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ABSTRACT

The purpose of this study was to determifee Effects of Implementation on Internal Audit &&dod
Corporate Governance in Corporate Performantis research is motivated by the phenomenotatd swned
companies in Indonesia that suffered losses. Reporthe audit of the five state-owned companiedl guantitative
findings are losses due to inefficiency USD. 8iliam and 1.6 billion dollars, the potential lossehat occurred
amounted to Rp. 7.3 trillion and 698 million U.9lldrs.

The units of analysis in this research are statedvcompany in Bandung. The method of this reseaseh
descriptive research. It used an explanation (exalary research) with descriptive and verificationethod
approach because it explains the causal relatigngf@tween variables by testing the hypothesis,datd analysis
on this study using multiple linear regression roeth

The result of the implementation on internal awalitd good corporate governance has a significantaichpon
company performance.
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1. INTRODUCTION

State-Owned Enterprises (SOES) is required as titerrof the country's economy. SOEs in Indonesia hraot
been able to work efficiently. From the audit repam the five state enterprises, the numbers ofadivguantitative
findings are losses due to inefficiency in Rp &ibidn and 1.6 billion dollars. But not only thathere are also
potentials losses that amounted to Rp 7.3 triliad 698 million U.S. dollars. The most importantied SOEs is the
opportunity to save money are still remain opeprigter to gain advantage in the amount of Rp 77A®bjland 147
dollars and profit of Rp 64.6 billion per year.

Zhuang (2000) in Yudha Pranata (2007) showed trakmass of Indonesian public companies in managjieg t
company compared to Southeast Asian countriesjritlisated by the lack of standards accounting raxgdlations,
accountability to shareholders, the standards sfl@sure and transparency as well as the proce$seanagement
of the company. This implies the weakness of Ind@me public companies on implementing good managéeme
company in satisfying stakeholders.



Theoretically, implementation of good corporate ggmance can consistently produce a reliable comfiarthe
shareholders and stakeholders (Dede Suryadi, 2@®)ialization of the need for the implementatidnGood
Corporate Governance (GCG) has started in Indonkesth among academics and practitioners, bothenptivate
sector and government. Emerge in the U.S. finarstiahdals ranging from Enron, Xerox, Merck to enspteathat
the needs of Good Corporate Governance (GCG). Googorate Governance (GCG) needs to be appliedubecan
principle, is to create a rule for corporate objexdt can be achieved through a good governanceanisch by the
board of directors and management team. Thus thgwaoy is ready to enter the competition at the ajlddvel.
(Dede Suryadi,, 2008)

Implementation of Good Corporate Governance in S®BEsrms or guidelines that required the corporain a
healthy state management system and to furtherowepthe performance of SOEs, the implementatiomaufd
corporate governance principles need to be fudp&mized, so that was decided by the decisiorhefMlinister of
State Owned Enterprises on the implementation afdQwactice Corporate Governance of State-Ownedrgmses
through number 117/M-MBU/2002. The decision was S@Ee required to apply good corporate governanogage
consistent and good corporate governance as therstone of their operations.

Implementation of Good Corporate Governance isctir@rol mechanism to regulate and manage the kassine
with a view to increasing prosperity and corpotateountability, which ultimately aim to create stalder value.
This opinion is supported by Newel and Wilson (20@2his article entitled "A Premium for Good Gomance" in
Dede Suryadi (2008) they stated that theoretidhypractice of good corporate governance canaseréhe value of
companies such as improving the performance ofipubmpanies, reducing risk of harm due to manageetions
that tend to benefit himself / herself, and geneaporate governance to enhance investor confedewtith the
implementation of GCG, the public and stakeholdeits assess whether incentives or penalties. Irngestin the
form of "trust” while penalties form of damage tnpany image or reputation for the quality of thplementation
of Good Governance. Related to the assessment widald determine the financial performance in thegl term,
we expect a larger role than the accounting prafess general and internal auditors in particulaternal audits
should be able to answer these challenges by inmydhe quality of his work so that its presence paovide a
significant added value efficient and effective.r@oate governance also provides a structure Huilithtes the
determination of the goals of a company, and agansito determine the technical performance manigbenis,
Khomsiyah and Rika, 2004).

