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Abstract: Companies that increase profits cannot avoid the risk of fraud. Companies can implement GCG in preventing and 

correcting the risk of fraud. This study investigates the effect of GCG on profitability. The purposive sampling method resulted 

in 25 companies in the 2018-2022 period. This study method uses quantitative. The result of this study partially does not affect 
profitability. However, it simultaneously affects profitability. Therefore, independent commissioners, audit committees, 

institutional ownership, and managerial ownership must work together to manage the company effectively. This research can 

inform investment decisions by identifying companies with strong GCG practices. 
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I. INTRODUCTION 

The company's ability to achieve profit is a determining factor in decision-making. Companies need a place to obtain 

funds by issuing shares. In Indonesia, it is called the Indonesia Stock Exchange. In addition, every company is required to 

present information in its financial statements. The report can help stakeholders as a source of information to make decisions 

regarding the company's condition. 
 

Companies maximizing profits are not always achieved due to various factors that can cause a decrease in financial 

performance and cause bankruptcy (Khaeria & Kristanti, 2023). Companies must have good corporate governance to organize 

and manage company management (Riyandika & Saad, 2020). The shareholders' interests are the managers' responsibility to 

manage all conflicts (Alawi, 2022). From the agency theory, it is known that there is a conflict between the principal and the 

agent. In addition, the application of GCG principles can increase investor confidence and the confidence of other parties 

involved in the capital market (Riyandika & Saad, 2020). Besides that, all companies face the risk of fraud, which can 

significantly impact their performance and hinder it (Subiyanti & Zannati, 2019). A real-world example occurred in 2019 when 

CV Gideon Sakti engaged in fraudulent procurement practices. These practices involved reducing the quantity of ingredients 

used and neglecting to fulfill contractual obligations towards Persons with Social Welfare Problems (PMKS). This resulted in a 

loss of IDR 875 million for the state (Detik, 2022). 
 

The 1998 financial crisis in Indonesia severely disrupted the country's economy and had a detrimental impact on the 

implementation of GCG (Subarnas & Gunawan, 2019). This phenomenon also occurred in 2020 due to the COVID-19 

pandemic, which made it difficult for many companies to survive. Consequently, companies resorted to market expansion 

through acquisitions or mergers. ICBP, for instance, expanded its business by acquiring Pinehill Company Limited shares 

worth IDR 41,67 trillion (CNBC, 2020). Similarly, in the same year, GOOD acquired a 55% stake in KEJU for IDR 953,7 

billion, representing 825 million shares (Garudafood, 2020). 
 

Companies with substantial financial revenues require the implementation of GCG to minimize the occurrence of 

problems. The application of GCG can predict the company's future financial difficulties (Anggraeni & Krisnawati, 2023). This 

was evident in 2021 when CEKA's performance in the first quarter of 2021 was unsatisfactory due to the lack of profit growth 

despite increased sales (Kontan, 2021). Besides that, the implementation of GCG in Indonesia still needs to be improved 

because it shows a decline in GCG principles (Riyandika & Saad, 2020). In 2022, one of the workers of PT Siantar Top 

experienced a work accident and was immediately dismissed by the company (Cakrawala, 2022). 
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Corporate performance is also an important aspect to consider so that companies can make sound decisions, compete 

effectively, and contribute to positive economic growth. The assessment of company performance can be conducted by 

calculating a company's profitability (Pasaribu & Simatupang, 2019). Therefore, this study investigates the effect of GCG on 

profitability. 
 

II. LITERATURE REVIEW AND HYPOTHESES 

A) Financial Performance 

According to Riyandika and Saad (2020), financial performance reflects the effectiveness of a company's financial 

management. GCG can be achieved by implementing regulations that can improve financial performance (Budiman & 

Krisnawati, 2021). There are four financial performance ratios such as liquidity, solvency, activity, and profitability. In this 

study, the ratio used is profitability (Seto et al., 2023). 
 

