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THE INFLUENCE OF AUDIT COMMITTEE CHARACTERISTICS ON COMPANY
PERFORMANCE IN SHARIA GENERAL BANKING

2020.2.10.4A1

ABSTRACT

The research @5 focused on how characteristics of audit committee afect the compary porfarmance.
The zudit committes characteristics as indepencent vanable is measured by audit commities size,
independerce o- aucit commites, and audit committee mesting wequeny, as the dependent variable, the
company porfomance is moaswicd by roturm ©n asscts ratio [ROA)L To analy2e the data this rescarch is
using descrptive statistic analysis, the method to test the hypothesis is using mukiple linear regression. By
several category that applicd using purposive sampling. the reseandh i vsing elever sharia generzl banks in
Inadonesia As sample and eliminated three other shanz general banks znd tha: made this research ronsist of
sixwzy 2iv data samiples.

The regression calculgtion results shown that the audit committee size with more than three
members is attected the company pertormance with signiticance value 003 less than 0.05 |a-5%|. The
significance walue of audit commitice mectings frecuency is 0028 which lewer then 005 and can be
cancluded 25 an 2tected varizble to the company pertormance. Then the indeperdence ot zudic committee
hes 072 which Bigher than €003 anc concluded as variable thet bas no influcnce To company performance,
But in simukaneausly way these zudit eommittee characteristhics are stetistically &Fected the company
perfarmares, by daing the F test this is an indication that sigriticance walue is ©.016 it implies the avgit
cammittes simultansausly aFected the company performance, and the B value is 018 ar 18%, it means
that campany performance as much 25 18% 2ra atfected by these audit cammitea, zno the rest 32% are
o ected by cther vanakle that not included in this research,
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INTRODUCTION development of major productive assets,

The rapid development of [slamic
banks in Indonesia has occurred since
government showed full support for
Islamic banking, where previoudy the
Government  did  not have  the
commitment and  policy to  develop
Islamic banking or implement @ dual
banking system. But ino 1998 the
government later changed Law Number.
14 of 1967 regarding Banking Principals
amended by Law Number 10 of 1998,
starting from the development of office
networks, the development of assets, the
develepment of Third Party Funds, the

the composition of uses and sources of
funds, and the development of Financing
to Deposit Ratio (FOR). This development
and seweral other indicators have also
expoerienced ups and downs along the
way Lo date. Viewed from the aspect of
the rate of return on assets, since 2014,
Islamic commercial banks in Indonesia as
a whole have shown an increase in
changes for the better {Sharia Banking
Statistics, 2020).
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Chart 1.
Islamic Bank Return On Asset
Performance

The chart above i= showing the
development  of  sharia  banking  in
Indonesia from 2014 to March 2020, The
development of 2 company is inseparable
from the outcome of the corporates's
perfarmance tsef to support the
campany’s performance. The board of
commissioners in conducting superision
of management must also comply with
several rules, one of which is the
regulation made by Bank Indonesia and
laid down in act of Bank Indonesia policy
number Sf4fPRIS2006 arficle 12, namely
that the board of commissionzrs s
required to possess an Audit Committee,
Remuneration MNomination Committes,
and Risk Monitoring Committee {Bank
Indoness Regulation, 2006]. This present
study will be focus en the influence of
audit committee characteristics on

company performance using
measursment by Return On Assets ratio
(ROA).

Several studies have been carned
out, one of which is the research of
Mohammad Ahmad Abu Zraig 5 Fauziah
Hanim Bt. Fadzli, discussed the effect of
audit committee characterictics on
campany performance in Jordan. In his

research the size of the audit committee
has a significant effect on EPS (Eaming
Fer Share), but the size of the audit
committes has no significant effect on
EPS {Zrain & Fadzli, 2018).

The research is purposed To know
how  audit  committee  charactensbics
affected the company accomplishment in
sharia peneral banking in Indonesia 2014
= 2012 that will be tested in both
simultanecusly and partially way. This
research will focus maore on the audit
committee and its effect on  sharia
paneral banking sinte the others do the
research on diferent chject, because the
audit committee in corporate governance
plays an imoportant role by providing
critical oversight in the financal reporting
process and the company's financial audit
process. Audit committes — as arranged
on Bapepam — LK regulation — has severa
characteristics that must be comply by
the members  and the board of
commissioners, Size of audit committes,
number of audit committes meetings,
and the independence of  audit
committes’s members, these
characteristics may affect the company
performance directhy.

