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INTRODUCTION

Abstract

The aim of this research is to find out the effect of solvency, activity, and implementation of good corporate gov-
ernance on the profitability of non-banking state-owned enterprises, which the IPO before 2012 and registered in
Indonesia Stock Exchange in 2012 until 2017. The number of the research sample was 14 companies. The phe-
nomenon of operational inefficiency of the company resulted in the loss of several state-owned enterprises in that
period. In this study, profitability indicators use Return On Assets (ROA). While the debt of the state-owned enter-
prises is increasingly swollen, especially those who get government assignments are feared that they will default.
This is related to solvency as measured by using the Debt to Equity Ratio (DER). In comparison, the inefficiency
of companies in using and managing assets owned will only increase the company's burden in the form of invest-
ment that does not bring profit. This is related to the activities measured by using Total Assets Turnover (TATO).
The last is Good Corporate Governance (GCG), where corporate governance is seen as not yet optimal by State-
Owned Enterprise. As for corporate governance using the Audit Committee indicators. Based on the study results,
it is concluded that DER, TATO, and GCG with the Audit Committee indicators have a significant effect on ROA in
State-Owned Enterprise registered on the IDX. The same result is also with partial test (¢ test), where DER has a
significant effect on ROA, TATO has a significant effect on ROA, and GCG with the Audit Committee indicator has a
significant effect on ROA. The findings imply that to reduce the level of debt, the state-owned enterprises should
efficiently use their assets and maintain and enhance competent audit committees.

© 2019 The Author(s). Published by TAF Publishing.

profitability of the company, then the company's ability to

In maintaining the sustainability of the company accord-
ing to the going concern principle, every company must be
able to produce a maximum profit, because profit is the
main measure of efficiency and success of a company (Liu,
Fisher, & Chen, 2018; Song, Cai, & Feng, 2017). Likewise
from the investor's point of view, one of the important indi-
cators to assess the company's future prospects is how far
the company is able to create profit growth or profitability
(Endang & Risal, 2017; Khan & Khokhar, 2015). Whereas
(Hermuningsih, 2013; Sundar & Al Harthi, 2015) stated that
profitability describes whether a company has good oppor-
tunities or prospects in the future, which is the higher the
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maintain its survival will be guaranteed.

To find out how far the company is able to produce prof-
its, it cannot be separated from the company's financial per-
formance itself and to find out the company's financial per-
formance related to its profitability, there are various prof-
itability ratios that can be used to assess financial health
and the company's ability to produce profits, including the
use of ROA and Return on Equity (ROE) as indicators of fi-
nancial performance (Putra & Nuzula, 2017; Willy, 2017).
During this time based on the facts, most studies are ori-
ented to ROE (Circiumaru, Siminica, & Marcu, 2010; Zahra
& Hayton, 2008) even practitioners such as analysts and
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Wall Street investors tend to focus on ROE rather than ROA
as the main measure of company performance. This is be-
cause this ratio provides metrics that are fast and easily
understood by investors. But behind that it turns out that
ROE can obscure a lot of potential problems in the company
and ROE can distract from business fundamentals leading
to unpleasant surprises. This means that companies can
use financial strategies to maintain a healthy ROE artificially
for a while and hide the deteriorating performance in its
business fundamentals (Bahri, Mahsina, & Poniwati, 2017;
Hagel, Brown, & Davison, 2010).

Based on the description above, this study focuses on ROA
profitability indicators to analyze long-term profitability
trends in all Non-banking state-owned enterprises (BUMN)
registered in the Indonesia Stock Exchange (IDX) (Bursa
Efek Indonesia, 2018) from 2012 to 2017. This supported
by the results of research Kiel and Nicholson (2003) which
stated the performance measurement based on accounting
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which is commonly used is ROA. While the selection of Non-
bank State Owned Enterprises in this study was due to the
rarely of studies using SOEs as the subject of their research.
The phenomenon related to the company's ability to pro-
duce profits, which was in 2015 the Ministry of state-owned
enterprises proposed the addition of State Capital Partic-
ipation (PMN) to 25 state-owned companies to improve
their performance, which 5 were SOEs that have been go-
ing public (Wiyanti, 2015). Likewise in the first semester
of 2017 as many as 24 state-owned enterprises recorded a
loss of around Rp. 5 trillion and the causes are varied from
carrying out government assignments to operational ineffi-
ciencies of the company resulting in losses (Alfian & Tresna,
2017; Ariyanti, 2017).

