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CHAPTER I 

INTRODUCTION 

 

1.1 BACKGROUND OF STUDY 

The financial performance of a company is a key concern as it 

has the ability to contribute to the stability of the company. 

Companies will always require management to be creative to improve 

their performance. To improve the company’s performance is to create 

strategies, techniques, and business tools that are appropriate and 

suitable for the company as high company performance will increase 

the company’s value and investors will respond positively. 

Financial performance is used as a measure to organizational 

growth and development. It shows the level of improvement made by 

a company within a period. It measures the success of the company. 

Therefore, it is used as a benchmark for investors to invest their funds. 

The use of financial ratios as performance measures is good because it 

considers some degree of risk and create more value that provide 

information of performance from the past. According to Lasher 

(2017), financial performance can be measured by Return on Equity 

(ROE). ROE is described as the most fundamental profitability ratio. 

Company performance is one of the most important factors 

which helps to maximize the shareholder wealth. For this reason, 

company’s performance is among the most important considerations 

of financial management. Company performance is essential to 

management because it shows an outcome which has been achieved 

by an individual or a group of individuals in an organization related to 

its authority and responsibility in achieving the goal. The purpose of 

measuring the achievement is to obtain useful information related to 

flow of fund, the use of fund, effectiveness, and efficiency. The 

information can also motivate the managers to make the best decision. 
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Financial performance plays an important role in the company 

performance in monetary term. Financial performance emphasizes on 

variables related directly to the financial report. High financial 

performance reflects management effectiveness and efficiency in 

making use of company’s resources. Successful financial performance 

in the company has a positive association with the capacity to conduct 

financial management effectively. The financial management must be 

able to ensure the company’s sustainability. 

Corporate governance in a company will determine 

management practices and decision making process including those 

associated with formation of a special overseeing committee to 

monitor company’s risk management process. The practices of 

corporate governance in a company are indicated in several factors. 

Those factors are independent commissioner, audit committee, 

institutional ownership, managerial ownership, and board of directors. 

The role of corporate governance is identified as essential to 

company performance. Good corporate governance ensures that the 

business environment is fair and transparent and that companies can 

be held accountable for their actions. Good governance can deliver 

sustainable good business performance. Organizations with good 

corporate governance have the capacity to maintain high-quality 

services and to deliver improvement. 

Corporate governance is about making sure that the company 

is directed appropriately for reasonable return on investments. It is 

considered to be a process in which affairs of the company are 

directed and controlled so as to protect the interest of all stakeholders. 

Such measures are necessitated because of the separation of 

ownership from management, an increasingly vital feature of the 

modern corporations. 
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Meanwhile, financial statement audit is an instrument that is 

used to monitor and ensure information asymmetry (IA) decreases and 

protect the interests of the various stakeholders. An audit provides 

reasonable assurance that the management’s financial statements are 

free from material misstatements. Lower risks on misstatements 

increase confidence in capital markets, which in turn lowers the cost 

of capital for firms. An auditor has the responsibility to prevent, 

detect, and report any fraud, errors, or other illegal activities. As such, 

this is one of the most controversial issues in auditing and has been 

one of the most frequently debated topics. The lack of audit quality is 

among the most important cause for financial and corporate scandals. 

In Indonesia, the changing era has brought about the 

importance of good corporate governance implementation for all 

organizations. The implementation of good corporate governance 

itself relates to the distribution of strengths and responsibilities, as 

well as the consequences and accountability of the organization's 

performance or achievements. 

It is especially necessary to supervise companies in the 

financial sector. This is expected for the purpose of reaching a healthy 

and sustainable financial system as well as to protect the comfort of 

consumers and society in Indonesia. Furthermore, bank plays a 

significant role in the economy of a nation. It provides funds for 

business as well as personal needs of the individuals. It also acts as an 

intermediary between people having surplus money and those 

requiring money. 

Based on this background study, the writer is interested to 

conduct the research with the title as follows: “The Influence of 

Good Corporate Governance and Audit Quality on Financial 

Performance of Banking Companies Listed in Indonesia Stock 

Exchange”. 
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1.2 PROBLEM LIMITATION 

The problem limitations for this research are as follows: 

1. The research object is banking companies listed in Indonesia Stock 

Exchange. 

2. The independent variables are good corporate governance and audit 

quality. Good corporate governance is proxied by independent 

commissioner, audit committee, institutional ownership, managerial 

ownership, and board of directors. The dependent variable is financial 

performance. 