LUTERATURE REVIEW AND RESEARCH
DEVELOPMENT

s stated by the National
Committes on Governance (KMKGE) that in
order to  build an  effective  audit
cornmittes, the necessary as much at
least three people fram the total number
of audit committee members as a whole,

This is reinforced by the results of
researct Zraig & Fadzl, on 2018, which
states that the audit committes size i
positive and significant associated with
EPS. Alsn i Ashari and Krismiaji research




in 2020 study showed that the size of the
audit committes has a positive effect on
company  performance (Ashari &
Krismiaji, 2020)

Hi : The siza of the audit cammittee
middle category affected the company

performance.
H: : The size of the audit committee high
category affected the company
performance.

Bapepam  has reguired in Kep
643/BI/2012 'On the Establishment and
Implementation Guidance of the audit
committees hold repular meetings  at
least onee in three months or equal to 4
times @ year, Audit Committes mestings
can only be held if attended by more than
51% the number of members'.

This finding is same with the results
of research conducted by Gabriela
Zibojnikova, that the higher frequency of
AC meetings is positively associated with
the firm's performance was  alwo
carfirmed by the regression (Zabojnilovd,
2ME). This also found en research
conducted by Kyereboah-Coleman  in
2007 which found that audit committes
meeting frequency was pasitively related
to company performance  (Kyereboah-
Coleman, 2007).

H: : The audit committee meeting
freguency affected the company
perfarmance.

One of the audit committes of the
characteristics that can build up the
independence of the aversight function.
Independent audit committes members
are memhbers of the indesendent party
that has no direct relationship to the
company. Increasing aumber  of
independent audit committee members

are expected to result in the quality of
financial statements will be better. The
existence of beneficial audit committee
to certify the transparency, disclosure of
financial statemeonts, fairness to o all
interestod parties (stakeholders), and the
distlosure of all the information the
company has been carried out by the
management.

An independent audit committee
members will ensure better financial
repoting and guality. An independent
audit  committee would  be  more
effectively served without being affected
the interests of any  party.  An
independent member can be regarded as
a good watchdog because it is considersd
more objective and critical of the policies
made by management. The research of
Bella Robbika Puspa in 2018 {Sari, 2018),
and the researchconducted by Ashard and
Krismiaji whe found that the awdit
committes independence had @ posibive
effect on company performance (Ashar &
Krismiaji, 20207
H; : The audit committee independence
affected the company performance.

In a study conducted Sidiq Ashari
& Krismigji showed that the results
Showed characteristics: independence of
oudit committee, the audit committec
size, and the number of audit committec
meetings affect positively to company
performance.
Hs : The size of the audit committeg,
audit committee meeting frequency, and
audit committee indepandence
simultaneously affected the company
performandce.

RESEARCH METHOD




This iz a descripbive gquantitative
research. The population in this study is

Tahle 1.

to conbinue the test to hypothesis test
Then to test the hypothesis this research

Descriptive Statistical Analysis of Each Variable
Descriptive Statistics

N Minimum | Waximum Mecn Std. Devigtion
ACZ 16 B ANET 1,194
AR B 3 iz 1270 7,413
ACIND Gl 30 1.00 .A99g J1524
ROA, (%) BE 02 1360 21098 2,96714
Walid M {list wisa) GG

tSeurce: processed data by SFSS 2020

the sharia general banking in Indonesia.
The sampling here is confined to specific
types of people wha can lay out the fit
information, either because they are the
only pnes who have it, ar they conform ta
some criteria set by the researcher, This
type of sampling 5 called purposive
sarmpling desipn. These are the criterias
are determined by the rescarcher to use:
1. Sharia General Banking
Companies in Indonesia pericd 2014-
2019,

2. The annual report released no
later than July 1st, 2020.

i The companies are not loss far as
lang as 2014 — 2019,

4. Having and provide the data that
is being studied.

After do purposive sampling this research
pot eleven companies as sample to be
Lested.

