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Abstract: Financial performance is a view of a capable
economic outcome achieved by the company at a certain time
through activities company. Financial problems are one of the
most vital problems for companies in business development in all
companies. The company's ability to generate profitsis the key to
the company's success to be said to have good company
performance. This study explains the phenomena of the quality of
financial reporting and good corporate governance mechanisms,
namely the composition of the independent board of
commissioners. The total population of big cap companiesis fifty
companies and those who meet the criteria for the sample are
thirty-two companies. This type of research is causal research.
The method of analysisin this study uses path analysisto examine
the causal relationships between exogenous and endogenous
variables. The results showed that the composition of the
independent commission's board of influence on financial
statements.

Keywords: Proportion of Independent Commissioners, Audit
Committees, Financial Performance

I. INTRODUCTION

The company has the main goa of maximizing the
company's financia performance or maximizing shareholder
wedth (vaue maximization or stockholder wealth
maximization). To achieve this goal, shareholders submit
management of the company to professionals called
managers. The appointment of managers by shareholders to
manage the company in reality often faces problems because
the company's goals clash with the manager's personal goals.
With the authority they have, managers can act in their own
favor and sacrifice the interests of shareholders. This may
occur dueto differencesin information held by the two. Some
widely known cases of accounting reporting scandalsinclude
Enron, Merck, World Com and the magjority of other
companies in the United States (Cornett et.al 2006). Some
cases such as cases that occurred in Indonesia, such as PT.
Lippo Thk and PT. Kimia Farma Thk also involves financia
reporting (financial reporting) which originated from
manipulation (Boediono, 2005). Some cases that occurred in
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Indonesia, such as PT. Lippo Thk and PT. Kimia Farma Tbk
is overstated, namely an inflation of annual net profit of Rp.
32,668 hillion (financial statements which should have been
Rp. 99.594 billion written Rp. 132 billion) involving Public
Accounting Firms (KAP) who are the company's auditors
(Tjager et a., 2003). In this case there was a violation of the
principles of accurate disclosure and transparency, which
consequently was very detrimental to investors, because
overstated earnings had been used as the basis of transactions
by investors for business involving financial reporting that
began from being detected by manipulation (Gideon, 2005).
This phenomenon shows that the occurrence of financial
scandals is the failure of financial statements to meet the
information needs of report users. One reason for the scandal
was the lack of supervision by independent commissioners,
audit committees and outside supervision by institutional
investors. Evidence shows the weak oversight of independent
boards of commissioners, audit committees and outside
investors leads to deficiencies in decision making in
companies and corporate actions (Alijoyo and Zaini, 2004).
The company will likely use accounting information to assess
manager's performance. Another possibility is that
accounting information is used in conjunction with
non-accounting information to assess the manager's
performance. The manager's performance is manifested in
various activities achieving the company's goals. And
because each activity requires resources, management
performance will be reflected in the use of resources to
achieve company goals. Besides that accounting information
is an objective basis and not subjective as a basis for
evaluating manager performance. In relation to performance,
financial statements are often used as a basis for evaluating
company performance. Measurement of the company's
financial performance is needed to determine success in
achieving company goals, namely maximizing shareholder
value. Financial statements (financial statements) are the
main tool for companies to convey company information
about the responsibilities of management (Schipper and
Vincent, 2003). Submission of information through the
financial statements needs to be done to meet the needs of
external and internal parties who lack the authority to obtain
the information they need from direct sources of the
company. Financia statements are one source of information
that must be formally published as a means of management's
accountability towards the management of owner's resources.
Financial statements prepared by companies are recognized
by investors, creditors, suppliers, labor organizations, stock
exchanges and financial analysts as important sources of
information about the existence of the company's economic
resources that are expected to be useful for decision making,
and this information is also expected to be a guideline for
shareholders and potentia
investors to determine their
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investment interests in the issuer's shares.