3. The research period is year 2015 to 2017. 

 

1.3 PROBLEM FORMULATION 

Based on the background of study, the problem formulations 

for this research are as follows: 

1. Does independent commissioner have an impact on financial 

performance of banking companies listed in Indonesia Stock 

Exchange? 

2. Does audit committee have an impact on financial performance of 

banking companies listed in Indonesia Stock Exchange? 

3. Does institutional ownership have an impact on financial performance 

of banking companies listed in Indonesia Stock Exchange? 

4. Does managerial ownership have an impact on financial performance 

of banking companies listed in Indonesia Stock Exchange? 

5. Does board of directors have an impact on financial performance of 

banking companies listed in Indonesia Stock Exchange? 

6. Does audit quality have an impact on financial performance of 

banking companies listed in Indonesia Stock Exchange? 

 

1.4 OBJECTIVE OF THE RESEARCH 

Based on the problem formulation, the objectives of doing this 

research are as follows: 
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1. To know whether independent commissioner has an impact on 

financial performance of banking companies listed in Indonesia Stock 

Exchange. 

2. To know whether audit committee has an impact on financial 

performance of banking companies listed in Indonesia Stock 

Exchange. 

3. To know whether institutional ownership has an impact on financial 

performance of banking companies listed in Indonesia Stock 

Exchange. 

4. To know whether managerial ownership has an impact on financial 

performance of banking companies listed in Indonesia Stock 

Exchange. 

5. To know whether board of directors has an impact on financial 

performance of banking companies listed in Indonesia Stock 

Exchange. 

6. To know whether audit quality has an impact on financial 

performance of banking companies listed in Indonesia Stock 

Exchange. 

 

1.5 BENEFIT OF THE RESEARCH 

The benefits from conducting this research are as follows: 

 

1.5.1 THEORETICAL BENEFIT 

The results of this study are expected to contribute to the 

development of theory, especially related to the influence of good 

corporate governance and audit quality on financial performance, as 

well as whether independent commissioner, audit committee, 

institutional ownership, managerial ownership, and board of directors 

have an impact on financial performance. 
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1.5.2 PRACTICAL BENEFIT 

The results of this study are expected to provide companies 

with input for considerations on how to improve its financial 

performance. Furthermore, this study is also expected to aid investors 

in understanding the factors that have an impact on financial 

performance. 

 

1.6 SYSTEMS OF WRITING 

The systems of writing for this research is designed as follows: 

Chapter I : Introduction 

This chapter contains background of study and introduction to 

phenomenon of financial performance that piqued the writer’s interest 

in conducting the research. This chapter also discusses limitation of 

the research, which only focus on the influence of good corporate 

governance and audit quality on financial performance, where 

corporate governance is proxied by independent commissioner, audit 

committee, institutional ownership, managerial ownership, and board 

of directors. Furthermore, the research would only be conducted on 

banking companies listed in Indonesia Stock Exchange within the 

period of year 2015 to 2017. This chapter also discusses the problem 

formulation as well as its objectives and research significance, both 

theoretically and practically. Lastly, this chapter contains the systems 

of writing which provide an overall explanation for each chapter. 

 

Chapter II : Literature Review and Hypothesis Development 

This chapter contains the theoretical background on the topic 

of research, as well as the grand theory which is the agency theory, 

previous research on similar topics, hypothesis development to be 

tested, research model utilized, and the framework of thinking. 
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Chapter III : Research Methodology 

This chapter discusses the research design which is 

quantitative. It also discusses the data collection method which is 

obtained from secondary sources. Furthermore, this chapter contains 

the research object which is banking companies listed on Indonesia 

Stock Exchange from the year 2015 to 2017. Lastly, this chapter 

defines the variables and the measurements method as well as how the 

variables are analyzed. 

 

Chapter IV : Data Analysis and Discussion 

This chapter contains a general view of the research object, 

which is banking companies listed on Indonesia Stock Exchange. 

Furthermore, this chapter will describe the data analysis process and it 

will also provide results on data quality and hypothesis testing. Lastly, 

this chapter will discuss the results of the hypothesis proposed. 

 

Chapter V : Conclusion 

This chapter discusses the overall conclusion of the research 

conducted. Furthermore, implication and recommendation of the 

research would also be discussed for future researchers and company 

owners. 