Another fact is that there are 20 SOE's that have been go-
ing public on the Indonesia Stock Exchange. From the 20
companies, their performance can be seen with the ROA in-
dicator presented in the following chart.
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FIGURE 1. State Owned Enterprises (SOEs) with ROA indicator in 2012-2017 (Source: (World Bank, 2017)

Based on Figure 1 above, it can be seen that the perfor-
mance of state-owned companies registered on the Indone-
sia Stock Exchange with ROA indicator values has decreased
from 2012 to 2017. The decreasing in ROA is an important
and interesting thing to study, which is the SOEs should have
the ability to achieve financial performance which is bet-
ter and has a consistent growth rate compared to non-SOEs
companies. This is based on the number of assets owned,
which the strength of the assets owned is the initial capital
to achieve the optimal performance if the assets owned are
managed properly.

The downward trend in SOEs’ financial performance is sup-
posed related to the company's ability to pay its long-
term obligations including interest and principal debt (Choi,
O'Hanlon, & Pope, 2006; Sulashvili et al., 2017). To make
sure the cause of the decreasing in SOE’s ROA, first used the
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solvency ratio which provides a general description of debt
in the company's capital structure. This means that there is
a close relationship between solvency ratios and profitabil-
ity (Gitman, 2002; San & Heng, 2011).

There are several ratios in the group of solvency ratio, but
what is taken in this study is the DER ratio. This is because
Debt to Equity Ratio can show the percentage of funds pro-
vided by shareholders to lenders. The higher the ratio, the
lower the company funding provided by shareholders as
well as vice versa. Debt to Equity Ratio with anumber below
1.00, indicates that the company has a debt that is smaller
than its capital, but as investors we must also be smart in
analyzing this DER, because if the total debt is greater than
capital, then we must look further whether current debt or
larger long-term debt. Some previous research has stated
that DER does not significantly influence on profitability
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(Andreani, 2014), this is in line with the research (Tailab,
2014) stated that Debt to Equity does not have a significant
impact on the company's ROA performance and while the
results of the study (Rahman, 2017), stateding otherwise
there is a negative relationship between the two solvency
ratios and ROA. Based on the description above, it can be
concluded that DER does not affect ROA as well as when it
is viewed from the context of the relationship between the
two variables, the relationship is negative.

In fact to the debt of the state-owned enterprises continues
to rise in the period of 2012 to 2017, especially the SOEs
that get government assignments is feared that they would
default on their debts. Moreover, revenue from projects as-
signed by the government does not have large returns for
the SOEs themselves, especially construction SOEs are not
economically feasible (Edward, 2015).

Another thing related to the decreasing in the financial per-
formance of SOEs the writer tried to measure the efficiency
and effectiveness of asset utilization in order to earn in-
come. In this case the ratio used is the activity ratio which
the activity ratio that is chosen is the ratio of TATO. This
ratio is used to measure the ability of funds embedded in
the entire rotating assets in a period or the ability of the
capital invested in produceing "revenue". This is in line
with Warrad and Rania (2015) stated that the Total Asset
Turnover ratio is the ratio used to measure the turnover of
all assets owned by a company and measure how much sales
are obtained from each rupiah of assets. Furthermore this is
supported by the results of the statement (Mondal & Ghosh,
2012). It is the ratio of total turnover to total assets. This
ratio is used to control for the impact of total assets on cor-
porate performance.

A high TATO ratio usually shows good management,
whereas a low ratio forces management to evaluate its
marketing strategy and capital expenditure. The same
amount of assets can increase sales volume if the total
asset turnover is increased or enlarged, so the total as-
set turnover can play a role in determining ROA. This is
supported by the results of research by (Andreani, 2014;
Enekwe, 2015) which is stated that total asset turnover ra-
tio has a positive influence on profitability.

Based on the description above, it can be concluded that
the more efficient a company is using its assets to obtain
income, the better profit it will show that will be received,
and vice versa, the inefficiency of the company in using the
assets owned will only increase the burden of the company
in the form of investment that does not bring profit.

In fact, according to SOEs’ Minister Rini Soemarno, that up
to the end of 2017, the total assets of SOEs reached more
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than Rp. 7,200 trillion, assets that are less or not optimal
use (idle) certainly cause costs (taxes, maintenance, etc.)
that will become the burden of the company, (Pitoko, 2018).
Another phenomenon related to the decreasing in the fi-
nancial performance of SOEs is companies need to apply
good corporate management and that can only be realized
by implementing GCG. GCG has become a very interesting
and popular issue lately. This arises in connection with the
principal-agency theory, which is to avoid conflict between
the principal and the agent. Conflict arises because the dif-
ference in interests must be managed so itis not causing any
harm to the parties. Corporations are formed and consti-
tute a separate entity that is separated and is a legal subject,
so that the existence of the corporation and the interested
parties (stakeholders) must be protected through the im-
plementation of GCG (Bukti Konsistensi Pengelolaan Keuan-
gan, 2017).