This study is using more than one
independent  variables,  and one
dependent variagle. To describe the data
this research is using statistic descriptive
analysis, and wsing classic assumption
tests to know the worthiness of the data

used multiple linear regression analysis
method. Al tests are using SPSS 25
Version and the regression model as
foflow:

Y=o+ X +0X + X +04 +¢

¥ = dependent variable

= constank

tr, by, by, by = coefficient regression

X, = size of the audit committes middle
categony

Ky = size of the audit committee high
categomy

Ay = audit committes meeting frequency
&, = audit committes independence

& =arror

The variables they are had
measured  for  audit  committee  size
measured how mamy the member of an
audit committes in a8 company. The audit
cornmittes member is repulated by KNEG,
that each audit committee must consist
at least three members. The size it
devided by two categories, middle and
high. The size will be on middle category




if the maember consist less than three or
equal to three, Then the size will be on
high categery., when the member i3
consist more than three member,

Audit Committes Size (AL

= Audit Commiities Member

Audit Cornmittee meeting
frequancy, Variable number of audit
commitiee mestings numeral measured,
by the frequency of audit committee
mieetings or meetings in the current year.

Audit foonmitise Maviing Fragrenoy (ACWE)
= Aot flmnii tee Mﬂa—::‘.r’ng;‘i‘umhﬂr o Yeur

Audit committee independence, the
independence of the audit committee is
measured in percentage by dividing the
number of audit committee that s
recognized as an independent party of
the overall number of audit committes
rermbers.

ACIND
Frdependent AC memiber

© The rumber of all AC member
Roturn on Assets, is one aof the
prafitahility ratio ta measure the effective
how management manage the assets.
Eurning After Tax

K04 = = 100%

Totul Axset

RESULT AND DISCUSSION
Descnptive Statistics

Tahle 1. shows the research on &6
data samples from the Sharia General
Banking in Indonesia 2014 — 2013,

The ACZ has 3.92 as mean value and
it is higher than the standard deviation
vidlue about 1,194, it indicated the data as
a pood result and not cause bigsed. The
minimum value here reflected the audit
cammittee member least is 2, it appeared
in the Panin %yariah Bank 2016, and
appeared too in Syarfiah Bukopin Bank,

then the maximum walue for Audit
Committee member is 7.

For  ACMF  {Audit Committee
Meeting Frequency) it has 7.413 as
standard deviation values, it reflocts quite
a good data because the value is lower
than 12.70 a= the mean value. For the
maximum value here iz 37 and it @me
from MTE Syariah Bank in 2015, and the
minimum value is 3 it came from Aceh
syariah Bank data on 2013,

The mean walue of the audit
committee independence has [1L.B599 as it
value, its higher than 015724 ax the
standard  deviation value, This can be
indicated as a guod data result beause it
has a small fuctuation there, this s
because the standard dewation s @
reflection of a very high deviation, which
causes normal data and does not cause
hias. In addition, the minimum wvalue an
ACIND i= 0.30 and the maximum is 1.00.

296714 as the standard dewiation
value s higher than 2.1098 as the mean
value. Sp that it can be indicated as a
poor result for the data, it also has a hig
fluctuation. Because the standard
deviation iz a reflection of a high
deviation, so the soread of data showes
abnormal results and can cause bias. The
miaximum value 15 13.60 it appears in the
Mational Sharia Mational Savings Bank
data on 2019, then the minimum value is
0.02 it appears in Bukopin Syariah Bank
on 2017 ZME, and in Muamalat
Indonesia Bank un 2015 data.