Onetype of financial statement that measures the success of a
company's operations for a certain period is the income
statement. Profit is used as atool to measure the performance
of company management during a certain period which is
generally aconcern of certain parties, especially in estimating
the performance of management's responsibility in managing
the resources entrusted to them. Profit is a major element in
financia statements and is very important for those who use
it because it has predictive value. Earnings information is
used to assess potential changes in economic resources that
may be returned in the future, generate cash flow from
existing resources, and to formulate considerations about the
effectiveness of the company in utilizing additional
resources. For shareholders and / or investors, profit means
an increase in the economic value (wealth) that will be
received through dividends. Profit is also used as a tool to
measure the performance of company management during a
certain period which is generally of particular interest to
certain parties, especialy in assessing the performance of
management's responsibility in managing the resources
entrusted to them, and can be used to estimate the company's
prospects in the future. the profit figures generated in the
income statement are often influenced by the accounting
method used, so high profits may not necessarily reflect large
cash flows.

However, the profit figures generated in the income

statement are often influenced by the accounting methods
used, so high profits may not necessarily reflect large cash
flows. In this case cash flow has more value to guarantee the
company's performance in the future. Cash flow shows the
results of operations for which funds have been received by
the company and are burdened with cash expenses that have
actualy been incurred by the company (Pradhono, 2004).
Cash Flow Return on Assets (CFROA) is a measurement of
company performance that shows the ability of company
assets to generate operating profit. CFROA is more focused
on measuring the company's current performance and
CFROA is not bound by stock prices (Cornett et al, 2006).
In order to produce quality financial reports within a
company, internal control and external control are needed,
which include: First, through ownership of shares by
ingtitutional investors, those who can monitor agents with
large holdings, so that managers motivation to manage
earnings is reduced. Institutional ownership is the ownership
of shares of companies which are majority owned by
institutions or ingtitutions (insurance companies, banks,
investment companies, asset management and ownership of
other institutions). Ingtitutional ownership is the largest
shareholder so it is ameans to monitor management so that it
can produce quality financia reports. (Djakman and
Machmud, 2008).

Ingtitutional ownershipisusually majority, so thisgroup can
monitor the manager's performance optimally. As a result,
managers relatively limit their share ownership, whereas low
institutional ownership causes the control mechanism of
external parties to be weak so that managers are more free to
take decisions or are involved in share ownership. The
existence of ownership by ingtitutional investors such as
insurance companies, banks, investment companies, and
ownership of other ingtitutions will encourage increased
optimal oversight of management performance, because
share ownership represents a source of power that can be
used to support or vice versa on the existence of management.
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Faisal (2005) indicates that institutional ownership has not
been effective as atool to monitor management in increasing
company value. This is contrary to the results of Cornett et.
Al (2006). Second, through the role of monitoring by the
board of directors (board of directors) that the higher the
representation of the board in the manager's involvement in
earnings management will be lower. The influence of the size
of the board of commissioners on company performance has
mixed results. The large number of personnel on the board of
commissioners can result in poor performance of the
company (Yermack 1996, Eisenberg, Sundgren, and Wells
1998, and Jensen 1993). Several other researchers found that
the high proportion of the outside board was positively
related to company performance (Y ermack, 1996; Daily &
Dalton, 1993), not a factor of company performance (Kesner
& Johnson, 1990) and negatively related to performance
(Baysinger, Kosnik & Truck , 1991; Goodstein & Boeker,
1991). Third, through the role of the audit committee
responsible for overseeing financia statements, overseeing
external audits and observing the internal control system so
that it can reduce the opportunistic nature of management that
performs earnings management by overseeing financial

statements.

II. THEORETICAL FRAMEWORK

The results of Baedley's research (1996) suggest that the
inclusion of a board of commissioners from outside the
company increases the effectiveness of the board in
overseeing management to prevent financia statement fraud.
Beasley (1996) states that the inclusion of a board of
commissioners from outside the company increases the
effectiveness of the board in overseeing management to
prevent fraudulent financial statements. Dechow, Patricia,
Sloan and Sweeney (1996), Klein (2002), Peasnell, Pope and
Young (2001), Chtourou et a. (2001), Midiastuti and
Mackfudz (2003), and Xie, Biao, Wallace and Peter (2003)
conclude that companies that have a proportion of the board
of commissioners from outside the company or outside
directors can influence performance. Thus, if outside
commissioners increase supervision measures, this will also
be related to lower discretionary accruals so that financia
reports are reported to be of higher quality (Cornett et al.,
2006). Klein (2002) found that companies that have a
proportion of the board of commissioners from outside the
company or outside directors can influence performance.
Thus, if outside commissioners increase supervision
measures, thiswill be related to the lower use of discretionary
accruals. Based on atheoretical review, areview of previous
research and a framework of thought that has been described
above, the hypotheses proposed in this study are as follows:
H1: The proportion of independent commissionersinfluences
financia performance.

