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AUDIT COMMITTEE CHARACTERISTICS AND ENTERPRISE
RISKMANAGEMENT OF INDONESIA PUBLIC LISTED BANKS

Husaini
Economics Faculty of Benghulu University

Abstract

This study explores the association between audit committee characteristics and the
enterprise risk management. The study predicts that independent. size, expert, and
diligent of audit committees affcct on the implementation of cnterprise nisk
management. By exploring purposive sampling method. the sample of this study
consists 60 observation of 20 Indonesia public listed banking companies witl the
observation period of three (3) years (2007-2009). The study found that the audit
commuttee independence 1s significantly associated with the enterprise sk
management. This study can not provide an empirical evidence on the association of the
size. expert. and diligent of andit commutteesaffect on the implementation of enterprise
risk management. The results also show that the firm size significant affect on the
enterprise risk management.

Keywords: audit committee, enierprise risk management, profitability, firm size and
leverage

1. Introduction

Reliable risk management capability is one of the core competencies that must
be owned by management to create value of a company. Management should strive to
find the right balance between the growth and the risks faced by the company. so it
becomes a challengs for management to be able to implement effective risk
management,

Implementation of risk managemen:. especially in Indonesia banking is a
follow-up of the concept of bank capital framework issued in 1988, known as the 1988
accord (Basel I) which is the internationally accepted standards. Along with the
developiuent of products that exist in the world of bauking. (he Basel Counuitiee on
Banking Supervision (BCBS) in the document The International Convergence of
Capital Measurement and Capital Standards (commonly known as" Basel 11") immproving
capital framework Basel I Basel II aims to improve the safety and health of the
financial system. with emphasis on the calculation of risk-based cepital. the supervisory
review process and market discipline. Therefore. one focus of Basel IT implementation
n Indonesia is the development and improvement of the quality of risk management by
national banks in accordance with Bank Indonesia Regulation (PBI) Number:
5/8/PBU2003 dated May 19, 2003 as amended by regulation where the number :
11/25/PBL/2009 on the Application of Risk Management for Banks.

Implementation of risk management is a follow-up of the implementation of
goud corporale governance, because identifying, assessing and 1managing risks is central
to the implementation of good corporate governance. Therefore. the application of risk
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management is one of the main fondansi implementation of corporate governance
(Cowan. 2004:37: KPMG. 2006). Further implementation of risk management will be
achieved properly if the audit committee to function effectively (Venkataraman
2005:165-166). The audit committee is one of the committees associated with the
monitoring mechanism (Daniri. 2005:22). and is one of the main factors to support the
effective implementation of corporate governance.

Associated with the implementation of Good Corporate Governance in Banking.
Bank Indonesia issued Bank Indonesia Regulation Number: 8/4/PBI'2006 On the
Implementation of Good Corporate Governance for Banks. which in these regulations
also regulate the obligation of banks to establish an audit committee. Audit commitiee
in this case serves as an ideal vehicle for reviewing the risk management process.
because this committee does not have operational responsibilities. and members must
consist of independent persons (Cowan. 2004:111). And further Always discuss the
audit committee's policies relating to risk assessment and risk management. as well as
discuss the exposure-isk exposure faced by cowpanies and weasures (0 wonitor and
control the exposure-risk exposures to the board of directors (New York Stock
Exchange / NYSE) in The Institute of Internal Auditors / IIA (2004). Therefore.
according to Cowan (2004:112) the responsibilities of audit comumittees in the
mmplementation of risk management are: 1) provide assurance that the board has in
considering the seriousness of the risk profile of the company at the highest level and
take active steps to manage the risk profile: and. 2) ensure that the directors have
continued to establish management authority to review the implementation of effective
risk management system covering all operations and processes in the company.