Mormality Test

MNormality test is used to know
whether the data has the normal
distribution or not, it is tested using the
Eolmagorov-Smirnow - method  in SPSS.
Based on the provisions if 8 variable has




an Asymptotic Sigmificance of the data
more than 0.05 then the data can indicate
has a normal distribution. The normality
test data is assisted by using the 5P55 25
system, and can be tabulatod as follows:
Table 2,
Result of Narmality Test
Dne - Sample Kalmogorow - Smirmow Test

Unstandzardized
Fesidual
v B
MNarmal The mean LCOC0C00
Parameters’, b g 0355698
Deviation
[t Extreme Abzolute OBl
Ciffercnoos Fasitive o
Megative -.N5%
Sratistical Test 081
Asymp Sig. [2 wailec) 200, ©

(Source: prooessad data by SP55, 2020)

Based on Kolmogoroy - Smirnoy test
result above it can be zeen the value of
Asymptotic Significance is 0.200 which is
higher than 0.05, if the test results One
Sample  Kaolmogarov-Smirnov - generate
significant value helow 5%, or 0L05, then
the data is not normaly  distributed
{Ghogali, 2016). Then it an be concluded
that the data used in this study has a
riormal distrigution,

Multi-Collinearity Test

To know if an independent variable
has a multi-collinearity, it can be seen VIF
(varance inflaton factor) walue. VIF
{Variance Inflation Factor) is the resut of
the coefflicents table wsed to measure
multi-collinearity oy looking at the value
generated by VIF if the value betweon 1 -
10 does not ocour multi-collinearity
{Ghozali, 2015).

Table 2.

Result of Multi-Collinearity Test
Coefficients®

' Callurcnﬁt@. Statistics
hodel =
olerance WIF
1 | {Constant]
AL middle 113 21111
AT _high 07 9,387
ACMF B0 1,190
ACIND L 1,104

2. Dependent Variable: AKARRD
(Source; processed data by SP35, 2020)

Eazed on the table abowve, it can be
seen that the VIF value by each variable is
lower than 10, VIF of the audit committee
size [ACZ) in the middle category is 8.811
18,811 = 10}, audit committes size (ACE
in high category s 9387 (2387 < 10,
varighle  awdit  committes mesting
frequency (ACMF) has 1.180 as its VIF
value (1190 «<10), and the VIF value of
audit committee independance [ACIND|
variahie is 1.104 and it is less than 10 |
1.104 < 10). 50, it can be concluded that
in this study all the independent variables
are having no  symptoms of  malt
collinearty.

Heteroscedasticity Test

In nrder ta see whether inoa study
there are differences in residual variance
in one observation period to another
chservation period. It can ke said that
homoscedasticity iF a wanant of the
residual chservations lo ather
observations remains that is by looking at
the image pattern on the scatterplot. To
be called a gond regression maode! the
data iz not allowed to have a
heteroscedasticity (Ghoezli, 2016).

Figure 1.
Heteroscedasticity result based on
Scatterplot
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(Source; processed data by SPSS, 20200

Based on seeing the picture above,
we can spe the pattern is spread inoall
areas, the spread of the data points are
rot in the form af & pattern then namrows
and widens again, the points are not
gathered in one area. 5o, it can be
concluded there s no heteroscedasticty
in this vanables of study,

Auta Carrelation Test
One measure in determining the
presence of absence of autocorrelation
problems with the Durbin Watson (DW)
test {Suarweni, 2016). According  to
Danang Suryotn with the following
conditions (Sunyato, 2013]:
1. A positive autocorrelation oocurs if
the DW value is below -2 or DW =-2.
2. Mo autocorrelation ocours if the Dw
walue iz between -2 and +2 or -2 <+2.
3. A nepative autocorrelation occurs if
the DW value is above 2 or DW= 2,

Tahble 4.
Result of Auvtocorrelation Test
Model Summary”
Std. Crror
H Adjustad af the 13urhan-
Wode [ Square F Ggudara Estirnarz Wason
1 AT 184 R 07 593 FOR

(Source: processed data by SPSS, 20200

From the raculte of the zbove tzble
caleulation, Teking into account the Curbin
Watsor value at 0.ADR where the value is smaller

than - and alsa smaller than + 2, (-2 20802 <+2).
Thus it can be concluded that the data in this
stedy cid notmeet the auto correlation test

Multiple Linear Regression Analysis

Tahle 5.
Result of Multiple Linear Repression Analysis
Coefficients”
Unstardardized
Made| Coefficients
B | 5td. Error
1 | |[Constant] - 037 DR3
AC7_micdle OEZ | 056
AL2 high 127 L0587
ACNVF 003 | 001
AN 115 b3