[1l. RESEARCH METHODOLOGY

The data analysis tool used in this study is path analysis to
determine the effect of exogenous and endogenous variables
based on the model structure.
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Before testing the hypothesis, the assumption test was
previously carried out namely the Normality and Linearity
Test, the Autocorrelation Test and the Heteroscedasticity
Test.
1. Descriptive Statistics Test
This analysis calculates the minimum, maximum, mean,
standard deviation, and other information of the variable
institutional ownership, the proportion of independent
commissioners, audit committees, earnings management and
financial performance.
2. Classical Assumption Test
a. Normality test
Normality testing is testing about normality of data
distribution. The use of normality test is because in the
parametric statistical analysis, the assumption that must be
owned by the data is that the data is normally distributed ie
the data will follow the form of a normal distribution.
b. Linearity Test
This assumption states that the relationship between the
independent variable and the dependent variable must be
linear. Two variables are said to have a linear relationship if
the significance (deviation from linearity) is more than 0.05
or 5% (Priyatno, 2008).
Autocorrelation Test
The term autocorrelation is defined as the correlation
between observational members sorted according to time
(such as periodic series data) or space (such as cross-sectord
data) (Gujarati, 2006). In the context of regression, the
classical linear regresson model assumes that such
correlations are not present in disturbance. To be able to
detect the presence of autocorrelation the Durbin Watson test
was used.The dL and dU values are searched using the
Durbin-Watson Table.
Heteroscedasticity Test
An important assumption of the classical linear regression
model is that the disturbance that arises in the regression is
homoscedasticity, ie al the disturbances have the same
variance (Guijarati, 2006). One way to test whether
heteroscedasticity occurs is by the Glejser Test. This Glejser
Test is carried out by regressing the absolute value of the
residual.

To test the hypothesis used path analysis using the
regression method implemented using the SPSSfor Windows
version 17.0 statistical computer program.

IV. RESULT AND DISCUSSION

Result

Descriptive statistics

The sample selection process in this study produced 128
company observations for the study periods of 2008, 2009,
2010 and 2011. To obtain a general picture of the research
sample data, Table 4.1 provides a statistical overview of the

overall sample data.
Tabel 1. Descriptive statistics

Minimum | Maximum | Mean Standard Deviation
The proportion | 3.40 432 3.80 0.23
of independent
boards of
conunissioners
Financial 2.96 4.58 3.67 0.40
Performance

Source: processed data
From Table 4.1 above, it can be explained that the proportion
of the independent board of commissioners variable which
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was processed from the annual financial statements dated
December 31, 2008, 2009, 2010 and 2011 from 128
observations had an average of 3.80 with astandard deviation
of 0.23. The minimum value of the proportion of the
independent board of commissioners is 3.40 and the
maximum val ue of the proportion of the independent board of
commissioners is 4.32. Financia Performance variable
which is processed from the annual financial statements
dated December 31, 2008, 2009, 2010 and 2011 from 128
observations has an average of 3.67 with astandard deviation
of 0.40. Minimum Financial Performance is 2.96 and the
maximum value is Financial Performanceis 4.58.

Classic assumption testBefore testing the hypothesis using
the Path Coefficient testing also tests the deviation of
classical assumptions. This test is performed to test the
validity of the results of the Path Analysis analysis. The tests
conducted are normality test, linearity test, autocorrelation
test, and heteroscedasticity test.

Normality testThe results of Skewness and Kurtosisin table
4.2 give anorma distribution pattern. From the quotient of
the skewness value divided by the standard error skewness of
0.08773 and the value of kurtosis divided by the standard
error of kurtosis of -1.65763. From the results, the Skewness
and kurtosis values meet the normality assumption because
the Skewness values are between -2 to +2.

Table 2. Normality of data with the dependent variable
Financial Performance.

Descriptive Statistics

N Skewness Kurtosis

Statistic |Statistic |Std. Error|Statistic |Std. Error

Unstandardized 128 722 214 356 A25
Residual
Valid N (listwise) 128

Source: processed data

Linearity Test

Two variables are said to have a linear relationship if the
significance (Linearity) is less than 0.05 or 5% (Priyatno,
2008). The linearity table in table 4.3 shows that the variable
of institutional ownership, the proportion of independent
board of commissioners and audit committee is linear, as
evidenced by the significance value (linearity) of less than
0.05 or 5%, each of which is 0,000, 0.001 and 0.051.