Research relared fo the audit committee characreristics and application of risk
management is still very little 15 done mainly in Indonesia. Some researchers have
identified characteristics of the audit committee (independence. expertise, size and
number of meetings or meeting) with the risk management. Dionne and Triki (2005)
concluded that the requirements regarding the number. the independence, educational
background of the audit committee encourages companies fo pay more aitention to risk
management. Furthermore Orphan (2009) explored the relationship between audit
committee characteristics and risk management committees by listed companies in
Malaysia. The study concluded that there is a strong relationship between independence.
expertise, and diligent audit committee on the establishment of risk management
counuiltee. Some researchers also have linked charactenstics of the audit conunitlee
with a variety of other variables such asCarcello et al.(2006) whe concluded that the
audit committee expertisc in finance proven effective in reducing carnings management,
and research Abbott. et. al.. (2002) found that the composition of the audit committee.
meeting at least four times a year significantly negatively related to nusstated financial
statements, while the audit committee has financial expertise is positively associated
with reporting back to the financial statements and audit committee independence and
financial expertise related negative (positive) with fraudulent financial statements.

Based on the above. this study aims to examine audit committee characteristics
(independence. expertise. size and number of meetings or meeting) to the application of
risk management. Implementation of risk management i tlus study diproksikan with
Enterprise risk management index (ERMI) of achieving Enterprise Risk Management
(ERM) proposed by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO, 2004) which includes the strategy. operations. reporting. and
compliance .
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2. Theoretical studies and Hypothesis Development

Agency theory (4gency Theory)

Jensen and Mecling (1976) explain the agency relationship in agency theory that the
company is a collection of contracts (nexus of contracts) between the owners of
economic resources (principal) and manager (agent) to manage and control the use of
these resources. According Meisser. at al.. (2006:7) the agency relationship has led to
two problems, namely: (a) the occurrence of asymmetric information, where
management generally has more information about the actual financial position and
operating position of the entity owner. and (b) any conflict of interestdue to lack of
equality objectives, which management does not always act in accordance with the
interests of the owner.

In an effort to overcome or reduce these agency problems. raises the cost of
agencywhich will be bome either by the principal or agent. Audit committee and risk
management has its own position in addressing the issue of agency. Audit committee
positions in the agency relationship lies in the actions that they do surveillance
(Alstetind at al.. 2004), which 1s the extension of the board functions. Therefore. the
existence of an audit committee can lowerinformation assymetry, for monitoring,
control and review the financial reporting process including the role in the scope of the
audit committee duties (Alstetind at al.. 2004). Meanwhile. according to Schoeck (2002:
81) the application of risk management can also reduce costs and enhance shareholder
value kagenan. Enterprise risk management can also be used as a monitoring
mechanism in reducing asymmetric information and contribute to avoid the
opportunistic behavior of managers (Kajiter et al.. 2005).

Characteristics of the Audit Committee

The audit committee is one important element of good corporate governance
mechanisms. According Tjager et al (2003:34), "The audit committee is one of a
committee established by the board of commissioners and is responsible to the board of
commissioners, with the primary duty and responsibility is to ensure that the principles
of good corporate governance. especially transparency and disclosure applied consistent
and appropriate by the executive ". The audit committee has a crucial role in
maintaining the strategic credibility of the process of preparing financial statements as
well as keeping the company's creation of an adequate system of supervision and the
implementation of good corporate governance (Rachmawati and Triatmoko. 2007).

The audit committee should be formed to have certain characteristics such as
mdependence, financial and accounting expertise. size and so diligent monitoring
functions can be carried out effectively. Audit committee characteristics most often
cited in the literature of corporate governance as a prerequisite for an effective
monitoring function is independence. which the audit committee comprising non-
executives from the outside (independent) can be assumed pemonitor better than
management (Sarbane-Oxley Act. 2002; Blue Ribbon Committee. 1999). Furthermore
DeZoort and Salterio (2001) suggests that audit committee members with accounting
and financial expertise makes it possible to better understand the issues and audit risks
and audit procedures are proposed to address the risks and detect problems. Because the
audit committee members with financial backgrounds have the experience to understand
the process of risk management (Orphan. 2009). Related to the amount (the size of the
audit committee) some regulations such as the NYSE Stock Exchange and the Stock
Exchange requires a minimum of at least 3 members. The recommended size of the
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audit committee is expected to improve the status of the organization's audit committee
(Braiotta. 2000). Meanwlile. a number of studies have concluded that the audit
committee must be diligent in performing their duties (Beasley et al. 1999; and Horton
et al. 2000). and in general. research on audit comunittees to use the number of audit
committee meetings held each year as a proxy for persistence (diligent) audit
comumittee.