This study aims to determine how much influencelthglementation of the Internal Audit Function a@dod
Corporate Governance on Corporate Performance.

2. THEORY AND HYPOTHESIS
21IMPLEMENTATION OF INTERNAL AUDIT FUNCTION ON THE COMPANY PERFORMANCE

According to Eric J. Williams (2002) today's busiseworld is undergoing phenomenal changes. Business
conducted simultaneously in various countries arttd wmany people, and the market is no longer lichiby time
zone boundaries. Role and skills required of IrdeAuditors has become something important, Theclarly feel
the necessity of the new global economic changmgrgzing the need for an Internal Auditor to addue by
utilizing their strengths to meet the needs ofrtbeganizations. However, the Internal Auditor fve future will look
for opportunities to proactively adapt to changimgsiness demands, not just reacting to them. Toeweelthis
evolution, six focuses should be considered, atovigt Governance, Risk Management, eBusiness, fraud
outsourcing, and recruiting. This in the end thdeabtlvalue given by the Internal Auditor will impewompany



performance.

It also presented by Muh. Arief (2006) that thepec®@f audit activities more widely, at this moméntnot
merely a financial audit and compliance audits, thetattention devoted to all aspects affectingpiormance of
the company and management control as well asaensy aspects risk business / management.

Empirical evidence that shows the implementatiothefinternal audit function can improve the parfance of the
company as expressed by Anthony Walz (1997) thesttes value in the end means to increase the cgtapaarket
value. The Internal Audit function should be pregganot only to explain how they affect market vallet also to
show an increase in value as well. Internal Audit add value in two ways: by reducing the coshefibternal audit
function itself, and to make recommendations thavide value-added auditing. Research conducte@ibglle Bou
Road (2000) which examines the changing role adriral Auditor from the traditional audit approackthwalue-
added approach is more proactive in which the mateAuditor to take the partnership with the IntdrAuditor's
management deemed to accept the changes to comijpletenarket demand and do so in order provide \@kia
services for organizations that employ them. Actwydo Mort Dittenhofer (2001) that one of the ar¢argeted by
the Internal Audit was effectiveness. In line witsearch Pforsich et al. (2006) who conducted relean the
Internal Audit department Schwan Food Company whizithe motto to promote business.

Several factors are a measure of successful mamsg@minternal Audit include:

1. Increasing the benefits and environmental manigo

2. Opted by corporate leaders in a discussionrafesjic issues

3. Opted to participate in various business review

4. Increasing the frequency of requests for aggistay the object to obtain support smooth impleatem of the
program

. Human Resource Internal Audit to be made t@ setmination to fill the position formation

. Improving the professionalism of auditors

. Obtaining feedback from the object and its presiauditors
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In the end, to be effective and successful inteandlit function, this function must be supporteds/byious
components / elements:

1. Institutional / Organizational steady

2. Human Resources Professional

3. Long-term planning

4. Cultural environment conducive

5. Internal Audit Quality Assurance

2.2 IMPLEMENTATION OF GOOD CORPORATE GOVERNANCE ON THE COMPANY PERFORMANCE

Some empirical evidence which shows that the implaation of Good Corporate Governance can imprioie f
performance in Yudha Pranata (2007): (1) Reseasoducted by Ashbaugh, et al. (2004) of 1500 congzaim the
United States, shows that companies that implegpend corporate governance has increased the ca¢idig (credit
rating firm) was significant, (2) Alexakis et aRQ06) against the companies listing in the Greghktalmarket
indicates that companies that are either fulfillthgir corporate governance has increased the gewestack return,
and a significantly decreased risk, (3) Drobetzalet(2003) against the companies listing in thena capital
market indicates that companies that implement gawgorate governance has increased the expectekl retturn
that is significant, (4) Firth et al. (2002) againse companies listing in Hong Kong stock markietwvgs that
companies that implement good corporate govern&aseincreased the performance of the company (o



