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Abstract

Good Corporate Governance can have an influence on financial performance and company value. The
implementation of appropriate Good Corporate Governance can influence related parties or society. Besides, it
can provide information related to financial performance and the value of the company itself. Good financial
performance and company value are the views of investors when making an investment. The purpose of this study
was to determine the effect of Good Corporate Governance on company value either directly or through financial
performance, as well as the effect of Good Corporate Governance on financial performance, and how financial
performance affects company value. This study used a sample of companies listed on the SRI KEHATI index
2018 - 2022 as many as 25 companies. The results of this study stated that there was a significant positive effect
on Good Corporate Governance both directly and through financial performance. Furthermore, there was also a
significant positive effect of Good Corporate Governance on financial performance and a significant positive
effect on financial performance on company value.
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1. INTRODUCTION

The SRI-Kehati stock index was launched in collaboration with the Indonesia Stock Exchange
and the Indonesian Biodiversity Foundation or KEHATT in 2010. From its inception until 2022,
the SRI-Kehati index managed to get a good performance compared to the LQ45 and IDX 30
indices (Kehati.or.id, 2023). Good Corporate Governance is a very important element for
companies where there are several principles that can be applied by companies such as
transparency, accountability, responsibility, and liability. When the company wants to make a
decision, it is expected to follow the rules that have been set so that it can provide effectiveness
and efficiency to the company (Budiman et al., 2021). The implementation of Good Corporate
Governance can build trust for potential investors, shareholders, and other stakeholders because
the management in the company will do things that can benefit the company (Mahrani &
Soewarno, 2018). Good Corporate Governance is divided into 2, namely internal and external
mechanisms (Schauble, 2019). This study will use two indicators, namely institutional
ownership as an internal mechanism and independent commissioners as an external
mechanism.

The implementation of Good Corporate Governance has an influence on transparency in the
annual report which can provide information on the financial performance of the company
(Widiatmika & Darma, 2018). When the company manages good corporate governance well,
it can have a good effect on financial performance (Neves et al., 2023). This can have an
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influence on the demand for company shares which can increase demand because good
implementation can help reduce risk and improve company performance (Goel, 2018).
Measurement of financial performance itself can be an analysis of whether the company has
been running according to predetermined rules or not, which is a measure of how successful
the company (Nuryana & Surjandari, 2019). Ratio analysis has a very important role can
determining the financial performance of the company (Vieira et al., 2019). In this study, the
ROA and ROE ratios will be used in measuring financial performance.

Companies strive to carry out missions that can provide prosperity to shareholders, this will
increase the value of the company. The goal of the company is to maximize profits that have
maximum value so that the company can generate an optimal profit that can have an influence
on the company's value (Safitri et al., 2022). Company value is a value that is needed by
investors when making an investment, where this value will be in line with the welfare of
shareholders (Purbawangsa et al., 2020). When the company value has an unfavorable or low
value, it will explain if the company has poor performance so that it can reduce investor
confidence (Mangesti Rahayu et al., 2020).

Furthermore, the existence of good internal and external performance can give the company a
good influence (Selvina et al., 2019). Institutional ownership can provide trust and better
supervision and is considered optimal. Not only that, independent commissioners in the
company can also provide increased supervision and can have an influence on the company
because it can provide a level of trust for investors (Dirman, 2020)(Azizah et al., 2021).

So the value of the company is very important for the company to get a fund and provide
information on how the performance of the company is when it wants to invest (Latifah, 2021).
This study will use PBV and Tobin's Q indicators to measure firm value.

2. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT
2.1 Literature Review
2.1.1 Signaling Theory

In this theory, creating quality in the company can signal to external parties if the information
on good corporate governance is appropriate or achieved by the company Kurniati (2019),
Kharouf et al., (2020). This can signal to shareholders how prospects for future company
growth and can provide value so that it can help shareholders regarding the quality of the
company (Galvagno et al., 2023).

2.1.2 Agency Theory

Agency theory is a relationship that occurs in the agency, which will have a contract that can
control its proportions and obligations towards management. Besides that, when the agent and
the principal have an interest that is considered the same, the agent will take action in line with
what the principal wants Alexander (2018), Pratomo & Rana (2021).
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2.1.3 Good Corporate Governance

Good Corporate Governance can help in the continuity of the company to increase the trust of
investors and the public. Besides that, it also regulates the rules that have a relationship with
internal and external parties Juwita (2019), Triyuwono et al., (2020). Using the institutional
ownership indicator in the internal mechanism, is the number of shares owned by several
investors in the institutional where high ownership can influence the company in supervision
which will behave in accordance with existing interests (Putra & Dewayanto, 2019). In
addition, independent commissioners as an external mechanism are supervisors who have the
aim of making a decision, where this board of commissioners will later make decisions that are
considered to be effective for the company (Sarafina & Saifi, 2017).