Enterprise Risk Management (ERM)

Committee of Sponsoring Organizations of the Treadway Commission (COSO) in the
Enterprise Risk Management Integrated Framework (2004). Provided ERM definition
as follows: "Enterprise risk management is a process. affected by an entity's board of
directors. management and other personnel. applied in strategy setting and across the
enterprise, designed to identify potential events may affect the entity That, and manage
risk to be within its risk appetite, to Provide reasonable assurance regarding the
achievement of entity objectives. "(COSO, 2004). COSO (2004). explained that the
effectiveness of an organization's ERM should be judged on the following four
objectives: (1) Strategy. a high-level goals, aligned and support the organization's
mission. (2) The operation. which is related to the use of resources effectively and
efficiently: (3) Reporting. which focuses on the reliability of financial reporting, and (4)
Compliance, including dams comply with legal regulations. ERM is considered as one
important element to strengthen the corporate governance structure (Desender. 2007).
Implementation of a formal and structured ERM is an obligation for the company. If
effectively implemented. ERM is expected to become a force in supporting the
implementation of the company's corporate governance. which in the end the
application of corporate governance is believed to increase the value of the company
(Siallagan and Machfoedz. 2006).

Audit and Enterprise Risk Management (ERM)

The effectiveness of the audit committee is key to successful implementation of risk
management. The audit committee is responsible for monitoring risk management
systems. although this responsibility is the devolution of responsibility for corporate
directors (Sarens and Beelde. 2006). and m carrying out their duties relating to risk
management, audit committee should discuss these policies relate to risk assessment
The main exposure and exposure-risk corporate finance as well as measures to monitor
and control the exposure-risk exposures to senior management (New York Stock
Exchange / NYSE in the ITA. 2004).

Cohen et al.. (2002) provides an illustration that would be effective if the audit
committee independent of management. understand the financial reporting process and
comply with applicable regulations. Meanwhile. according to De Zoortt. et al.. (2002)
there are four factors in determining an effective audit committee. namely: (a) the
composition of which is related to the expertise. independence. integrity and objectivity.
(b) the authority that is concerned with the influence of management and accountability
and auditor; (c) resources, the adequacy of the number of membership. access to
management, internal auditors and external auditors. and (d) diligent, related to the
incentive, motivation and persistence. Furthermore Bedard. et al.. (2004) concluded that
the criteria set out DeZoort. et al.. (2002) is a key quality elements that influence the
effectiveness of audit committees. which can be identified into five key areas of
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accountability of audit committees include: financial reporting. risk management.
govemance, and evaluation of penegendalian internal audit process.

Some research on the relationship and application of risk management committees.
among others. performed by Dionne and Triki (2005) which proves that the
requirements regarding the independence of audit committees and encourage companies
to pey more attention to risk management. The results also prove that the audit
committee of the whole educational background in finance and the board of
commissioners who manyoritas educational background in finance is more active in risk
management. Likewise. the research Carcello et al.(2006) concluded that the audit
committee expertise in finance proven effective in reducing eamings management.
Research Abbott, et. al.. (2002) found that audit committee composition, meeting at
least four times a year significantly negatively related to misstated financial statements.
Audit committee who have financial expertise is positively associated with reporting
back to the financial statements and audit committee independence and financial
expertise related to the negative (positive) with frandulent financial statements.
Research Orphans (2009) explored the relationship between audit committee
characteristics and risk management commitiee formartion by companies registered in
Malaysia. The study aims to examine the relationship of independence. expertise, size.
diligent audit committee on the establishment of risk management committee, The study
concluded that there is a strong relationship between independence. expertise. and
diligent audit committee on the establishment of risk management committee.

Based on theoretical basis stated previously, the alternative hypothesis to be tested
are:

H1: The independence of audit committee positivelyaffect on the application of risk

management.