(Sewarce: processed dala by 3035, 2020)

Frum the results of the above
calculation, the multiple linear regressian
analysis eguation obtained is:

Y=—0037 +0.08281_Middie
+0 127K L _High — 000352
+0.LL553

Partially Test (t Test)

The significant [sig.] value an the X1 audit
committec of the mediom category s
0.270. The sig walue is greater than the
probability value of 005, or the value of
0.270=0.05, then H1 i= rejected. Variable
#1 has @ tecum of 1113 with tane= 1,998,
50 touwtliawe CAN De concluded that the
audit committes size variable of the
medium categony has no contribution to ¥
or returmn on assats. This  result s
consistent with the finding of Al — Matari
et al. (Al - Matar, Al = Swidi, & Faddi,
2012) who found that the audit
committes size s not affected to the
company performance measured by ROA
Evidence inlordan (Fraiq & Fadzil, 2018).




Tahkle &,
Result of t Tast

Coefficients”
fodel L] =1
1 | {lonstEnth -&4) | bhb
ALL_rudele 1114 24U
AC?_kizh 226 | .03N0
ACWEF 2231 | .09
ACIND LB3ID | 02

(Aource: [.llrm::-!.-.m-ui. Hata I;u,,l sps f';:-,.?'ﬂi'.l:ﬂl

Seen in the Cosficients model 1
column there is & significance wvalue of
0.030. The significance value is smaller
than the orobability value of 0,05, or the
value of 0.030=0.05, then H; is accepted.
Variable X1 {from the high category) has a
towre Of 2,216 with a table = 1.998. So
Levwra 2 Lenpi- AN e concluded that the H. is
suppurted. This suggests that the AC size
affect the firms' performances and it is
supported the finding of Bawer et al
{Bauer, Eichholtz, & Kok, 200%) whao
found aut alsa  significant  pesitive
refationship between Audit Committee
size and firm accomplishment measured
by Tobins QA of the U3 companies
evidence |(Bauer, Eichhaoltz, & Kok, 2009)
as well as finding of Reddy et al. (2010)
who come acrass this relationshio in New
Zealand (Reddy, Locke, & Scrimgeaour,
2010), and in Zabojnikowa (2016) who
found that audit committee members
had a positive effect on company
perfarmance (£abojnikovag, 201a).
Although the size of the audit committes
of thic high ecategory affects  the
perfarmance of the corporation, it does
not mean that the company must arrange
as many members of the audit committes

as possitle, this must be adjusted bo the
needs of the company itself, as said by
lensen (1%93) and Llpton and Lorsch
11932) in Hermalin, "Board composition
notwithstanding, suggests  that  large
boards can be less offoctive than small
boards. The idea 1= that when boards
become too big, apency problems [such
as director Free-riding| increasze  within
the board and the board becomes more
symbolic and less a part of the
management  process (Hermalin &
Weishach, 2003).

The sipnificance value s 0.029 for
the audit committee meeting frequency
IACMEF) wariable, The significance value is
smaller than the probability value of 0.05,
or the value of 0.025<005, then Hz is
accepted. Variable X2 (ACMF) has a tear
of 2231 with trape = 1.998. 50 teoynr = trase
lead to the conclusion that the X2
variable, namely audit committee
meeting frequency has a contribution to ¥
or Return On Assets [ROA) A negative t
value indicates that the audit committee
meeting frequency wvariable has  the
opposite relationship to Return on Assets.
S0 it can be concluded that the Hy is not
supported.  This is parallel with  the
findings  of research carmed out by
Sthombing and Laksito who found that
audit committes  mecting  frequency
negatively affected management profit
(5ihombing #& Laksito, 2017). This was
also found in research conducted by Hsu
and Petchsakulwone in public non-life
insurance corporatians in Thailand (Hsu &
Petcrsakulwong, 20100,

