is
recommended to review the readiness and implementation of corporate governance in a
company while still paying attention to its principles and maximizing the system that has
been run. According to Januarita (20006), in implementing corporate governance, five
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principles must be applied by a company, including transparency, accountability,
responsibility, independence, and fairness. The better the implementation of these five
principles, the better the company's goals and the competition level will be achieved (Fatchan
and Trisnawati, 2018; Putra, Ahmad and Dalimunthe, 2022).

The company generally provides shareholders benefits, which are used as retained
earnings, which is a dividend policy (Nurhayati, 2013). The Dividend Policy affects
shareholders and institutions that have paid the company's dividends according to a
predetermined time. The goal is to reduce doubts about the funds invested by shareholders
and minimize agency conflicts (Jensen and Meckling, 2019). This is by the theory of Bird-In-
Hand Yang put forward if the company's investors are more interested in dividends than
capital gains. In addition, a dividend policy will positively impact a company's value. Research
by (Octaviany, Hidayat and Miftahudin, 2019) revealed that the company is the value of the
company is the impression of shareholders regarding the success of a company when
organizing its resources, which is reflected in the company's share price. The achievement of
increasing the value of a company is due to the synergy of cooperation between management
and other elements, including shareholders (Adnyana and Sudaryati, 2022). Reviewing a
company's governance in Indonesia that has not implemented all principles and has not
produced good corporate value requires extraordinary efforts in assessing and identifying
factors that could cause the agency's problems (Jensen and Meckling, 2019).

The Asian Corporate Governance Association (ACGA) report revealed that
Indonesia was in the last place concerning the implementation of corporate governance for
internal and external reasons. This shows that corporate governance in Indonesia needs
serious attention from various elements. Research by Kusumaningtyas and Andayani (2015)
revealed that institutional ownership and the board of commissioners play essential roles in
realizing corporate governance regarding management and the company's audit committee.
Another element that affects this problem is the relatively low value of the company in terms
of leverage. Leverage is considered to be able to reduce the value of taxes by paying interest
on company debt, which has implications for increasing a company's net profit. Leverage is
an influential part of the company's value, but previous research has shown differences in
results, so variable consistency cannot be applied carefully. Research by Wulandari, Irianto
and Ludigdo (2017) and Aji (2019) revealed that leverage significantly influences the
company's value. However, Dewi and Sujana (2019) research revealed that leverage has an
insignificant negative influence on the company's value. Furthermore, the effect of good
corporate governance on company values has been proven by previous researchers but
obtained inconsistent results. Research by Purbopangestu and Subowo (2014) revealed that
good corporate governance proxied by the independent board of commissioners (DKI),
institutional ownership (KI), managerial ownership (KM), and audit committee (IKKA) got
unequal results, including DKI's positive influence on company value. However, KI, KM,
and KA do not influence company value.

According to research Thaharah and Asyik (2016) and Octaviany, Hidayat and
Miftahudin, )2019) independent commissioners supported by a company's dividend policy.
Priya and Mohanasundari (2016) are seen as significantly influencing the value of the
company. Based on differences in views and previous findings related to the influence of the
corporate governance mechanism on the value of a company, this study aims to analyze the
influence of the corporate governance mechanism on the value of a company that is included
in the LQ-45 shares listed on the Indonesia Stock Exchange for the 2018-2020 period.

267


https://journal.uii.ac.id/selma/index

C AA Selekta Manajemen: Jurnal Mahasiswa Bisnis & Manajemen
DAY E-ISSN: 2829-7547 | Vol. 01, No. 03, 2022, pp. 266-278

bttps:/ [ journal.uii.ac.id/ selma/ index

Selekta Manejemen

The indicators used in this study are the influence of independent boards of
commissioners, institutional ownership, dividend policy, and leverage on company value.
This research can provide information related to factors that can affect the implementation
of corporate governance in a company and is used as a reference in the application of the
system.

LITERATURE REVIEW AND HYPOTHESES
Corporate Governance

Najamuddin et al. (2022) and Nawaz and Ohlrogge (2022), define corporate governance as
a series of systematic flows that are useful in organizing and providing direction or guiding
business and business in a company that aims to increase the value of the company and
ensure continuity in business (Rejeki and Winningsih, 2022; Zhang et al., 2022).

