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Abstract:  The failures of several global companies caused by alleged financial
statements fraud has created the awareness for the need of producing a quality
of corporate financial reporting. Thus, the failures of several global companies
reinforce the view that there is a critical need to improve the quality and
reliability of the corporate financial systems through corporate governance in
developed and emerging countries. This study aims to examine the
characteristics of the audit committee and women on board on firm
performance of manufacturing companies in Indonesia from 2019 — 2021. In
order to investigate characteristics of the audit committee and women on board
on firm performance of manufacturing companies in Indonesia, the dependent
variable is firm performance (ROA, ROE, and Tobin’s Q). The independent
variables in this research are audit committee characteristics (ACC), and
women on board (WOMEN). Last, the moderating variables is family
ownership (FAMILY). The result show that there is positive effect of ACC
and WOMEN on firm performance. In addition, this result indicates that audit
committee characteristic in family and non-family firm its different. This
research is to provide further enrichment related to the problem of
inconsistency in the relationship between audit committee characteristics and
firm performance, especially there are not many such research in emerging
countries such as Indonesia, especially regarding to the existence of strong
family ownership in Indonesia companies.
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1. Introduction

Over the past two decades, the quality of financial reporting has become a major concern by
regulators due to a series of audit failures in various countries. This led undermined
investors’ confidence in the quality and reliability of the corporate financial systems
(Abdullah et al., 2008). The failures of several global companies, such as Xerox, Enron
Corporation, WorldCom, Tyco International, and Parmalat Italy caused by alleged financial
statements fraud has created the awareness for the need of producing a quality of corporate
financial reporting. Thus, the failures of several global companies reinforce the view that
there is a critical need to improve the quality and reliability of the corporate financial systems
through corporate governance in developed and emerging countries.
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In recent years, financial scandals in Asian countries, such as Satyam in India, Citic
Pacific in China, SK Networks in South Korea, and Jiwasraya in Indonesia are perfect
examples of corporate governance failures. Al-ahdal & Hashim (2021) argue that weaknesses
in corporate governance practices such as substandard external audits and ineffective audit
committees are part of the major responsibility for the failures of several companies.

Financial Reporting Council (FRC) data related to Audit Quality Inspection (AQI) for
the 2020/2021 shows that 29% of audits conducted by Big Seven Public Accountants (BDO,
Delloitte, EY, Grant Thornton, Mazars, PwC, and KPMG) require improvement, and 71%
have met the standard (FRC, 2021). The results of the 2020/2021 are better than the
2019/2020 where 33% of audits conducted by the Big Fours require improvement. CEO of
Financial Reporting Council, Sir Jon Thompson emphasized that a quality audit is critical to
maintaining trust and confidence in financial markets.

Several countries have attempted to prevent this unintended failure by enacting corporate
governance-oriented laws aimed at improving corporate disclosures, procedures and practices
(Chhaochharia & Laeven, 2009). This is because the company's failure has affected
stakeholder confidence in the quality and reliability of financial statements.

Due to some corporate collapses (Xerox, Enron Corporation, WorldCom, Tyco
International, and Parmalat Italy), the demand of effective internal audit committee got
momentum. It, consequently, reflected in the Sarbanes-Oxley Act by the US Securities and
Exchange Commission (Bédard & Gendron, 2010). This regulation requires that audit
committee must be comprise at least one who has financial literacy and entirely composed of
independent directors (Aldamen et al., 2012). However, many emerging economies adopted
the US regulations, such as Indonesia.

The Indonesian Government adopted the regulation for companies listed on the
Indonesia Stock Exchange with the Regulation of Financial Services Authority Number
55/POJK.04/2015 regarding to Guidelines for the Implementation of the Audit Committee. In
this regulation, the audit committee consists of at least 3 (three) members who come from
independent commissioners and from outside the companies. In addition, the composition of
the Audit Committee is required to have at least 1 (one) member with educational
background and expertise in accounting and finance.