B) Profitability 

According to Riyandika and Saad (2020), profitability is a financial ratio that measures a company's ability to generate 

profit. Return on Assets (ROA) helps evaluate the efficacy of a company's management in generating profits. The formula 

used: 
 

𝑅𝑂𝐴 =
𝑁𝑒𝑡 𝑃𝑟𝑜𝑓𝑖𝑡 𝐴𝑓𝑡𝑒𝑟 𝑇𝑎𝑥

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
𝑥 100% 

 

C) Agency Theory 

Agency theory examines the interaction between the principal and the agent. According to this theory, the principal 

gathers information to assess the management's efficiency. However, managers often understand the company's internal 

workings more deeply. This asymmetry in information can lead to conflicts of interest, known as agency problems (Riyandika 

& Saad, 2020). Implementing GCG practices can mitigate agency problems by providing the company's board with the 

necessary tools to supervise and control management (Alawi, 2022). 
 

D) Stakeholders Theory 

Stakeholder theory, a cornerstone of management and business ethics, provides a framework for understanding the 

values that underpin organizational governance. This theory challenges the traditional shareholder primacy model, emphasizing 

that various stakeholders play a critical role in an organization's success (Anggusti, 2019). 
 

E) Good Corporate Governance 

Good corporate governance (GCG) is a cornerstone of effective risk management, providing a framework for addressing 

and resolving challenges. It is pivotal in fostering investor confidence, enhancing competitiveness, and driving economic 

growth. Corporate governance is needed to maintain company accountability (Manurung et al., 2018). According to Izdihar & 

Suryono (2022), GCG aspects that can be used, such as: 
 

1. Independent Commissioner 

Independent Commissioner (IC), which can act objectively (Effendi, 2016). The IC acts as a counterweight. The ratio of 

IC to the total share of commissioners is comparable, at least 30% of all members (Subiyanti & Zannati, 2019). The 

formula used: 
 

𝐼𝐶 =
𝑁𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝐼𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑡 𝐶𝑜𝑚𝑚𝑖𝑠𝑠𝑖𝑜𝑛𝑒𝑟𝑠

𝑁𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝐵𝑜𝑎𝑟𝑑 𝑜𝑓 𝐶𝑜𝑚𝑚𝑖𝑠𝑠𝑖𝑜𝑛𝑒𝑟𝑠
 𝑥 100% 

 

2. Audit Committee 

The audit committee (AC) ensures that the financial statements, audit implementation, risk management, and GCG 

implementation are applicable regulations and principles (Effendi, 2016). The formula used: 
 

𝐴𝐶 =
𝑁𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝐸𝑥𝑡𝑒𝑟𝑛𝑎𝑙 𝐴𝑢𝑑𝑖𝑡 𝐶𝑜𝑚𝑚𝑖𝑡𝑡𝑒𝑒𝑠 𝑀𝑒𝑚𝑏𝑒𝑟𝑠

𝑁𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝐴𝑢𝑑𝑖𝑡 𝐶𝑜𝑚𝑚𝑖𝑡𝑡𝑒𝑒𝑠
 𝑥 100% 

 

3. Institutional Ownership 

Institutional Ownership (IO) can encourage effective corporate governance through strict supervision and high 

accountability (Alawi, 2022). IO can avoid earnings management (Manossoh, 2016). According to Khaeria and 

Kristanti (2023), high institutional ownership can result in good company performance. The formula used: 
 

𝐼𝑂 =
𝑁𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑆ℎ𝑎𝑟𝑒𝑠 𝑂𝑤𝑛𝑒𝑑 𝑏𝑦 𝑇ℎ𝑒 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛

𝑁𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑆ℎ𝑎𝑟𝑒𝑠 𝑂𝑢𝑡𝑠𝑡𝑎𝑛𝑑𝑖𝑛𝑔
𝑥 100% 
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4. Managerial Ownership 

Managerial Ownership (MO), namely the shares of parties involved in managing the company. If managerial ownership 

is significant, it can reduce conflicts because it applies the precautionary principle in the decision-making process 

(Subiyanti & Zannati, 2019). The formula used: 
 

𝑀𝑂 =
𝑁𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑀𝑎𝑛𝑎𝑔𝑒𝑟𝑖𝑎𝑙 𝑆ℎ𝑎𝑟𝑒𝑠

𝑁𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑆ℎ𝑎𝑟𝑒𝑠 𝑂𝑢𝑡𝑠𝑡𝑎𝑛𝑑𝑖𝑛𝑔
𝑥 100% 

 

Relationship among variables is set out as several hypotheses: 

➢ Hypothesis-1: Independent commissioning has a significant effect on profitability. 