GCG is started from the Cadbury (1992) which stated that
corporate governance is a series of codes of conduct to di-
rect and control the activities of the company and its main
stakeholders and be strengthened by Tomsic (2013) new
perspectives in the field of corporate governance by form-
ing a two-way relationship between companies and stake-
holders, moving from collaborative building and managing
relationships towardsa suitable for the exchange of ideas,
knowledge and special information, and all that is needed
to produce and maintain the fitness of the company.

There are some previous studies related to GCG stated that
the size of the audit committee, institutional ownership
and managerial ownership does not affect financial perfor-
mance (Herdjiono & Mega, 2017), this is reinforced by Zabri,
Ahmad, and Wah (2016) stated that the size of the board
had a significant and weak negative relationship with ROA.
In contrast (Alley, Adebayo, & Oligbi, 2016; Kallamu & Saat,
2015; Naseem, Xiaoming, Riaz, & Rehman, 2017) stated that
corporate governance significantly affects financial perfor-
mance.

Based on the description above, it can be concluded that
most studies or researches stated that GCG does not affect
financial performance, only a small percentage stated oth-
erwise. This means that there is a research gap that occurs
and this is very interesting to study, which is in this study
the writer chose a small part by only taking 1 dimension of
GCG namely the dimensions of the Audit Committee and this
is one that distinguishes it from previous research.

The fact is that the implementation of GCG in Indonesia
was initially voluntary so there were no sanctions, but
since 2012 the Ministry of SOEs through PER12/MBU/2012
(Peraturan Menteri Bumn, 2012) requires the implementa-
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tion of GCG in SOEs’ companies. But until 2015 the imple-
mentation of GCG in SOEs has not been optimal as stated
by the Financial Services Authority (OJK) that the imple-
mentation of GCG in Indonesia is currently lagging behind
compared to countries in the ASEAN region (Primadhyta,
2017). This is confirmed by the 2015 ASEAN Corporate
Governance Awards held by the ASEAN Capital Markets Fo-
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rum (ACMF) in Manila Philippines, which there are only two
emitents from Indonesia that are included in the list of 50
Emitents and both are not State-Owned companies, even
if we see scores or GCG implementation ranking based on
countries in the ASEAN Region, it is clear that Indonesia
is relatively behind compared to neighboring countries, as
shown in Figure 2 below.

Mean Scores by Country

FIGURE 2. GCG average score by country year 2012-2015 Source:

Based on the Figure 2 above Thailand continues to be the
best player in overall for 4 consecutive years, among par-
ticipating countries, Thailand has the highest average score
followed by Singapore and Malaysia. While Indonesia is in
a position after Malaysia and above Vietnam which is rela-
tively in the economy has recently developed. This clearly
proves that it is still weak and that the principles of GCG
have not been fully implemented in all SOEs.

Based on those phenomenon above, it can be concluded that
the purpose of this study is first to determine the effect of
solvency/leverage interpreted by DER on SOEs profitabil-
ity, second to investigate empirically how far the activity ra-
tio through TATO affects the profitability of SOEs and third
to find out how far GCG through the Audit Committee indi-
cator affects the profitability of SOEs and at the same time
this research will contribute to enrich the literature on the
profitability of SOEs that are influenced by these three vari-
ables and finally, this study aims to draw implications from
the results derived which will serve as recommendations to
increase SOEs’ profitability.
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(As_ian Development Bank, 2014)

LITERATURE REVIEW

Company’s Performance

Financial performance is an illustration of the achievement
of the company's success can be interpreted as The results
that have been achieved for various activities that have been
carried out. It can be explained that financial performance
isan analysis carried out to see the extent to which company
thathasimplemented using the rules of financial implemen-
tation well and correctly. According to Udemy (2018) some
financial ratios are often used to measure company’s per-
formance.

Liquidity ratio

The liquidity ratio aims to find out how far the company's
ability to pay off short-term obligations. This ratio shows
how far the wealth in this case is the current assets which
is easy to use to pay liabilities namely current debt. The
liquidity ratio consists of Current ratio is the ratio between
current assets and current debt. This ratio calculation aims
to find out how far the actual amount of current assets of the
company can guarantee debt to short-term creditors. The
higher the ratio means the more secure the company's debts
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to creditors.

Profitability ratio

This ratio illustrates the company's ability to make a profit
through all capabilities, and available resources such as
sales activities, cash, capital, number of employees, number
of branches, and so on. Profitability ratios consist of:

a) Net profit margin

Net profit margin is the ratio or comparison between net
profit (net profit or earnings after tax) with sales.

b) ROA

ROA is a comparison between net income and total assets
of a company. The purpose of calculating this ratio is to find
out how far the assets used in making profits. The purpose
of calculating this ratio is to find out how far assets are used
to make profits.

c) ROE

ROE is the ratio between net profit and total equity or own
equity. This ratio aims to find out how far the results ob-
tained from capital investment.