performance) are significant. Similarly, a studydocted by Brown and Caylor (2004) in Georgia, alksow that
companies that implement good corporate govern&aseincreased the performance of the company (o
performance) are significant. Research conducteddipett et al (2005) of companies incorporatethenS & P 100,
also showed similar results where the companiet ithplement good corporate governance has a Sigmifi
performance improvement company. Brown and Cay2004) showed that the implementation of good caeor
governance can significantly improve the return emuity, net profit margin, Tobin's Q. Research cmted
Claessens, (2006) in Pallab Kumar and Md. Hamid the implementation of better corporate governawide
improve performance, more efficient managementebetsset allocation, better employee, or othell@irmcrease
in efficiency. So it can be concluded that the epgplon of basic principles of good corporate gogrce is
essentially a goal to provide progress on the pediace of a company (Diah Kusuma, 2008).

2.3 COMPANY PERFORMANCE

Performance is a pattern of actions taken to aehimals that are measured on the basis of a casopaniith
different standards. Performance is the achievemieatgoal from a particular activity or work tohéeve corporate
objectives as measured by the standard. Corpomt®rmance assessment aims to determine the apwahti
effectiveness of the company. Corporate performaneasurement can be performed using a method coagp
Measurements of corporate performance are grouptd tivo categories, namely non-financial perfornganc
measures and financial performance measurementts@Mand Davis, 1996 in Hiro Tugiman, 2000:96; Hirsc
1994:594-607)

Information used in measuring non-financial perfante information presented is not in units of auyeor
dollars (non-financial information) but with noméince unit of measurement (Kitindi, 1992). The linfation used in
measuring financial performance is financial infatian, the management accounting information andntial
accounting information such as earnings beforestargestment returns, and so forth.

231 SOEsPERFORMANCE ASSESSMENT

The development of business increasingly openaugrsituation needs to be based with the facilaied
job evaluation system that could push the compawgaid to the improvement of efficiency and compeditess.
Based on this set conditions on the rating / ass&sisof the performance of SOEs with the decisicth@® Minister
of State Owned Number: KEP-100/MBU/2002 on the itptf State-Owned Enterprises. SOEs rating apied
state-owned financial services and state-ownedfinancial services. SOE state-owned non-finan@alises is
engaged in infrastructure and engaged in non-iméretsire. The grouping of companies involved infietd of
financial services is a state-owned enterprise gadjan the business of banking, insurance, findiseivices and
insurance services.

Operational Aspects of Performance Appraisal

a. Indicators assessed
Indicators are assessed include the elemeaitatl considered the most dominant activity ireotd support the
success of operations in accordance with tsierviand mission.

b. Number of Indicators
The number of indicators used for rating eaghryat least 2 (two) indicators and maksimmal\&{findicators,
which if deemed necessary the indicators ugeddsessment of a year to the next can change



24 THEORITICAL FRAMEWORK

Based on literature review, both theoretically antpirically, researchers describe the thought pettef the
relationship between: the implementation of InterAadit, Implementation of Good Corporate Goverrarand
Corporate Performance with a diagram as follows:

21 Model Internal Audit function,
Implementation of Good Corporate Governance
and Corporate Performance

Implementation of
Internal Audit Function

Company
Performance

Implementation of
Good Corporate

25 HYPOTHESIS

There are positive and significant impact of theplementation of the internal audit function and the
implementation of good corporate governance on fierformance

3. RESEARCH METHODS

The method of this research use descriptive relSedir used an explanation (explanatory researatt) w
descriptive and verification method approach, bseauexplains the causal relationship betweeratstas by testing
the hypothesis. Data analysis in this researchgusintiple linear regression method.