➢ Hypothesis-2: Audit committee has a significant effect on profitability. 

➢ Hypothesis-3: Institutional ownership has a significant effect on profitability. 

➢ Hypothesis-4: Managerial ownership has a significant effect on profitability. 

➢ Hypothesis-5: GCG aspects simultaneously have a significant effect on profitability. 
 

 
Fig 1. Conceptual Framework Diagram 

 

III. METHODOLOGY 

This study method uses quantitative. The population is 25 companies in the food and beverage sector listed on the IDX. 

The determination of samples used purposive sampling based on criteria published in financial reports for 2018–2022. This 

study uses descriptive statistics and panel data regression. 
 

IV. RESULTS AND DISCUSSION 

A) Descriptive Statistics 

Descriptive research aims to describe an event systematically and accurately. Descriptive analysis shows the "shape" of 

the data and recognizes how variable values are distributed (Hardani et al., 2020). The data used was 25 companies for five 

years, so the research data amounted to 125. 
 

Table 1: Descriptive Statistics 

 Y X1 X2 X3 X4 

Mean 0,091005 0,393800 0,069333 0,599539 0,105758 

Max. 0,975484 0,750000 0,666667 1,000000 1,000000 

Min. -0,154406 0,333333 0,000000 0,000000 0,000000 

Std. Deviation 0,148792 0,079691 0,181076 0,265380 0,205018 

N 125 125 125 125 125 
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B) Hypothesis Test 

Table 2: t-test Results 

Variable Coefficient t-Statistic Prob. 
C 0,122866 0,701724 0,4845 

X1 -0,116300 -0,373035 0,7099 

X2 -0,002360 -0,010199 0,9919 

X3 0,020813 0,147326 0,8832 

X4 0,015351 0,108294 0,9140 
 

The panel data regression model equation: 

𝑅𝑂𝐴 = 0,122866 − 0,116300X1 − 0,002360X2 + 0,020813X3 + 0,015351X4 
 

The Effect of Independent Commissioners on Return On Asset (ROA) 

The probability of independent commissioners (X1) is 0,7099 > 0,05 or t-statistic -0,373035 < t-table 1,97944. Research 

from Riyandika and Saad (2020) supports the statistical results showing that the independent commissioner does not 

significantly affect profitability. 
 

The Effect of Audit Committee on Return On Asset (ROA) 

The probability of audit committee (X2) is 0,9919 > 0,05 or t-statistic -0,010199 < t-table 1,97944. Research from Alam 

et al. (2023) supports the statistical results, showing that the audit committee does not significantly affect profitability. 
 

The Effect of Institutional Ownership on Return On Asset (ROA) 

The probability of institutional ownership (X3) is 0,8832 > 0,05 or t-statistic 0,147326 < t-table 1,97944. Research from 

Susilowati et al. (2022) supports the statistical results, showing that institutional ownership does not significantly affect 

profitability. 
 

The Effect of Managerial Ownership on Return On Asset (ROA) 

The probability of managerial ownership (X4) is 0,9140 > 0.05 or t-statistic 0,108294 < t-table 1,97944. Research from 

Aryani (2019) supports the statistical results showing that managerial ownership does not significantly affect profitability. 
 

The Effect of GCG Aspects Simultaneously on Return On Asset (ROA) 
 

Table 3: F Test Results 

Prob(F-statistic) 0,005075 
 

The probability value is 0,005075 < 0,05. Research from Izdihar and Suryono (2022) supports the statistical results, 

showing that GCG aspects simultaneously affect profitability. 
 

V. CONCLUSION 

Based on the results, GCG aspects have no significant effect partially but have a significant effect simultaneously on 

profitability. The practical and theoretical implications for companies are to pay attention to and improve GCG factors that 

influence decision-making in increasing profits. For investors, it is important to make a source in making investment decisions 

by choosing companies that implement GCG. For academics, it can increase understanding of the factors affecting company 

profitability in GCG. It can be used as a reference for further research and is expected to be used in different sectors. It is 

suggested that additional independent variables relating to GCG, specifically the board of directors, be included. 
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