Previous research has identified several factors related to the audit committee, there are
independence, board size, and other characteristics of the board of directors and audit
committee on firm performance and firm value (Aldamen et al., 2012; Chen & Li, 2013;
Klein, 1998). Nelson & Devi (2013) argue that as a primary corporate governance indicator,
the audit committee enhances the quality of earnings through ensuring internal control and
the credibility of financial reporting. It ultimately ensures quality reporting, which reduces
the information asymmetries among stakeholders. The quality of financial reporting will
attract investors to the companies and thus stimulates to capture profitable investments and
maximize wealth of firm (Meah et al., 2021).

The higher levels of independence and expertise of corporate board and audit committee
increase (Chan & Li, 2008). Furthermore, the level of independence of audit committee can
be associated with the improvement in monitoring of financial reporting process (Bronson et
al., 2009). Moreover, several previous studies have shown that smaller audit committee is
associated with the higher financial reporting quality (Abbott et al., 2002; Klein, 2002).

Following the recent corporate scandal in many developed and emerging countries have
directed more attention to corporate governance mechanism, especially to the importance of
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board directors in term of their role and diversity (Almarayeh, 2021). Board director
attributes such as gender diversity, women in board, and compensation are attributes that are
in high demand in recent times, either among academics or regulators, and government.
Various countries have begun to require a minimum quota of women representation on
corporate boards such as Norway, Spain, France, and Netherland (eg. Mateos de Cabo et al.,
2012; Reguera-Alvarado et al., 2017; Seierstad & Huse, 2017). In addition, several recent
studies have begun to focus on whether women in board enhances board effectiveness and
consequently has impact on firm performance (Gordini & Rancati, 2017; Masulis et al., 2012;
Mensi-Klarbach, 2014; Ntim, 2015).

Previous studies has shown that female managers are more conscientious than male
managers when it comes to making major decision within the companies (Huang & Kisgen,
2013; Levi et al., 2014; Moreno-Gomez & Calleja-Blanco, 2018). According to Adams &
Ferreira (2009), female managers are more diligent in monitoring and demanding more audit
efforts than male managers. Furthermore. women in boards could also partially offset weak
corporate governance, and it may generate more economic gains (Gordini & Rancati, 2017;
Pucheta-Martinez & Gallego-Alvarez, 2020). Furthermore, previous research has begun to
emphasize the benefit of women in corporate boards (Harris et al., 2019; Srinidhi et al.,
2011).

Numerous theories from different fields have presented insight into the economic
benefits of female participation and board such as the agency theory (Fama & Jensen, 1983;
Jensen & Meckling, 1976), resource dependence theory (Reguera-Alvarado et al., 2017), and
stakeholder theory (Freeman, 2010). Moreover, previous studies argues that there is no
specific theory can explain the economic benefits of women participation on corporate
governance (Cabrera-Fernandez et al. 2016). Kanter (1977) has different views, token status
theory claimed that in a family business and a patriarchal society, female managers are
considered merely as a token and, consequently, their influence on firm performance is not
significant. This is reinforced by several previous studies, the appointment of women in
board in family businesses is chosen based on family ties and not business expertise, so that
the existence of female councils does not have a significant effect in several countries such as
Italy, Indonesia, Spain, France, and Switzerland (Bianco et al., 2015; Darmadi, 2013; Martin-
Ugedo & Minguez-Vera, 2014; Nekhili & Gatfaoui, 2013; Ruigrok et al., 2007).

In an attempt to address this issue, numerous researchers in recent years have examined
the effect of audit committee characteristics and women on boards on firm performance.
However, the empirical evidence in the previous research is inconclusive and most of the
research focus on firms in the developed countries (Almarayeh, 2021; Meah et al., 2021).
Thus, there are not many such research in emerging countries such as Indonesia, especially
regarding to the existence of strong family ownership in Indonesia companies.

This study aims to examine the characteristics of the audit committee and women on
board on firm performance of manufacturing companies in Indonesia. Furthermore, this study
also pays attention to the factor of family ownership. This is because family ownership in
Indonesia is common and it is an important factor that can contribute to company
performance (Musallam et al., 2018).