The foundation of sound corporate governance principles is essentially aimed at
handing over success to the company's performance The implementation of Corporate
Governance is based on principles that must be obeyed by the decree of the Minister of
SOEs of 2002 No. KEP-117M-MBU /2002, including a) Transparency, which is the clatity
to carry out the process in making decisions and disclosure of significant materials and
information about the company; b) Independence, the debate on the situation of the
corporation is held professionally, and there is no conflict of interest and or effect and the
insistence of other parties that are not in line with the laws and regulations; c) Accountability,
namely the openness of functions, application, and responsibility of parts so that in
organizing the corporation is carried out as well as possible; d) Accountability, namely the
alignhment of corporate administration based on existing laws and regulations; and e) Fairness
and equality to meet the rights of stakeholders arising from the approvals and general laws
and regulations.

Corporate Governance Mechanism

Corporate governance has legitimacy, accountability, and competence in policy and service
sharing by jointly respecting the law and human rights. Corporate governance is referred to
as the organizers and administrators of company performance activities, which are reviewed
by the percentage of effectiveness depending on the character and counter of corresponding
values (Al-ahdal et al., 2020). (Jensen and Meckling, 2019) theory suggests that corporate
governance is essential in reducing agency and agency funding problems.

The company's existing corporate governance mechanism can reduce agency funds
in achieving success goals and maximize company value. Corporations with an excellent
corporate governance mechanism have high expectations that they can be organized as well
as possible and have a low probability of managers having conflicts of interest. The existence
of an independent board of commissioners is essential in increasing investors' trust in the
company (Moin, Guney and el Kalak, 2020). The company and the board have good
corporate governance and pay significant dividends. The higher the board, the more
experience, and knowledge can advance the company and increase its value. Governance
mechanisms are divided into monitoring and bonding.
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The Effect of Corporate Governance on Company Value

Corporate governance is seen as a system and reference used in the policy foundation for a
company because it already has legitimacy, accountability, and skills (Al-ahdal et al., 2020). In
the process, corporate governance can positively or negatively impact company values.
According to Purbopangestu and Subowo (2014), quality corporate governance has four
elements of evaluation: institutional ownership, managerial ownership; audit committee; and
independent commissioners. Valeri, Rahim Matondang and Siahaan (2020) revealed that
institutional ownership, managerial ownership, and audit committees do not affect the
company's value. However, on the contrary, independent commissioners affect the
company's value. In line with research by Rosid, Bahiroh and Vedrikho (2022) which revealed
that good corporate governance proxied as the proportion of independents influences
company value. However, board size and audit committees do not influence the company's
value. The first hypothesis in this study is that:

H;: Independent board of commissioners positively affects company value

Furthermore, institutional ownership is a measure of share ownership in a company
(Suhartanti and Asyik, 2015). The company's ownership will provide a source of obsetvation
value to maximize the company's work activities (Kusumaningtyas and Andayani, 2015)
Research by Iwanty and Surjandari (2022) and Muryati and Suardikha (2014) reveals that
institutional ownership has an insignificantly positive influence on the company's value. This
result is not in line with Dewi and Sanica, (2017) and Astrinika and Sulistyanto (2018), which
revealed that institutional ownership negatively influences the company's value. The second
hypothesis in this study is that:

H: Institutional ownership positively affects the value of the company.

In addition to institutional ownership, dividend policies can influence corporate
governance on company values. Hermuningsih (2008) revealed that the dividend policy is
the company's profit from sharcholders. Research by Felmania (2014) revealed that the
dividend policy significantly positively affects the company's value. Furthermore, Jiang and
Jiranyakul (2013) suggested a positive effect between differentiated policies and company
values. This indicates that investors are more organized with dividends in their payment
methods and are seen as quality if the dividend distribution increases. Thus, the third
hypothesis in this study is that:

H: The policy dividend positively affects the company's value.