Table 3. Normality of data with the dependent variable
Financial Performance.

ANOVA Table

Sum  of|

Squares  |df Mean Square [F Sig.
In_FinPerf Between (Combined) [20.599 |72 286 58.125 |.000
ormance 1 Groups
* proportion Linearity 306 1 306 62.157 |.000
of
independent Deviation from{20.293 |71 286 58.068 |.000
boards  of Linearity
commission
1S Within Groups 271 55 005

Total 20.870 127
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Autocorrelation Test

To be able to detect the presence of autocorrelation the
Durbin Watson test was used. The dL and dU values are
searched using the Durbin-Watson Table. The detection of
autocorrelation in this study used the Durbin Watson test
mechanism is as follows (Andryan, 2010):

Table 4.4 Durbin-Watson Autocorrelation Test

Dependent N |k |DWTable Durbin | Decision

Variable dl du Watson

FinPerformance| 128 | 4 | 1.6475 | 17762 | 0420 |A positive
aotocorrelation has
occurred

From the regression results conducted using the SPSS 17.0
program, the results for the earnings management regression
variable as the dependent variable obtained DW value of
0.420 are between the values of 0 and dI, then it can be said to
have a positive autocorrel ation.

Heteroscedasticity Test

One way to test whether heteroscedasticity occurs is by the
Glejser Test. ThisGlejser Testiscarried out by regressing the
absolute value of the residual. If the significance isless than
0.05 or 5%, a heteroscedasticity problem occurs.

Table4.5

Testing heter oscedasticity assumptionswith the Glej ser
Financial Performance Test asthe dependent variable

Coefficients?

Standardized
Coefficients

Unstandardized
Coefficients

Model B Std. Error Beta t Sig.
1 (Constant) 290 475 610 543
Independent b|.161 073 .189 2.195 030

oards commiss
ioners

Judging from the significance of each in table 4.5
above is 0.030, 0.002, 0.119, the ingtitutional ownership
variable and the variable proportion of the independent board
of commissioners occur heteroscedasticity problems seen
from the probability of significance below the confidence
level of 0.05 (5%) that is 0.030 and 0.002 but the committee
variable The audit shows that there is no heteroscedasticity
problem, which is seen from the significance value above
0.05, which is 0.119, which means the regression model does
not support heteroscedasticity.

Data Analysis Results

The results of the analysis of research data based on the first
substructure and the second substructure can be shown in
Table 4.10.

Hypothesis Testing Analysis Results
Influence of the variable proportion of
commissioners on financia performance
Theresults of the analysis as presented in table 4.1, show the
effect of the variable proportion of the independent board of
commissioners (X2) on financial performance (Y) with the
path coefficient value obtained by -0.211. Statistically it can
be stated that the proportion of independent board of directors
has a dignificant effect on financial performance, as
evidenced by the significance value of t smaller than 0.05
which isequal to 0.022. The magnitude of the direct effect of
the variable independent proportion of the board of

independent
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commissioners on financial performance (Y) is (-0.211 x
-0.211 x 100) = 4.45%

a. DISCUSSION

The effect of the proportion of independent commissioners
on financial performance

The analysis shows that the direct effect of the proportion of
the independent board of commissioners on financial
performance is asignificant negative that is-0.211 or 4.45%.
This proves the proportion of the independent board of
commissioners is able to explain the responsive strength of
earnings or financial performance, the composition of the
board of commissioners is considered to have an effective
ability to carry out the supervisory function. The findings of
this study are consistent with the results of previous studies
conducted by Andersen (2003), that the composition of the
board of commissioners influences financial performance.

V. CONCLUSION

From the phenomena, problem formulation, previous studies,
hypotheses From the results of testing and dataanalysisin the
previous chapter, the following conclusions can be drawn:
the proportion of independent commissioners has a strong
influence on financial performance. Statistically the effect of
the proportion of independent commissioners on financial
performance is significant. This indicates that the number of
independent commissioners in controlling the process of
preparing financia statements is strongly responded by the
market.
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