Theoretical Framework and Hypothesis Development
In recent years, numerous capital market regulators and academics have begun to realize
the importance of audit committees (Al-ahdal & Hashim, 2021). The audit committee's
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responsibility is to oversee the quality and reliability of the corporate financial reporting
(Almagtari et al., 2021; Safari Gerayli et al., 2021). Agency theory proposed how corporate
governance mechanism can reduce agency costs (Eisenhardt, 1989).

Agency theory has been widely used in various research fields, for example in
accounting, economics (Spence & Zeckhauser, 1978), finance (Basu et al., 1985), and
organizational behavior (Eisenhardt, 1989; Kosnik, 1987). Agency theory is a theory derived
from positive accounting theory, which conceptually explains and predicts the behavior of the
agents and principals in the companies (Jensen & Meckling, 1976). The relationship between
agents and principals in the companies is called the agency relationship. Jensen & Meckling
(1976) as the first to conduct a theoretical exposition of agency theory define agency relations
as follows:

“We define an agency relationship as a contract under which one or more persons
(the principal(s)) engage another person (the agent) to perform some service on
their behalf which involves delegating some decisionmaking authority to the agent.
If both parties to the relationship are utility maximizers, there is good reason to
believe that the agent will not always act in the best interests of the principal.”

One of the way to suppress opportunistic managerial behavior is through a corporate
governance mechanism. Fama & Jensen (1983) illustrates how efficient capital markets and
boards can play an important role in suppressing managerial opportunism. The existence of
an audit committee and board plays an important role in corporate governance by limiting
management's opportunistic behavior (Sultana, 2015). Management's opportunistic behavior
can be suppressed through comprehensive oversight of financial reporting, audit processes,
monitoring of internal control mechanisms and risk management practices (Al-Mamun et al.,
2014; Al-Okaily & Naueihed, 2019; Rahman et al., 2019). Meanwhile, Al-ahdal & Hashim
(2021) argue that the audit committee is the most important corporate governance tool to
minimize manager errors, unlawful acts, improve financial performance and increase the
reliability of financial reporting. Therefore, this study attempts to bridge the research gap
through evaluating the importance of the role of audit committee characteristics and the role
of women in board on firm performance.

A number of previous studies (eg. Aldamen et al., 2012; Al-Okaily & Naueihed, 2019;
Chen & Li, 2013) link audit characteristics and firm performance. The effectiveness of the
audit committee was found to have a significant impact on financial reporting quality, internal
audit quality and external audit quality. In addition, the presence of more effective audit
committee management is more likely to make better financial decisions (Velte, 2017). Dao et
al. (2013) argue that companies in the United States with higher audit committee experience
have a negative impact on the cost of equity capital, which in turn increases the operational
efficiency and profitability of the company. Furthermore, Chen & Li (2013), who argue that
the voluntary adoption of strict audit committee requirements in which all members are
independent and have financial expertise has an effect on efficiency and better operational
performance.

Previous research has shown that various attributes related to the audit committee affect
the company's performance. This is because an effective audit committee is able to improve
internal control by reducing agency costs (Naimah & Mukti, 2019). This is in line with the
point of view of resource dependence theory which shows that companies can achieve better
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performance when the size of the audit committee is larger. Audit committees can be
leveraged in terms of expertise and diverse experience to improve oversight and benefit
shareholders and other stakeholders (Mohd Saleh et al., 2007; Pearce Il & Zahra, 1992).

Therefore, based on previous research, the proposed hypothesis regarding the relationship
between the characteristics of the audit committee and company performance in family and
non-family companies is as follows:

H1 : Audit Committee Characteristics has effect on firm performance
Hla : Audit Committee Characteristics has effect on ROA

Hlb : Audit Committee Characteristics has effect on ROE

Hlc : Audit Committee Characteristics has effect on Tobin’s Q

Previous research has shown that audit committees are less effective in family-controlled
firms because members have to remain loyal to family members to develop informal personal
relationships with them to ensure their re-appointment in the future (Al-Okaily & Naueihed,
2019). Because members of the audit committee in family companies cannot oppose and
therefore must remain loyal to the controlling family members who employ them.