Finally, the factor that can affect the value of the company is leverage. Leverage will
be more in demand by investors because the use of leverage by the company will benefit.
Research by Pratama and Wiksuana (2016), Cheng and Tzeng (2011) and Gill and
Obradovich (2012) revealed that age has a positive effect on company value. In contrast to
Pratiwi and Rahayu (2015) and Wahyudi and Sholahuddin (2022) research, leverage
negatively affects the company's value. The fourth hypothesis in this study is:

Hy: everage has a positive effect on the value of the company.
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METHOD

Conduct quantitative research with a descriptive approach (Darwin et al., 2021). Purposive
sampling was used to collect the data, which resulted in a total of 101 data points. This study
used the population of companies listed on the 1.Q-45 Indonesia Stock Exchange (IDX)
from 2018-2020. Corporate governance indicators and company values include the Board of
Independent Commissioners, Institutional Ownership; Dividend Policy; and Leverage. Data
analysis was performed by multiple linear regression tests with SPSS software with a 90%
confidence level (p<0.1). Also, the signs for each variable are based on equations or
calculations, which are explained below:

a. The Board of Independent Commissioners (DKI) is a commissioner who has
independent actions, so in its management, it is not condoned by any party. The
following equation measures the indicators of the independent board of commissioners
(Amaliyah and Herwiyanti, 2019).

Number of Independent Commissioners
DKI = — X 100%
Number of Commissioners

b. Institutional ownership (IP) is included in the shareholding of governments, financial
institutions, incorporated institutions, foreign institutions, trust fees, and other
institutions at the end of the year. The institutional ownership variable can be calculated
from the total percentage of shares of another company located domestically or abroad.
The following equation measures institutional ownership (Iwanty and Surjandari, 2022).

Number of Independent Commissioners
KI = - x 100%
Total Shares Outstanding

c.  The Dividend Policy (KD) uses the Dividend Payout Ratio (DPR) in its measurement.
The Dividend Payout Ratio (DPR), in its measurement, compares dividends per share
with earnings per share. The unit for measuring the Dividend Payout Ratio is by

percentage. The following equation measures the dividend policy (Moin, Guney and el
Kalak, 2020).

_ Deviden per Share

DPR X 100%

"~ Earning per Share

d. Leverage is the power of a company to finance its operations using bonds. This study
considers the leverage variable with the debt-to-equity ratio (DER). The following
equation measures leverage (Mipo, 2022; Sari et al., 2022).

Total Debt of the company
DER = - X 100%
Total Company Equity

e. Company Value is an investor's point of view regarding the value contained in a
company by estimating the price of a stock. The Company's Value uses Tobin's Q (TQ)
in its measurements, as evidenced by Wahyudi and Sholahuddin (2022). The following
equation measures the enterprise value indicator:
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_ EMV (Price Per Share x Number of Shares Outstanding. +DEBT (Total Debt)

re TA (Total Asets)

X 100%

RESULTS AND DISCUSSION
Descriptive Test Results

Descriptive statistics provide an overview or description of the data presented in table 1. In
this study, Variable company value is an endogenous variable and is influenced in this way.
A company's value is what an investor thinks the company is worth based on how much they
think the stock price is.

Table 1. Descriptive Analysis Results

N Minimum  Maximum Mean Std. Deviation
DKI 101 25 .83 4426 13171
KI 101 17 .92 .6414 13489
DPR 101 .00 8.01 7288 .98021
DER 101 14 16.08 2.0817 2.75047
TQ 101 .57 14.41 1.9139 1.88380

Valid N (listwise) 101
Source: Data Processing (2022)

The Board of Commissioners is independent of the LQ-45 company on the IDX,
which has a minimum value of 0.25 (25%). Then the maximum value is 0.83 (83%). The
average value of the Independent Commissioner variable is 0.4426 (44.26%0), with a standard
deviation of the Independent Board of Commissioners of 0.13171. Furthermore, the
institutional ownership of LQ-45 companies on the IDX has a minimum value of 0.17 (17%)
and a maximum value of 0.92 (92%). Nilai means variable institutional ownership of 0.6414
(64.14%). Thus, 64.14% is the average share value in companies throughout 2018-2020
belonging to other institutions or institutions with average institutional ownership of
0.13489. Furthermore, the dividend policy indicator obtained a minimum value of 0.00 (0%)
and the maximum value of 8.01 (801%). The Nilai mean for the dividend policy variable is
0.7288 (72.88%), which assumes the shares of LLQ-45 companies listed on the IDX in 2018-
2020 in dividend distribution with a policy average of 72.88% and dividend policy deviation
of 0.98069.

