The Effect of Audit Committee Characteristics on Firm Value: Evidence from
Energy Sectors in Indonesia

Silvira Helmi, Fivi Anggraini, Meihendri
Faculty of Economic and Business, Universitas Bung Hatta, Padang, Indonesia
Corresponding Author: fivianggraini@bunghatta.ac.id

ABSTRACT

Energy sector companies in Indonesia need to pay attention to and strengthen the
characteristics of their audit committees to increase company value. This study aims to
examine the effect of the characteristics of the audit committee, especially the
independence of the audit committee and the frequency of meetings, on firm value in
energy companies in Indonesia. The sample consists of 80 energy sector companies
listed on the Indonesia Stock Exchange for the 2020-2022 period. The empirical results
of this study provide evidence of a significant effect of audit committee independence and
meeting frequency on firm value. The conclusion drawn is that the characteristics of the
audit committee play an important role in ensuring adequate audit quality, which leads to
an increase in firm performance and an increase in firm value. The implication is that this
research can become a foundation for companies to strengthen and improve their audit
committee functions with the aim of increasing corporate value and meeting stakeholder
expectations.

Keywords: firm value, independence of the audit committee, frequency of meetings of
the audit committee.

INTRODUCTION

National development in Indonesia has led to significant growth in the energy sector.
Energy consumption in Indonesia continues to increase in line with the progress of
national development. The Ministry of Energy and Mineral Resources (ESDM) has noted
that domestic energy consumption has been on the rise over the past decade. Table 1
illustrates the phenomena occurring in energy companies in Indonesia related to
company value. Based on Table 1. above, it is explained that the price-to-book value
(PBV) from the sample indicate that the average PBV of energy sector companies
experienced a decline from 2020 to 2022 due to low investor confidence in the future
prospects of the companies. According to Qeshta (2021), the characteristics of the audit
committee can affect company value, including the size of the audit committee,
independence of the audit committee, frequency of audit committee meetings, and
expertise of the audit committee.

Studies on the influence of audit committee independence, such as Chan & Li
(2008), Afza & Nazir (2014), and Saddam et al. (2021), state that the independence and
integrity of audit committee members are crucial for their financial oversight role. Similarly,
research on the frequency of audit committee meetings, conducted by Zraiq & Fadzil
(2018) and Qeshta (2021), found that the frequency of audit committee meetings is a



supervisory action that can prevent financial reporting fraud. Syahriar (2012) examined
the characteristics of audit committees on company value with earnings quality as a
moderating factor.

Research on the impact of audit committee characteristics on company value in
Indonesia is still limited. This study examines the influence of audit committee
characteristics, including audit committee independence and audit committee activities,
on company value. This research is significant as there is a lack of studies investigating
the impact of audit committee characteristics on company value in the energy sector
companies in Indonesia.

Table 1
Value of Energy Sector Companies in 2020-2022

No Name of firm Code Firm Value (PBV)
2020 2021 2022
1 PT. Mitra Investindo MITI -2.32 4.27 4.24
2 PT. Akbar Indo Makmur Stimec AIMS 2.5 6.56 2.34
3 PT. AKR Corporimdo AKRA 1.24 15 2.32
4 PT. Apexindo Pratama Duta APEX 1.74 1.22 0.46
5 PT. Atlas Resource ARII 2.32 1.41 0.87
6 PT. Ratu Prabu Energi ARTI -3.72 -2.11 -2.32
7 PT. Pelayanan Nasional Bina Buana BBRM 1.87 2.5 1.57
8 E‘?Y%atulicin Nusantara Maritim BESS 2.8 7.54 1.23
9 PT. Astrindo Nusantara Infrastruktur BIPI 0.39 0.39 1.19
10 PT. Borneo Olah Sarana Sukses BOSS 1.48 -4.56 7.89

Source: www.idx.co.id data has been processed, 2023

Audit committee independence and firm value

The independence of the audit committee is defined as the proportion of audit committee
members from external parties who are free from the interests of company owners and
management (Al Farooque et al., 2020). Independence serves as the foundation for the
effectiveness of the audit committee's performance. Research by Several studies such
as Chan & Li (2008), Abdullah (2011), Aldamen et al. (2012), and Al-Matari et al. (2014)
emphasize the importance of audit committee independence in delivering audit quality as
it impacts company value.