2.1.4 Financial Performance

Financial performance is a factor that can show how effective and efficient the company is in
achieving a predetermined goal Suhardjanto & Utami (2017), Karamoy & Tulung (2020). The
use of the ROA (Return on Asset) indicator is an indicator which if ROA has a good value, the
better the effectiveness in the company will also be good (Hidayah & Kartikadevi, 2021). In
addition, ROE (Return on Equity) is also an indicator of financial performance. This ratio will
explain how the efficiency comes from own capital, when ROE has a good value, the company
is in a strong condition, where the company can generate a high profit (Asikin et al., 2020).

2.1.5 Company Value

Company value is a value that is needed by investors when investors want to invest, the article
is one of the considerations for investors, when the company's value increases, the company
can provide prosperity to shareholders Hendratama & Barokah (2020), Alsultan (2023),
Hidayah & Kartikadevi (2021). The indicators used in this study are PBV and Tobin's Q. PBV
aims to measure the company's ability to create a value that is considered relative to the amount
of capital to be invested (Octaviany et al., 2019). In addition, Tobin's Q is a measurement of
company value which states that when it has a high Tobin's Q, it means that the company can
carry out good asset management (Dzahabiyya et al., 2020).

2.2 Hypothesis Development

The implementation of Good Corporate Governance which is carried out properly by the
company can have an influence on the company's performance which in turn can also have an
influence on how the company's financial management is carried out. This can have an
influence on stakeholders if they want to invest in the company (Widiatmika & Darma, 2018).
Good corporate governance has an impact on financial performance and company value, as
well as demonstrating the effectiveness of the organization.

The company's good financial performance will be seen by investors, where financial
performance will explain the level of effectiveness that occurs in the company ((Neves et al.,
2023). Financial ratios in companies are useful in knowing the financial condition and
performance of the company (Vieira et al., 2019). When investors invest in the company,
investors will see how the conditions on financial performance and company value. When the
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company value has a high or good value, it can have an influence on the company's share price
(Fribontius Bon et al., 2022). Financial performance has a good performance, it can have an
influence on the company, especially on stock demand, which can make demand for shares
increase and become an attraction for investors (Rutin et al., 2019).

Company value is also the main goal of how companies can carry out functions in their
management and financial decision making which can have an influence on firm value (Sulhan
& Pratomo, 2020). A good company value can have an influence on the company which will
reflect how the company can influence investors and get maximum profit (Pasaribu et al.,
2019). When the company value is good, it can have an influence on the value of shares, which
in turn can prosper the company's investors (Fribontius Bon et al., 2022).

H1: The Effect of Good Corporate Governance on Financial Performance
H2: The Effect of Financial Performance on Firm Value
H3: The Effect of Good Corporate Governance on Firm Value

H4: The Effect of Good Corporate Governance through Financial Performance on Firm
Value

Y

Good Corporate

CompanyValue
Governance

Financial
Performance

Figure 1: Research Framework

3. METHODOLOGY

This study used secondary data in which this data was taken from companies that have been
listed on the SRI KEHATT index in 2018 - 2022. There were 25 companies listed on the SRI
KEHATTI index. The technique used in this sample was non-probability sampling which used a
saturated side. The independent variable in this study was Good Corporate Governance,
institutional ownership, and independent commissioners are proxies for the Good Corporate
Governance variable. In addition, the mediating variable used in this study was Financial
Performance, ROA and ROE are proxies for this mediating variable. The dependent variable
in this study was company value using the PBV and Tobin's Q proxies.
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Table 1: Research variables

Variables Description Data Sources
Institutional Ownership Shares owned by the institutions / Outstanding Price | Bank’s annual report
Independent Commissaries | Total of independent commissioners Bank’s annual report
ROA Net income / Total Assets Bank’s annual report
ROE Net income / Total Equity Bank’s annual report
PBV Market Price Per Share / Book Value Per Share Bank’s annual report
Tobin’s Q (Market Value Equity + Debt) / Total Assets Bank’s annual report

4. RESULTS AND DISCUSSION
Table 2: Validity and Reliability Test

Variable Cronbach’s Alpha Composite Reliability
GCG 0.727 0.872
Financial Performance 0.885 0.945
Company Value 0.970 0.985

The table above stated that the value of Cronbach's alpha and composite reliability had a value
above 0.7, so it can be said that each variable was reliable and reliable.