The leverage indicator obtains a minimum value of 0.14 (14%) with a maximum value
of 16.08 (1607.86%). The average value for the variable leverage of 2.0817 (208.17%)
indicates that the shares of LQ-45 companies listed on the IDX in 2018-2020 were 208.16%,
with an average deviation of 2.75047. The last calculation is on the company value of the
LQ-45 company, which has a minimum value of 0.57 (57%) and a maximum value of 14.41
(1441.47%). The average value for the company value of 1.9139 (191.39%). Thus, the average
company value of LQ-45 companies listed on the IDX in 2018-2020 is included in the high
category with a deviation of the disclosure of the company's value of 1.88380, which shows
a figure more minor than the average value.
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Hipotesis Test Results

In hypothesis testing, several testing steps are carried out, which begin with the test of
classical assumptions to know the normality of a data set, the presence or absence of
multicollinearity, heteroskedasticity, and autocorrelation, followed by hypothesis testing with
a t-test relating to the effect of corporate governance mechanisms on the value of the
company. The results of hypothesis testing are presented in table 2.

The results of the study in table 2 show differences in results in each variable seen in
the t-value of the table, followed by different probabilities. In the Independent Board of
Commissioners (DKI) variable, a probability of 0.079 (p<0.1) was obtained. Thus, there was
a significant favorable influence from the Independent Board of Commissioners (DKI) on
the company's value with the conclusion that H1 was accepted. Furthermore, in the variable,
institutional ownership (KI) obtained a probability of 0.000 (»p<0.1). Thus, there is a
significant favorable influence of institutional ownership (KI) on the company's value, with
the conclusion H2 accepted. Furthermore, in the dividend policy variable (DPR), a
probability of 0.000 (p<0.1) was obtained. Thus, there is a significant favorable influence
between the application of the dividend policy (DPR) on the value of the company and the
conclusion that H3 is accepted. Finally, in the variable leverage (DER), a probability of 0.223
(»>0.1) is obtained so that there is no positive and insignificant influence between leverage
(DER) on the value of the company and the conclusion that H4 is rejected.

Table 2. Hypothesis Testing Results

Unstandardized Coefficients Standardized Coefficients

Model B Std. Error Beta Sig.
(Constant) 202 125 1.620 .108
DKI 298 168 135 1.776 .079
1 KI 735 186 316 3.954 .000
DPR 242 046 441 5.257 .000
DER .055 044 .094 1.227 .223

a. Dependent Variable: TQ

Source: Data Processing (2022)

The Effect of an Independent Board of Commissioners on Company Value

The Variables of the Independent Board of Commissioners (DKI) positively affect the
Company Value (TQ), indicating that many members of the Independent Board of
Commissioners will increase the Company Value. This is in line with the research of Siallagan
and Machfoedz (2006), (Purbopangestu and Subowo, 2014), Valeri, Rahim Matondang and
Siahaan (2020) and Rosid, Bahiroh and Vedrikho (2022) which stated that the Independent
Board of Commissioners (DKI) affects company value. If the process of embedding in the
report carried out by the board of commissioners can be made more effective, it will improve
a corporation's performance. The increase in a company's work due to better observations
on the part of the independent commissioner will have implications for investors willing to
pay more significant and higher values for the corporation's shares. These independent
boards of commissioners are responsible for ensuring that the company is managed as well
as possible. If a company is appropriately managed, investors will pay more attention to
investing their capital in the company with the criteria that a corporation must have good
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performance, which can be seen from the value of the profits obtained, thus increasing the
value of the company and the welfare of shareholders (Nguyen, Nguyen and Hoang, 2022)
The number of independent commissioners must be balanced with the number of shares
owned by the shareholders and have at least 30% of the total members of the commissioners.