H1: The independence of the audit committee has an effect on firm value.

Audit committee meeting frequency and company value

Audit committee meetings are essential in addressing agency problems and reducing
information asymmetry (Qeshtaa & Ali, 2020). These meetings ensure that shareholders
and investors have access to accurate and timely information for making informed
financial decisions (Bhuiyan & D'Costa, 2020). Shatnawi et al. (2021) demonstrated that
the frequency of audit committee meetings has an impact on firm value.

H2: The frequency of audit committee meetings has an effect on firm value.



METHODS

The population in this study is comprised of energy sector companies listed on the
Indonesia Stock Exchange (BEI) for the period of 2020-2022, totaling 80 companies. The
purposive sampling method was used, and the data source was obtained from the BEI
website.

Firm Value

Firm value is measured using the Price to Book Value (PBV) ratio. PBV is calculating the
value of the company by comparing the price per share with the book value per share
(Brigham and Houston, 2006:112). The book value per share is calculated by the quotient
between shareholder equity and the number of outstanding shares.

Market Price per Share

Price book value =
Book Value per Share

Audit Committee Independence

The proportion of audit committee independence is a comparison between the number of
independent audit committee members and the total number of audit committee members
in a company, (Chan & Li, 2008).

Total Audit Committee Independent Members

Audit Committee Independence = x100%

Total Audit Committee Members

Frequency of Audit Committee Meetings

The frequency of audit committee meetings is expressed by the number of audit
committee meetings held by the company. This measurement refers to research
conducted (Zraiq & Fadzil, 2018; Qeshta, 2021).

Frequency of Audit Committee Meetings = ) Company audit committee meeting in a year

RESEARCH RESULTS AND DISCUSSION

Based on the purposive sampling method, the number of samples based on the criteria
obtained as many as 48 companies with an observation period of 3 years from 2020-
2022, so the total sample processed in this study totaled 144 observations.

Classic assumption test results
Table 2 results of all classical assumption tests show the results are not identified by the
model so that hypothesis testing can be continued.



Table 2
Classical Assumption Testing Results
Normalitas Multikolinearitas Heterokedastisitas Autokorelasi

Parameter Asymp.sig Tolerance VIF Sig DW
(2-tailed)

Unstandrdized Res 0.77

Audit Committee 0.85 1.18 0.94

Independence

Frequency of Audit 0.85 1.18 0.76

Committee Meetings

Durbin-Watson 191
Source: Secondary data processed

Hypothesis Testing Results
The results of hypothesis testing can be seen in Table 3.

Table 3
Hypothesis Testing Results
Statistical test t B Sig. Hypothesis Results

Constanta 1.02 0.04
Audit Committee Independence 0.14 0.04 H1: Accepted
Frequency of Audit Committee
Meetings 0.86 0.00 H,: Accepted
Statistic test F Determination Coefficient Test
Value F 1.75 R Square 0.001
Sig. 0.00 éd‘“s“ad R 0.014

guare

Source: Secondary data processed

Discussion

Based on Table 2 the results of this study support the acceptance of hypothesis one,
which demonstrates the impact of audit committee independence on firm value. These
findings align with previous research conducted by Chan and Li (2008), Abdullah (2011),
Aldamen et al. (2012), and Al-Matari et al. (2014), which indicate that having independent
audit committee members, who are free from management or shareholder interests,
enhances the supervision of the company's control system. However, research
conducted by Higgins, et al. (2011) which states that audit committee independence has
no effect on firm value, and research conducted by Zabojnikova et al. (2016).

Similarly, the results of the second hypothesis are significant, providing evidence
that the frequency of audit committee meetings affects firm value. These findings align
with previous studies by Zraiq and Fadzil (2018), Qeshta (2021), and Aldamen et al.
(2012), indicating that an increased frequency of audit committee meetings contributes to
mitigating agency problems and enhances firm value by providing an effective
mechanism for monitoring performance. However, from the perspective of the agency
theory, Jensen (1993) revealed that boards should be inactive and its activity reflects a
reaction to adverse performance. Also, Al-Matari et.al (2014) believed that the more
frequent the meetings are, the more likely they will lead to superior performance of the
firm.