H2 : The effect of audit committee size on firm performance will be
significantly different between family and non-family firms.

Previous research has shown that female managers are more conscientious than male
managers when it comes to making major decisions within the company (Huang & Kisgen,
2013; Levi et al., 2014; Moreno-Goémez & Calleja-Blanco, 2018).Adams & Ferreira (2009)
shows that female managers are more diligent in monitoring and demanding more audit
efforts than male managers. Various studies have shown that, gender diversity in the
composition of the board can compensate for weak corporate governance and can generate
more economic benefits (Gordini & Rancati, 2017; Pucheta-Martinez & Gallego-Alvarez,
2020).

Furthermore, previous research has begun to emphasize the benefits of gender diversity
on corporate boards (Harris et al., 2019; Srinidhi et al., 2011). The level of gender diversity in
corporate boards makes discussions on boards livelier and more interactive and sometimes
male colleagues’ productivity when women are in charge of a job (Muttakin et al., 2012).

Therefore, based on previous research, the proposed hypothesis regarding the
relationship between women on boards and firm performance is as follows:

H3 : Women on Boards has effect on firm performance
H3a : Women on Boards has effect on ROA

H3b : Women on Boards has effect on ROE

H3c : Women on Boards has effect on Tobin’s Q

Theoretically, many theories from various fields have presented various arguments about
the economic benefits of women's participation in boards such as agency theory (Fama &
Jensen, 1983; Jensen & Meckling, 1976), resource dependence theory (Reguera-Alvarado et
al., 2017) and stakeholder theory (Freeman, 2010). Nonetheless, Cabrera-Fernandez et al.
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(2016) stated that there is no specific theory that can explain the economic benefits of
women's participation on corporate boards.

Kanter (1977) has different views, token status theory claimed that in a family-
concentrated business and a patriarchal society, woman managers are considered merely as a
token and, consequently, their influence on firm performance is insignificant. This is
reinforced by several previous studies, the appointment of women in board in family
businesses is chosen based on family ties and not business expertise, so that the existence of
female councils does not have a significant effect in several countries such as ltaly,
Indonesia, Spain, France, and Switzerland (Bianco et al., 2015; Darmadi, 2013; Martin-
Ugedo & Minguez-Vera, 2014; Nekhili & Gatfaoui, 2013; Ruigrok et al., 2007).

Therefore, based on previous research, the proposed hypothesis regarding the
relationship between women on boards and firm performance in family and non-family
companies is as follows:

H4 : The effect of women on board on firm performance will be
significantly different between family and non-family firms.

2. Research Methodology
This research aims to examine the characteristics of the audit committee and women on board
on firm performance of manufacturing companies in Indonesia. Furthermore, this study also
pays attention to the factor of family ownership. This is because family ownership in
Indonesia is common and it is an important factor that can contribute to company
performance (Musallam et al., 2018).
The sampling technique used was purposive sampling with the criteria of companies

that published complete. Based on these criteria, the number of samples obtained is 154
manufacturing companies (462 observations).
Variable Measurement & Statistical Model

In order to investigate characteristics of the audit committee and women on board on
firm performance of manufacturing companies in Indonesia, the dependent variable is firm
performance (ROA, ROE, and Tobin’s Q). The independent variables in this research are
audit committee characteristics (ACC), and women on board (WOMEN). Audit committee
characteristic measurement is adopted from Al-ahdal & Hashim (2021). Last, the moderating
variables is family ownership (FAMILY). Table 1 shows the measurement of variables.