H2: accounting and financial expertise of audit committee positively affect on the

application of risk management.

H3: The size of the audit commitiee positively affect on the application of risk

management.

H4: number of the audit committee meeting positively affect on the application of

risk management.

3. METHODS

Population and Sample

The population in this study are public listed banking in IDX (Indonesia Stock
Exchange). Sampling technique using the method of purposive sampling is sampling in
accordance with criteria. The sampling criteria were as follows: (a) The banking
company listed on the Indonesia Stock Exchange and publish 1ts financial statements in
the year 2007-2010. (b) The financial statements of companies with close ended
December 31. (¢) The company is have complete dafa. mchuding independence.
expertise, size, audit commiftee meetings, and the disclosure of auditor fees
(professional fees).

Operationalization of Research Variables

Rrisk Enterprise Management(ERM)

ERM variable is the dependent variable, which is calculated by using the ERM index
(ERMI) is based on four objectives in the COSO ERM as used in the study I'seng

created with

nitro

PDF

professional

download the free trial online at nitropdf.com/professional



PROCEEDING The 13th Malaysia Indonesia Conference on Economics, Management and Accounting (MICEMA) 2012

{(2007). The fourth purpose of ERM include strategy, operations, reporting, and
compliance as follows:

ERMI =¥ Strategy + ¥, Operating + 3. Reporting + ¥, complaint

Strategy:a measurement of a company's success which can be seen
fromnumberstandarddeviation of income. as shownbelow.

Income; — liincome

R e e e e Y LR R (32)
E:'.umm

Note:

Revenmue;  =revenue of company i at veart

M evenue = average revenue of company 1 at vear t

F s = standard dewviation revebue of all companies in the same industry

The second measurefor successis strategiccompany'scompetifive advantage in the
mdustryto  reduce the rnisk systematic. Thompson(1984)measure performance
diversification strategywith reductionsystematic riskor beta.

Strategy:
i — pagp

OBB e (33)
where:
Bfi = (B yeart-Fi yeart,)
Gi  =beta of company i
Hap =mean®S industry at yeart
a3 =standard deviation®5 all company in the same industry

Operation: Turnover is defined as income assets over fotal assets is one measure of
operafing efficiency (Kiymaz, 2006), as shown below.

Revenue
Opanaliperi=—— oneoesepn s s s e i of 3 4
Total Asset

Reporting: Earnings management is illegal, the financial restatement, and financial
fraud in the use as evidence of poor financial reporting (Cohen ef al, 2004). Thus, one
measure for the low reliability of reporting is a combination of the three variables are
easily observed: material weaknesses, audifor's opinion, and the resfatementIf
acompamies disclose the existence of material weaknesses in the anmual report, the
variable is given a value of 1, and given the value 0 otherwise Firms with an unqualified
opinion mn the auditor's report they have a value of (0, if disclosed other is given a value
of 1.Data on material weaknesses and the auditor's opinion is collected from company
annual reports If a firm announced a resiafement in year t given the value 1, if not given
avalue of 0.
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Reporting 1 = (Material Weakness) + (Auditor Opinion) + (Restatement) ..............(3.5)

The absolute value of abnormal accruals have also been used to measure the quality of
financial reporting is poor (Johnson ef al., 2002). The second measure of the reliability
of corporate reporting is used in this study is the relative proportion of the absolute
value of abnormal accruals divided by the number of absolute value of abmormal
accruals and abonormal accruals.Abnormal accruals are measured using cross-sectional
Jones (1991) model of accrual measurement. as described in Defond and Subramanyam
(1998), Herawaty (2008) and Para ef al (2007) Calculation of total accruals measured
as the difference between earnings and operating cash flow using the formula:

TA = ner income —net operating cash flow ................ oo (3.6)
To decompose total accruals into normal accruals and abnormal accruals is calculated
by the following steps.
The _ [ 1], [@PO —aPiued]  [PPEL]
A::’—l ' I"J".:'—ll ! l *'i:.‘—i .I - IA:r-:l.] ¥
) 1 (APO,, — APiut )] [PPE‘;t]
NDA, = agl—| + [ t+u
e [A:t~1] " Aieoa 1" el (38)
DA“.' e TA;: -
N e (39)
where:
%g  =constant Ap-1 =total asset firmi at yeart
&y %3 = coefficient APO;. =operating revenue change of firm
TAp  =total accrual firm i at vear t ' i
DA; = discresionary APiuty —account receivable change of firm
Accrual firm 1 year t i
NDA;: = nondiscresionary accrualfirmi PPE;;  =property, Plant, and Equipment of
att firm 1 at year t
Gipe = error

OLS (ordinary least squares) is used to obtain the coefficients of each vanable on
top.Reliability of reporting was measuredby usingthe followingformula:

| Normal Aecrual)|
IETECY - | |

Reporting=
INormal Accrual| + | Abnormal Accrual)

Compliance: O 'Keefeer al(1994) foundevidence thatcorporate compliance

withGenerally Accepted Auditing Standards(GaAs) can beincreased with an increase in
costsaudit. Compliance measured by the following equation:
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Auditor fee
O DI e e (3.11)
Total Asset

The next independent variable of this study consisted of independence,
expertise. size and Diligence audit committee is measured as follows:
Audit Committee: Percentage of the audit committee of independent
independent (KA _Indp) commissioners to the number of audit commiftees.
Audit Committee: Percentage of audit commuittee that educational background
Expertise (KA Expt) and financial accounting of the number of audit commuttees.
Size of the Audit: The total number of audit committee
Committee (KA_Size)
Diligence Audit: 1 if the number of meetings that are held four times or more
Committee (KA Dilge) a year. (0 if less than four fime a year

This study also include firm size. leverage, and profitability as a control variable
into the model as a study where some previous studies stated that the three variables
related to the ERM (Orphan. 2009; Altuntas, etal, 2011). The size of the natural
loganithm diproksikan company's fotal assets, Laverage measured by comparing the
total debt to total equity and profitability is measured by comparing net income to total
assets.

Data Analyvsis Techniques

Data analysis techniques used i this study is the multiple linear regression, which were
previously conducted tfrials ie the classical assumption of mormality, multicollinearity
and heteroscedasticity. Model used to test the hypothesis is as follows:

ERM = 0 + Bl + B2 KA_Indp KA_Ekpt KA Size B3 ~ p4 ~ + SIZE KA _Dilge

P3P0 BT ROAF LRY 1+ 8 wocovciissisissiins vnsaiivssivssismasiomssisissssisivias { Tkl
where:
B0 = Intercepts Auditor Reputation KA Dilgc=
B1-B5 = Coefficient Regression SIZE = Size Companies
Enterprise Risk Management ERM = LEV = Leverage

KA Indp = Independent Commissioner ROA = Profit
KA Fkpt = The size of the Board ofe=ermrorterm
Commussioners

KA Size = Audit Committee

4 DATA ANATYSIS AND DISCUSSION
Sample
The sample in this study were obtained by using preposive sampling method. In
accordance with predetermined criteria, the results of this study sample selection are as
follows:
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Table 4.1 Sample Selection List

(Criteria Number
(Companies listedon the Stock Exchange in 2007-2010 35
(Companies that delistedin 2007-2010 4
(Companies that do not have the complete financial statements and|(11

idata

The number of samples in research 20

Sources: Secondary data is processed (2011)

Based on Table 4.1 above were obtained with a sample of 20 companies during
the observation period of three (3) wears, and eventually acquired a total of 60
observations, the data in this study.

Descriptive Statistics

Table 4.2 shows the descriptive statistics of the study mclude the value of the average
fmean), maximum, mininmum and standard deviation of each vanable nsed in this study
are as follows.