The Effect of Institutional Ownership on Company Value

Institutional Ownership (KI) variables have a positive effect on company value (T'Q), which
indicates that the amount of institutional ownership in a company can increase the value of
the company. This is in line with the research conducted by Lemmon and Lins (2003), Iwanty
and Surjandari (2022), and Muryati and Suardikha (2014) they suggest that institutional
ownership has a positive influence on the value of the company. Increased institutional
ownership makes one of the observational functions that take place effectively, and managers
are increasingly vigilant when organizing loans. Bamahros et al. (2022 and Wahasusmiah and
Arshinta (2022) explain that the existence of institutional ownership can review management
groups effectively and increase the value of the company. Furthermore, Wahyudi (2018)
explains that the higher the institutional ownership, the more efficient and effective the use
of company assets, and the lower the rejection of waste carried out by management, which
has implications for the shareholders who suffered losses. Managers can reduce the number
of losses by focusing on manifested costs. Yanto (2018) stated that the existence of a
significant profit determines the right company's prospects so that investors will respond
positively to the situation. The increasing number of investors who invest in a budget to buy
company shares will have implications for an increase in the share price, which will indirectly
increase the company's value. A similar statement was revealed by Gwenda (2013), who
found that institutional ownership has a positive effect on company value, which is the same
as the results of this study.

Effect of Dividend Policy on Company Value

The Dividend Policy (DPR) variable positively affects company value (TQ). This indicates
that the greater the dividend value of a company, the greater the interest of shareholders and
investors. Brigham and Houston (2021) explain that the more investors who invest shares in
a company, the greater the shate price, which has implications for increasing the company's
value. Research by Oktari, Mela and Zarefar (2018) and Lu et al. (2021) revealed that dividend
policy positively affects the company's value. In line with Sari et al. (2022) who explained
that the dividend policy has a significant positive effect on the value of the company, if the
dividends distributed by sharcholders are getting bigger, the company's work will be
recognized as getting better and will have implications for increasing the value of the
company. Furthermore, Nur (2018) stated that a dividend is a binding material for investors
to invest their shares in a company. Halim (2018) explains that dividend payments are, in
fact, communication indirectly to shareholders regarding the level of profitability of an
enterprise. In this study, the dividend policy is proxied with a dividend payout ratio because
it describes the percentage of each rupiah obtained and distributed to shareholders in cash.

The Effect of Leverage on Company Value

The leverage (DER) variable does not positively affect the company value (TQ), which
indicates that a company financing its assets prefers to use the financing interval from
retained earnings compared to using debt. This result contradicts Pratama and Wiksuana
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(2016) research, which reveals that leverage affects the company's value. On the other hand,
this study is consistent with Novari and Lestari (2016) and Bachrudin and Ngumar (2017)
which explain that leverage does not affect the company's value. With sufficient costs and
ownership by the company in funding its assets by acquiring its capital, the company can
reduce its debt to other companies. The amount of debt the company uses can decrease the
benefits obtained from the use of debt. This is because the benefits obtained are not
comparable to the funds spent. Bachrudin and Ngumar (2017) explains that a small debt can
increase a company's value. Leverage is a company's tool in raising company capital to
increase profits and positively impact investors regarding the company's prospects. Signal
Theory explains that profitable leverage occurs if the company has a high income.

RESEARCH LIMITATIONS

The limitation of this study is that it only reviews internal factors that can influence company
values and the implementation of corporate governance but does not include external factors
that can affect the company's value.

MANAGERIAL IMPLICATIONS

The research results are expected to be used as a reference in formulating policies and
implementing good corporate governance in a company. In increasing the company's
corporate value, it is necessary to pay attention to the quality and quantity of the Independent
Board of Commissioners, Institutional Ownership, and Dividend Policy in the hope that the
company's general goals can be achieved.

CONCLUSION

Corporate governance of the company's value is influenced by the Independent Board of
Commissioners (p = 0.079); Institutional Ownership (p = 0.000); and Dividend Policy (p =
0.000), but not affected by leverage (p = 0.223). Thus, a company interested in realizing good
corporate governance and increasing company value needs to pay attention to three central
points, especially the Independent Board of Commissioners, institutional ownership, and
dividend policy. In the future, further research is needed to be related to external variables
that can affect the company's value with leverage variables replaced by the Audit Committee
or Managerial ownership over a longer period.
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