Table 1. Variable Measurement

Variable Measurement
NET INCOME
ROA ROA= — "
TOTAL ASSET
ROE ROE = NET INCOME
" TOTAL EQUITY
MARKET VALUE

Tobin’ =
obin's Q- TOBINSQ TOTAL ASSETS
ACC 1. The firm has constituted an AC
2. The audit committee consists entirely of board of commissioners
3. Asaminimum, 2/3 (two-thirds) of the members of the AC must be independent
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Variable Measurement

directors
4. An independent commissioners must chair the audit committee

5. The audit committee must include 1 (one) member who have knowledge,
expertise and experience in accounting
6. Asaminimum, the AC must have 4 (three) members

7. The chair of the audit committee must be present at the Annual General
Meeting
8. The AC must have a written charter document or terms of reference
9. The AC must meet 2 (two) times or more within a 1-year period
10. A minimum attendance of 75% is compulsory for all members at board
meetings
WOMEN If in the boards have women, then this study assigns 1, otherwise 0 for all non-
women in board
FAMILY If the firm is family firm, then this study assigns 1, otherwise 0 for all non-family

firms.
LEV The ratio of total long-term debts to total assets
FIRM SIZE LN Total Assets
LIQ Current Assets / Current Liability

Using 462 data observations of 154 Indonesia manufacturing companies for the period from
2019 to 2021. Multiple Regression Analysis and Moderated Regression Analysis is used to
investigates the effects of characteristics of the audit committee and women on board on firm
performance. The following regression model is:

FP = a+ B,ACC + B,WOMEN + B,FAMILY + BsLEV + B¢SIZE (1)
+ B,LIQ + ¢
FP = a+ B,ACC + B, WOMEN + B3FAMILY + B,ACC )
* FAMILY + BsWOMEN « FAMILY + B4,LEV + B-SIZE
+ BgLIQ + ¢
3. Result

Table 2 summarizes the descriptive statistics of dependent, independent and control variables
for full sample year.

Table 2. Descriptive Statistics

Mean Median Maximum Minimum Std. Dev.

n= 452

ROA 0.129 0.088 2.870 0.001 0.206
ROE 0.239 0.169 2.574 0.000 0.281
TOBINS 2.030 1.096 63.917 0.067 4.497
ACC 0.621 0.600 0.800 0.500 0.060
WOMEN 0.563 1.000 1.000 0.000 0.497
FAMILY 0.864 1.000 1.000 0.000 0.344
SIZE 28.441 28.240 33.537 23.633 1.648
LEV 0.504 0.452 5.168 0.000 0.488
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ROA = Return on Assets; ROE = Return on Equity Assets, TOBINS = Tobin'Q; ACC = Audit
Committee Characteristics, WOMEN = Women on Board; FAMILY = Family Ownership; SIZE =
Firm Size; LEV = Leverage

Table 3. Multiple Regression Analysis

ROA Model ROE Model Tobins Q Model
Variable Coefficient | t-Statistic Sig. Coefficient t-Statistic Sig. | Coefficient | t-Statistic Sig.
Constant -1.072 -6.768 0.000 -1.279 -6.766 0.000 -1.187 -0.235 0.815
ACC 2.051 15.174 0.000*=* 2.487 13.883 0.000**= 10.674 1.948 0.052**
WOMEN 1.758 2.637 0.045%* 1.984 3.194 0.032** 0.784 0.992 0.127
FAMILY 1127 2156 0.017** 1.027 3.056 0.029** 1508 2330 0.021**
ACC*FAMILY 0.034 0.842 0.400 1.296 1.579 0.015** 1.376 2.296 0.022**
WOMEN*FAMILY | 0.011 0617 0.538 0.008 0.286 0.775 -0.280 -0.270 0.787
SIZE -0.004 -0.778 0.437 0.001 0.159 0.874 -0.170 -1.159 0.248
LEV 0.000 -0.008 0.993 0.016 0.875 0.382 -0.217 -0.441 0.660
Adjusted R-squared | 0.359 0.313 0.241
F-statistic 37.852 29.537 1.914
Prob(F-statistic) 0.000 0.000 0.000
Note
**% significant at the 0.01 level; ** significant at the 0.05 level. * significant at the 0.1 level
ROA =Retum on Assets; ROE = Return on Equity Assets, TOBINS = Tobin'Q; ACC = Audit Committee Characteristics, WOMEN = Women on Board:
FAMILY = Family Ownership; SIZE = Firm Size; LEV = Leverage