In this research, the population is the stateshtha¢ an internal auditor who was in Bandung. Tiieaf
analysis in this research is the Company that Be8CGES contained in Bandung, only 15 SOEs whicle laav
internal auditor found in Bandung, the rest positio function of the internal auditor at Jakarta.

The number of questionnaires that had spread ak as165 copies in 12 SOEs that have Internal Anddandung.
The amount collected after completed by the respatsds 32 copies.

31 HYPOTHESISTEST

The test is conducted to determine whether jointgpendent variables are statistically significaffiect on the

dependent variable. Hypothesis testing as a wiole i

HO: 3 1 =3 2= 0 means that all the hypothesized independerdahles simultaneously did not affect the dependen
variable.



H1: At least i # 0 means that all the hypothesized independerables simultaneously influence the dependent
variable.

The formula for the entire test is used as sugddstesujarati (2003:258) are as follows:
_ Rk
[L-R?)/(n-k)
Where:
R2 = coefficient of determination
k = Number of parameters
n = number of samples used
Decision:
When Fz a F:{ 2; n-3} then accept HB <j 0 (j = 1,2,3).
When F< a F:{ 2; n-3} then reject HOB j > O.

4, ANALYSIS

4.1 CLASSICAL ASSUMPTION TESTING

Testing the hypothesis by using multiple linearesgion analysis tool (multiple regression).
1. Multicolinearity Test

By using SPSS 10.0 for windows, obtained the foltmaresults:

Table 4.1

Coefficient8

Standardi
zed
Unstandardized Coefficien

Coefficients ts Collinearity Statistics
Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) 1.964 1.569 1.252 221
JML_X1 p.457E-02 .052 .128 AT74 .639 .346 2.888
JML_X2 147 .099 404 1.490 147 .346 2.888

a. Dependent Variable: JIML_Y

From the table above can be seen that the valddFofor the variablest; andX,, has a value below the
number 10. It can be concluded that the regressiodel used in this research did not contain symptom
multicollinearity.

2. Heteroscedasticityest

By using SPSS 10.0 for windows, then obtained ehlewing graph plots



Picture 4.1 Plot between ZPRED dan SRESID

Scatterplot
Dependent Variable: IML_Y

Regression Studentized Residual

3 2 1 0 1

Regression Standardized Predicted Value

In the plot at the top of the visible dots spreaadomly and do not form a clear pattern. This shibvasthere
is no symptom heteroscedasticity in regression ispde that proper regression model used for ptiediof the
dependent variable based on the independent veuirgilt.

3. Normality Test

By using SPSS 10.0 for windows, then the obtainstbgrams and normal probability plot as follows:
Picture 4.2 Histogram and Normal Probability plesidual

Normal P-P Plot of Regression Standardized
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In the graph above shows the points spread ardwndiagonal line, and its spread following the dizey
direction. Then it can be concluded that near-nbrdada distribution, so that normality assumptiare met.

Results of testing the classical assumptions abwlieate that the analysis using multiple lineagression
models and hypothesis testing research can bequoce
4.2 DISCUSSION

Data analysis in this research using multiple limegression method, and SPSS 10.0 for Windowsvaodt
The results can be seen in the following table.



afdle 4.2

Coefficient$

Standardi
zed
Unstandardized Coefficien

Coefficients ts Collinearity Statistics
Model B Std. Error Beta t Sig. Tolerance VIF
1 (Constant) 1.964 1.569 1.252 221
JML_X1 p.457E-02 .052 .128 AT74 .639 .346 2.888
JML_X2 147 .099 .404 1.490 147 .346 2.888

a. Dependent Variable: JML_Y

The equation obtained from the analysis proceas fsllows:
Model Equations
Y =1.964 + 0.045%, + 0.147X, +¢

¢ = errorvar = 0.737 ank? = 0.263

The interpretation of the regression equation ali®es follows:
X, regression coefficient is 0.0457, this shows #mtincrease in the variable implementation ofitibernal audit
function for one unit of value will increase thengmany's performance unit value of 0.0457 or 4.588uming other
variables are constant.
X, regression coefficient is 0.147, this shows #mt increase in the variable implementation of GGodporate
Governance for one unit of value will raise thefpenance of the company amounted to 0.147 unitahfe or
14.7% assuming other variables are constant.