Table 4.2 Descriptive Statistics

Variables Minimuom Maxinmm  (Value Standard
Average |Deviation
ERM -3.43 440 1.1830 [1.77134
KA Indp |0.00 0 .75 03314 |0 .12900
KA Ekpt |0.20 2:00 05610 |0.25924
EA Size [2:00 700 3.8000 |1.19036
KA Dilge |0.00 1:00 0 9167 |0 27872
SIZE 12:07 14.60 133801 |0.77256
LEV 0.7 127 0 9083 |0.06129
ROA ~1.30 0 .04 -0.0136 |0.17013

Sources: Secondary data is processed (2012)

Table 4.2 above shows the average index value of ERM is 1.1880, the highest
score at 4:49 and the lowest value of -3 43, This suggests that the achievement of ERIM
mn banking companies tend to be high Audit commitiee independence variable
(KA _Indp) has an average of 0.3314. which means that 33.14% sebavak company's
andit committee of independent samples come from the commussioner. Further 56.10%
of the sample firms have an audit committee accounting expertise and finance
(KA Fkpt), and the average sample firm has a oumber of audit committee (KA Size)
by 4 people. and as much as 91.67% sample company's audit committee meetings
(meetings) (KA Dilge) four times or more a vear.

Regression Analisis Result

Table 4.3, shows the results of nmlfiple regression analysis with a value of . Sguare of
55.8%. These results indicate that 55.8% of the dependent variable, namely Enterprise
Fisk Management (EEM) can be explained by the independent vanables (KA Indp,
EA Flpt, KA Size, KA Dilge, SIZE, LEV and ROA), while the remaining 442% is
explained by other variables that are not included in fhis research model. Significance of
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F value of 0.000 probability of <-5%, indicating that the model developed in this study is

the fit.

Table 4.3

Regression Analysis of the Audit Committee Characteristics and ERM
Variables Regression  |i-statistics [Sig.

coefficients

(Constant) -23 357 -4649 0 .000
KA Indp 3041 2275 0027 *
KA Ekpt 0 .612 0 .00 0.372
KA Size 0.163 0 840 0 405
KA Dilge 0 .020 0 .032 0 975
SIZE 1563 5623 0 .000 *
LEV 1799 0 380 0705
ROA -1168 - 0695 0 490
R Square 0 558
Adjusted R Square 0 408
F 9 372
Sig 0.000

Nore: * Significance alpha of 5%

Audit Committee Characteristics and ERM

Testing the hypothesis one wants to prove that the independence of audit committees
(KA Indp) positive effect on ERM. The results of hypothesis testing shows the
regression coefficient of 3.041 with a significance level below 5% (0027). Stafistically,
a significant positive effect KA Indp variables against ERM. Therefore. the results of
this study accepted the hypothesis 1. Significant positive effect means that more and
more from the audit committee of independent commissioners, then the application will
be more effective ERM. The results of testing the first hypothesis of this study support
the opinion expressed by Cohen et al. (2002) that would be effective if the audit
commiftee independent of management These results are also comnsistent with the
results of Dionne and Triki (2005) which proves that the requirements regarding audit
committee independence prompted the company fo pay more attention to risk
management. Research Abbott. et. al.. (2002) concluded that the independence of audit
committees related to the negative (positive) with the financial statement fraud, as well
as with the results of Orphans (2009) concluded that there is a strong relationship
between the independence of the audit committee on the establishment of risk
management committee.

Testing hypothesis 2. that the andit committee expertise (KA FEkpt) positive effect
on the implementation of ERM. The results of hypothesis testing showed that the
regression coefficient of 0.612 with a significance level> 5%. Statistically, the variable
KA Ekpt no significant effect on the implementation of ERM. So the second hypothesis
which states the expertise of the audit committee a positive effect on ERM application is
rejected. These results suggest that accounting and financial expertise can not improve
the implementation of ERM. The results of hypothesis testing in this study do not
support research conducted by Dionne and Tnki (2005) that the audit commuttee of the
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whole educational background in finance and the board of commissioners who
manyoritas educational background in finance is more active in risk management.
Carcello er ai.(2006) concluded that the audit committee expertise in finance proven
effective m reducing eamings management. Sinularly. the results of the siudy Abbott,
et. al., (2002) concluded that the audit committee has financial expertise is positively
associated with reporting back to the financial statements and financial expertise related
to the negative (posttive) with fraudulent financial statements, as well as the p enelitian
Orphan (2009) who concluded that the audit committee expertise is strongly correlated
towards the establishment of risk management committee.