Table 3: Descriptive statistics

Mean | Median Min Max
Institutional Ownership | 6.739,05 | 5.950 4.005 9.905
Komisaris Independent 3 3 1 7
ROA 673,57 466 -447 4.629
ROE 1.79532 | 1.376 -1.105 | 14.464
Tobin’s Q 212,72 125 71 1.768
PBV 410,47 184 33 6.067

Based on the table above, it can be seen that the results of descriptive analysis on the mean,
median, minimum, and maximum values. Where the mean value of institutional ownership was
6.739, the median was 5.950, the minimum value was 4.005 and the maximum value was 9.05.
In independent commissioners, the mean was 3, the median was 3, the minimum was 1, and
the maximum value was 7. ROA had a mean value of 673.57, a median was 466, a minimum
was -447, and a maximum was 4,629. ROE had a mean value of 1,795, a median value of
1,376, a minimum value of -1,105, and a maximum value of 14,464. Tobins'Q's mean value
was 212, the median value was 125, the minimum value was 71 and the maximum value was
1,768. In PBYV, it can be seen that the mean value was 410.47, the median was 184, the
minimum value was 33 and the maximum value was 6,067.

Table 4: t-test

Model Original Sample P Values | T Test
GCG > Financial Performance 0.180 0.001 3.196
Financial Performance > Company Value 0.811 0.000 32.937
GCG > Company Value 0.112 0.000 3.517
GCG > Financial Performance > Company | 0.146 0.001 3.202
Value> Company Value

@ 950 |V 18.109



Seybeld

REPORT

ISSN:1333-9212 DOI: 10.5281/zenodo.8394156

In the table above, it can be stated that the hypothesis test showed that H1, H2, H3, and H4 had
a significant positive value, which means this hypothesis was accepted.

Good Corporate Governance on Financial Performance

In the table above the hypothesis states if there is an influence on good corporate governance
on financial performance. Where can be seen from the p-value which has a value of 0.001
where the value is less than 0.05 (0.001 <0.005) and the value on the t count is 3.196 or when
compared to the t table, t count> t table (3.196> 1.657) which can be said if the positive effect
is significant. This study was in line with research conducted by Mahrani & Soewarno (2018);
Abang’a et al., (2022) where there was an effect of Good Corporate Governance on financial
performance. This research was also not in line with research conducted by Mangantar (2019);
Laili et al., (2019) which suggests that Good Corporate Governance has no influence on
financial performance.

Financial Performance on Company Value

Based on the hypothesis test table, it can be seen that financial performance has a significant
positive effect on company value. When viewed from the results of the p-value, it has a value
of 0.000, which is less than 0.05 (0.000 <0.05). In addition, the t value is 32.937, where the t
count is greater than the t table (32.937> 1.657), so it can have a significant positive effect.
This research was also in line with research conducted by Kurniati (2019); Sapiri et al., (2023);
Nafasati & Hilal (2021)which stated that financial performance had a significant positive effect
on company value. This study was not in line with research conducted by Manurung et al.,
(2019); Wardani & Nurhayati( 2021) which stated that there was no effect of financial
performance on company value.

Good Corporate Governance on Company Value

Based on the hypothesis test table, it can be seen that Good Corporate Governance has a
significant positive effect on company value. In the hypothesis test table, the value of the p-
value is 0.000 which is less than 0.05 (0.000 <0.005). Not only that, the t value is 3.517, which
is greater than the t table (3.517> 1.657) stating that there is a significant positive effect. This
research was in line with research conducted by Kamaliah (2020); Wahidahwati & Ardini
(2021); Farida et al., (2019); Rizki & Jasmine, (2018). In addition, this study was not in line
with research conducted by Wardani & Nurhayati (2021) which stated that there was an
influence that occurs between good corporate governance on company value.

Good Corporate Governance on Company Value through Financial performance

When viewed in the hypothesis test table, it states that there is a significant positive effect that
occurs in good corporate governance on company value through financial performance. The p-
value is 0.001, which is less than 0.05. As well as the t value of 3.202, where the t count is
greater than the t table (3.202> 1.657). So it can be said that there is a significant positive effect.
In this study, it can be said that this research was in line with research conducted by Safitri et
al., (2022); Kurnia & Edfan, (2020) which stated that there was a significant positive effect.
However, this research was not in line with research conducted (Fatoni & Sulhan, 2020).
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5. CONCLUSION

In the first hypothesis, there is a significant positive effect of Good Corporate Governance on
financial performance, where when Good Corporate Governance is implemented well, it can
affect financial performance.

The second hypothesis is that there is an influence that occurs on financial performance on
company value. Financial performance has increased or has good performance, so the company
value will experience good conditions.

The third hypothesis states that there is an influence of Good Corporate Governance on
company value, when Good Corporate Governance is done well, the company value will be
good, as well as when the implementation of Good Corporate Governance is not done well, the
company value will not be good.

The fourth hypothesis states that Good Corporate Governance has an impact on Company
Value through Financial Performance. When Good Corporate Governance is implemented
well, the company value will be good through financial performance; however, when Good
Corporate Governance is not implemented well, the company value will not be good through
financial performance.
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