Errorvar value that is equal to 0.737 show theuigiice of other factors beyond the implementation of
Internal Audit and Implementation of Good Corpor@tvernance of the Company's performance thatualeq
73.7% while the value of the coefficient of detamation R 2 or a multiple of 0,263 shows the enorsiiotpact that
the implementation of Internal Audit and Impleméiata of Good Corporate Governance as a whole on the
performance of the Company that is equal to 26.3%.

421 THEEFFECTSOF IMPLEMENTATION ON INTERNAL AUDIT AND GOOD CORPORATE
GOVERNANCE IN CORPORATE PERFORMANCE

Having obtained equation model of this researah néxt will be tested by the influence of the
Implementation on the Internal Audit Function (>&h)d the Implementation of Good Corporate Govern&42g on
the Performance of Company (Y) in Bandung SOEs I&gmeously. Form the hypothesis is as follows:

Ho: There is no influence of the Implementatiorthef Internal Audit Function and the Implementatdrood
Corporate Governance on the Performance CompaeiSOES in the city of Bandung
H1: There is the influence of the Implementationthaf Internal Audit Function and the Implementatdrisood
Corporate Governance on the Performance CompatmgiS8OES in the city of Bandung



From the test results (R-square value of Model Saryrtable) obtained the value of coefficient ofedetination
(R?) regression equation that is equal to 0.263. Tifgans that any change in performance of the Compla2§.3%
is affected by changes in the variable implemeoriadif the Internal Audit Function and Implementataf Good
Corporate Governanc&he 73.7% influenced by other factors

Table 4.3
Model Summary?

Adjusted Std. Error of | Durbin-W
Model R R Square | R Square | the Estimate atson
1 5132 .263 212 1.5266 1.380

a. Predictors: (Constant), JML_X2, JML_X1
b. Dependent Variable: IML_Y

To determine whether or not significantly influend¢lee function of Internal Audit X;) and the
implementation of Good Corporate Governangg) ©n the Performance of Company (Y) as a whol® iperform
the F test with two-party testing in the 5% sigrafice level (0.05).

Tall.4
ANOVAP
Sum of
Model Squares df Mean Square F Sig.
1 Regression 24.128 2 12.064 5.17 oy 2
Residual 67.583 29 2.330
Total 91.711 31

a. Predictors: (Constant), JIML_X2, JML_X1
b. Dependent Variable: JML_Y

From the table 4.4 obtained values F that is efqu&|177. To find out the price obtained F is digant or not,
it should be compared with the value F_table. Bletaalue for n = 32 and k = 2 at 5% significaneeel is at 4,17.
So that it can be seen that F_ > F_table. This maaceptindgi; and reject,, means the Implementation of Internal
Audit and Implementation of Good Corporate Goveogahave a significant impact on company performance

From Table 4.4 above shows that the results oldane significant or in other words the effect tiegre can be
generalized to the entire population of the SOHRbkéncity of Bandung.

5. CONCLUSION

And the result of this research by testing hypdthetsat there is an influence of the internal audit
function and the implementation of good corporateegnance to corporate performance results are
significant. This means that changes that occtimenmplementation of the internal audit functiordayood
corporate governance will affect the performancstafe-owned company in Bandung. In line with Gésel
Bou Road (2000) which examines the changing rolatefrnal Auditor from the traditional audit appoba
with value-added approach is more proactive in wiie Internal Auditor to take the partnership with



Internal Auditor's management deemed to accepthihages to compete with market demand and do so in
order to provide service valuable for organizatithed employ them. In line with the research: Brcamal
Caylor (2004) in Yudha Pranata (2007) in Geordsg ahow that companies that implement good
corporate governance has increased the perforntdrtise company (corporate performance) are
significant.
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