Previous research has shown that various attributes related to the audit committee affect
the company's performance. This is because an effective audit committee is able to improve
internal control by reducing agency costs (Naimah & Mukti, 2019). Table 3 present that ACC
has positive effect on FP in all model (H1 supported). This result is consistent with previous
studies that audit committee was found to have a significant impact on financial reporting
quality, internal audit quality and external audit quality. This is consistent with the point of
view of resource dependence theory which shows that companies can achieve better
performance when the size of the audit committee is larger. Audit committees can be
leveraged in terms of expertise and diverse experience to improve oversight and benefit
shareholders and other stakeholders (Mohd Saleh et al., 2007; Pearce Il & Zahra, 1992). This
result is different with several previous research that found the association audit committee
characteristics and firm performance and found a positive association between audit
committee size, audit committee independence and firm performance, but the associations
were not significant (Al-ahdal & Hashim, 2021; Al-Matari, 2013).

FAMILY has significant positive impact on firm performance in all model. It indicates
that positive impact of family ownership on the firm performance of listed manufacturing
firm of Indonesia. This result is consistent with previous research that found that family
ownership have significant effect on ACC (Al-Okaily & Naueihed, 2019; Meah et al., 2021).
In addition, table 2 show that ACC*FAMILY has significant effect on ROE and Tobin’s Q, it
indicates that ACC in family and non-family firm its different (H2 supported). This result
indicate that the performance of family ownership will increase with the increased level of
ACC.

Previous research has shown that female managers are more conscientious than male
managers when it comes to making major decisions within the company (Huang & Kisgen,
2013; Levi et al., 2014; Moreno-Gomez & Calleja-Blanco, 2018). Table 3 present that there
is assosication between WOMEN and FP in ROA and ROE Model (H3 supported). This
result is consistent with previous research. The level of gender diversity in corporate boards
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makes discussions on boards livelier and more interactive and sometimes male colleagues’
productivity when women are in charge of a job (Muttakin et al., 2012). In addition, table 3
show that ACC*WOMEN has insignificant effect on ROE and Tobin’s Q, it indicate that
ACC in family and non-family firm it’s not different (H4 not supported).

4. Conclusions

This research aims to examine the characteristics of the audit committee and women on board
on firm performance of manufacturing companies in Indonesia. Furthermore, this study also
pays attention to the factor of family ownership. This is because family ownership in
Indonesia is common and it is an important factor that can contribute to company
performance (Musallam et al., 2018). The sampling technique used was purposive sampling
with the criteria of companies that published complete. Based on these criteria, the number of
samples obtained is 154 manufacturing companies (462 observations).

This result is consistent with previous studies that audit committee was found to have a
significant impact on financial reporting quality, internal audit quality and external audit
quality. This result is different with several previous research that found the association audit
committee characteristics and firm performance and found a positive association between
audit committee size, audit committee independence and firm performance, but the
associations were not significant (Al-ahdal & Hashim, 2021; Al-Matari, 2013).

In addition, table 2 show that ACC*FAMILY has significant effect on ROE and Tobin’s
Q, it indicates that ACC in family and non-family firm its different. This result indicate that
the performance of family ownership will increase with the increased level of ACC.

Previous research has shown that female managers are more conscientious than male
managers when it comes to making major decisions within the company (Huang & Kisgen,
2013; Levi et al., 2014; Moreno-Goémez & Calleja-Blanco, 2018). This result is consistent
with previous research. The level of gender diversity in corporate boards makes discussions
on boards livelier and more interactive and sometimes male colleagues’ productivity when
women are in charge of a job (Muttakin et al., 2012). In addition, this result show that
ACC*WOMEN has insignificant effect on ROE and Tobin’s Q, it indicates that ACC in
family and non-family firm it’s not different.

This research is to provide further enrichment related to the problem of inconsistency in
the relationship between audit committee characteristics and firm performance, especially
there are not many such research in emerging countries such as Indonesia, especially
regarding to the existence of strong family ownership in Indonesia companies.

This study used audit committee characteristics from (Al-ahdal & Hashim, 2021).
Further research can use other audit committee characteristics such as expertise, audit
committee size, frequency of meeting to examine the relationship between audit committee
characteristics and firm performance.
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