CONCLUSION

This study succeeded in proving that the characteristics of the audit committee in the form
of audit committee independence and the frequency of audit committee meetings have
an effect on firm value in energy sector companies in Indonesia. This indicates that having
an independent audit committee can contribute to the overall performance and success
of a company. Frequency of audit committee meetings has a positive and significant
impact on firm value. This implies that active and regular engagement of the audit
committee in reviewing financial activities and providing oversight can contribute to
enhancing the overall performance and value of a company.
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10 Aprilia Dwi Caryani Universitas Muhammadiyah

Tangerang




1. Heny Triastuti K, SE., M.Si.,
Ak., Ph.D
2. H. Romi adetio setiawan. PhD,

Room i _ MA - Uin Fatmawati Sukarno
Moderator/Reviewer:
12 Bengkulu,
3. Yetti Afrida Indra,
M.AK.,ClQaR - Uin Fatmawati
Sukarno Bengkulu,
No Nama Afiliasi
1 Chairina Lambung Mangkurat
2 Zahara Muharama UIN Ar-Raniry Banda Aceh
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o ) o i UNIVERSITAS NAHDHATUL
e Lo ULAMA INDONESIA,
: : JAKARTA
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9 Ayang Fahira RS, Tubagus UNTIRTA BANTEN

Ismail, Nurhayati Soleha
10 Julia Andini, Tubagus UNTIRTA BANTEN

Ismail, Denny Susanto




1. Putu Budi Anggiriawan S.E.,
M.Si., CPA - Unwar Bali,

Room Moderator/Reviewer 2. Cokorda Krisna Yudha S.E.,
20 M.Si.,Ak., BKP - Unwar Bali,
3. Dr. Rudiyanto, SE.,S.Pd.,M.Si
- Universitas La Tansa Mashiro
No Nama Afiliasi
Nur Ajizah Tus Syarifah,
1 Tubagus Ismail, Galih Fajar UNTIRTA BANTEN
Muttaqgin
Bima Satria Rahman
2 Hakim, Tri Lestari, Ayu Noorida UNTIRTA BANTEN
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Ruswan Nurmadi
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Rizky Hariyadi, Onti Laura | yiN FATMAWATI SUKARNO
2 | Citra, Uswatun Hasanah BENGKULU
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Rita J.D. Attarwaman, SE, M.Si, UNIV. PATTIMURA
5 Yuyun Yuniarti Layn, SE., M.Sc
Sulkan Pujianto
Dr.Christina Sososutiksno,
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6 | Yuniarti Layn , SE.,M.Sc
Godlief Gavriel Enrique Pello,
Revi Wilhelmina Silooy, UNIV. PATTIMURA
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9 Athifah Susanastuti Dianingrum ; Dwi | UNIVERSITAS MERCU BUANA
Asih Surjandari JAKARTA
10

Ferli serliani, evan stiawan, Abizar

UIN Fatmawati Bengkulu




1. Selva Temalagi., SE., MSA., Ak.,
CA., CSRA., ACPA, CMA - Prodi
Akuntansi PSDKU Universitas
Pattimura Kepulauan Aru,
2. Trisna Sary Lewaru, SE, M.Sc, Ak,

o Moderator/Reviewer: CA - Prodi Akuntansi PSDKU
24 A :
Universitas Pattimura Kepulauan
Aru.
3. Prof. Dr. Askam Tuasikal,
M.Si.,Ak.,CA.,CMA.,CRA.,CRP.,C
RMP.,CIISA - Univ Pattimura

No Nama Afiliasi

Nicky Ayu Putri ; Indarti
1 Universitas Lancang Kuning

Witri Suriani, Faizah Universitas Lancang Kuning
2 | Kamilah,

Serly Novianti Universitas Lancang Kuning
3

Rohana Natalia; Universitas Lancang Kuning
4

Wita Dwika Listihana, Universitas Lancang Kuning
5 | Rinayanti Rasyad
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