Audit committee indegendance has
a significant value of 0.720. The sig value
is greater than the probability value of
0.05, ar the value of 0.720 = 0.05, then H,
i rejected and Ho s accepted. This




variable has toun which is LE30 with ¢
table = 1998 S0 foae < Lgwe tan be
concluded that the audit committes
independence variable has gle)
contribution to ¥ or return on asscts. 5o
this indicated than the Ha is rejected. In
other  words, in thes  stady  the
independence of the audit committee has
no influence on return on assets. This is in
ling with research conducted oy Adiati
and Adiwibowo, which found that the
independence of the audit committee did
not affect the performance of banking
companies  in Indonesia  (Adiati &
Adiwibown, 2017). The same results ware
also fuund in Syaligurrahman,
Andiarsyah, and Suciningsib's research
which also found that the independence
of the audit committee did not have an
influence on company performance as
measured by Return  on Assets
{Swafigurrahiman, Andiarsyah, &
Suamingsih, 2004,

Simultaneouslhy Test (t Tast)

Table 7,
Result of F Test
ANOVA?
Sumaf kiean
Pocel Sgquares | df Square i

Frpracsiio LT 1 e | 5337 0TA°
|Besidual | .3%7) A KK | |
Total A28 | 55

(Source: processed data by SPSS, 20200

From the lable, the F,o,0 valoe of 3337 &
obtained  with  the probability  wvalue
(significance) = 0L016. Fae (3.337)2Fgae
(2.76), and the significance wvalue s
smaller than the probability value 0.05 or
the wvalue 0.01C = 005 then Hs is
accepted, meaning that simultansously
the audit committee  size, audit
comimittee meeting frequency, and audit

committes  independence have  a
sipnificant effect on return on assets, This
result is in line with research conductzd
by Mural Rifa Yuliani in 2018, where in his
rescarch it was  found  that  the
characteristice of the audit committoe
together simultaneously influenced the
financial perfarmance of gharmaceuticl
companies listed on the Indonesia Stock
Exchange in 2012-201% {Yuliani, 2018),

COMCLUSION

The size of the audit committee has
a sipnificant effect  on company
performance. The  results of  the
regrassion calculations for the medium
audit committee are not significant, while
the results of the regression calculations
for the high audit committes variables
are influential and significant. This means
by the test of the stady can drawn an
implication that the greater size of the
audit committee can  improve  the
performance of the audit committes in an
effective oversight function in
raintaining company performance.

The number of audit committee
meetings in this study has a negative
effect an retarn on assets, this means
that if the number af meetings increases,
the amourt of roturn on assets will
decrease. The result suggest that the
effectivencsss of an  audit committee
decreases with overlnaded agendas and
activities an compliance, lowering a firm's
efficiency, and it might have animpact on
the company's financial performance.

The independence of the audit
committee does not affect the return on
assets, the structure of the independent
audit committee composition does not
affect the performance of the banking
company.  Company  performance as
measured by ROA or return on assets




cannot be controlled by how the audit
committee structure. An audit committes
consisting of independent or non
independent  individuals does  not
determine the performance of a banking
comgany.

Audit Committee  Size,  Audit
Committee Meeting Frequency and Audit
Committee Independence are
simultaneously influence the company
pe-'fn:rmanc-e on returm On 3assets
measurement in a very small way, only
affected az much as 183%.

Based on this research the company
i= expected bt pay more attention to
azpects - aspects that can support return
on assets, company manggement should
improve the performance of the audit
comimittee in maximizing the rate of
return on assets. This study found that
the number of audit committee members
has a positive effect on return on assets,
0 companies should be wisaer in farming
an audit committee. But this study did
not find A positive offect on the number
of audit committes mestings,
management needs to pay attention to
these factors and more reconsider the

decision to hold @ meeting, s0 as Lo
create work efficiency of the audit
committez.  Independent  or  not
independent should the audit committee
member  be  selected and  selected,
alfthough it cannot be controlled by the
independence of an aodit committee
mermbier.

For  readers  and
hopefully this research adds a new
perspective to a study  about  the
influence of the audit committee on
company performance, but rescarchors
are aware, this research stll has many
shortcomings,  Further researchers are

resEdrrners,

advised to add an independent variable,
namely the espertise of the auadit
vommittee. This variable is an assessment
of the background of an audit committes.
It is also advizable to widen the research
by examining more company sectors and
not  focusing  only  on company
performance as the dependent variable.
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