Further testing of the hypothesis 3 that the size of the audit committee (KA _Size)
positive effect on the implementation of ERM. The results of hypothesis testing showed
that the regression coefficient of 0.163 with a significance level= 5%. Statistically audit
committee size variables had no significant effect on the implementation of ERM.
Therefore. these results reject the hypothesis 3. These results suggest that the large
number of audit committee can not affect the company's management to be more
concerned with improving the implementation of ERM. Therefore, the results of testing
this hypothesis is not supported study conducted by Dionne and Trki (2005) who
proved that the terms of the number of audit committee encourages companies to pay
more attention to risk management. However enelitian p is in line with the results of
research Orphan (2009) who concluded that there is no strong relationship between the
size of the audit committee with the establishment of risk management committee.

Next test the hypothesis 4 that the audit committee diligence (KA _Dilge) positive
effect on the implementation of ERM. Test results showed that the regression
coefficient of 0.020 with a significance level> 5%. Statistically, the wvariable that
diproksikan diligence audit committee with a number of meetings (the meeting) no
significant effect on the implementation of ERM. so that the results of this study reject
the hypothesis 4 These results suggest that the large number of meetings (meetings)
audit committee can mnot improve the implementation of ERM. Thus the results are
inconsistent with research Orphan (2009) who concluded that there is a strong
relationship diproksikan diligent audit committee with a number of meetings fowards
the establishment of risk management committee Similarly. the study Abbott. et. al,
(2002) who concluded the audit committee meetings at least four times a vear
significantly negatively related to musstated financial statements.

In addition to testing the hypothesis on the results of this fieldwork also found that
firm size significantly influence the implementation of ERM. This means that the larger
size of the company, the better application of the ERM. However. leverage is not
significant to the implementation of ERM perpengaruh. These results are consistent
with research Orphan (2009). Similarly, the profitability is also no significant effect on
the implementation of ERM.

5. CONCLUSION, LIMITATIONS AND IMPLICATIONS
Conclusion
Based on the objectives. results and discussion. the conclusions of this study are
as follows:
1. The independence of audit committees have a significant effect on ERM. These
results indicate that audit committees are a growing number of independent
commissioners. then the application will be more effective ERM.
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ta

Expertise of audit committees does not significantly influence the

implementation of ERM. These results suggest that accounting and financial

expertise possessed by the audit committee can not improve the implementation
of ERM.

3. Audit conmmittee size had no significant effect on the implementation of ERM.
These results suggest that the large number of audit committee can not affect the
company's management fo be more concermned with improving the
implementation of ERM.

4. Diligence audit committee (meeting or meetings) did not significantly influence

the implementation of ERM. These results suggest that the large number of audit

cominiftes meetings of gatherings not capable of improving the implementation
of ERM.

Research Limitations and Suggestions
There are some limitations to this study inclade:

1. Regression results in this study produces a low value of R Sguare and from the

fourth hypothesis received only a hypothesis. Therefore, for further research are
expected to develop this research not only on the characteristics of audit
committees, but can be extended to other corporate governmance mechanisms
such as the commissioner, commissioner of an independent. institutional
ownership and others.
This bank is one of the types of financial companies that have many rules that
bind primarily related to its financial condition. Banking companies also hawve
different characteristics from other types of companies. Binding rules and the
different characteristics of these comipanies make the results of this smudy can not
be generalized to other industries. Therefore, for subsequent researchers are
expected to develop this research to other types of companies bemagai.

o

Implications of Research

The results of this study contribute to interested parties such as governments,
Bapepam. and IAI in formulating policies. regulations. and standards related to nisk
management. In addition it can also provide input to regulators to intensify their
companies listed on the Stock Exchange to have a formal risk management systems and
structured to support the creation of good corporate govermance, because if
implemented effectively. risk management can be a force for the implementation of
GCG
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