Activity ratio

Activity Ratio indicates the level of activity of a company's
assets, measuring how fast the post or asset account rotates
in a period. This ratio consists of:

a) Total Assets Turnover

This ratio shows total asset turnover measured by sales vol-
ume, in other words how far the ability of all assets to create
sales.

b) Inventory Turnover

Inventory Turnover is a comparison between sales and in-
ventory, which shows how many times the inventory has
been spinning in 1 year.

Solvency ratio

This ratio describes the company's ability to pay its long-
term obligations or obligations when the company is liqui-
dated. This ratio consists of:

a) Debt to Asset Ratio

The ratio of liabilities to assets is the ratio between total li-
abilities and total assets of the company. This ratio shows
how much debt is used to finance the company assets.

b) Debt to Equity Ratio

The debt to equity ratio is the ratio between total debt and
total equity of the company.

Corporate Governance

In principle, corporate governance is a system where the
company's business is directed and controlled. The gov-
ernment determines the distribution of rights and respon-
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sibilities among companies, such as boards, managers,
and others as stakeholders (Organisation for Economic Co-
operation and Development, 2015). Brickley and Zimmer-
man (2010) define corporate governance broadly as a sys-
tem of laws, regulations, institutions, markets, contracts,
and company policies and procedures (such as internal con-
trol systems, policies, and budgets) that direct and influence
the actions of top-level decision makers in company (share-
holders, board of directors, and executives).

Furthermore, Clarke (2011) defines corporate governance
as a whole set of legal, cultural and institutional arrange-
ments that determine what can be done by public compa-
nies, who controls the company, how the control is carried
out, and how the risks and results of the activities carried
out it is allocated. Hidayah (2017) defines good corporate
governance as a collection of customary processes, policies,
laws and institutions that influence the company by con-
ducting direction, administration, and control. Haslinda,
Alia, and Faizah (2016) Herdjiono and Mega (2017) in their
research on corporate governance took 5 (five) dimensions.

The board of commissioners

The board of commissioners is the organ of the Company in
charge of carrying out supervision in general and/or specif-
ically in accordance with the articles of association and ad-
vising the directors.

Board of directors

The board of directors is a control centre in the company
and this board has the responsibility for responsibility for
health and the company's long-term success.

Audit committee

The audit committee is a group of people appointed by the
board of commissioners, responsible for maintaining the
auditor's independence from management.

Institutional ownership

Institutional ownership is the total number of shares owned
by the institution. The existence of institutional owner-
ship can monitor their increase in investment profession-
ally so that the level of control over management is very
high, which in turn can reduce the potential for fraud.

Managerial ownership

Managerial ownership is a shareholder of the company
where shares are owned by the management of the com-
pany who actively participates in the decision making of the
company (Director and Commissioner). This is measured
by the percentage of shares owned by management.
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RESEARCH METHODOLOGY

The type of research used is descriptive and verification re-
search on the effect of solvency, activity and implementa-
tion of GCG on the profitability of the company. This re-
search is used as aresearch location, namely the IDX located
on JL. Jend. Sudirman Kav 52-53, South Jakarta 12190, In-
donesia.

Sample

This study uses a quantity data sample obtained from
the IDX website www.idx.co.id and the company's web-
site which the data is examined using purposive sampling
method, in the form of sampling with criteria in accor-
dance with certain considerations. The selection of sam-
ples of annual financial report data is only from State Owned
Enterprises registered in Indonesia Stock Exchange in the
2012-2017 period. The number of samples in this study
were 14 companies.

Analysis Data Method

Determination of Data Model : Determination of the model
aims to determine whether the test is suitable with the ex-
isting data model. There are 3 panel data test models con-
ducted before performing regression analysis, namely chow
test, langrange multiplier test and hausman test and the
test results are then used to determine the use of analytical
methods, namely Random Effect, Common Effect or Fixed
Effect. To determine the right model, the following tests are
carried out.

Chow test

Chow Test is a test to determine whether fixed effect model
or PLS is more precise to use in statistic research model.
The hypothesis in the chow test is as follows:

HO: Using Common Effect (CE) model.

H1: Using Fixed Effect (FE) model.

The test is done by seeing the probability value F-stat, if the
value of F-stat prob is smaller than alpha so the the research
model is more precise using FE model.

Lagrange multiplier test

Lagrange Multiplier (LM) Test is a test which is done to de-
termine whether RE model or PLS is more precise to use.
Hypothesis in LM test as follows:

HO: Using PLS model.

H1: Using Random Effect (RE) model.

To determine which hypothesis thatis accepted, so itis seen
by probability value of chi-square. If chi-square prob value
is smaller than alpha so regression model is precise using
RE model.
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Hausman test

Hausman Test is a test which is done to determine whether
FE model or RE is more precise to use. Hypothesis in Haus-
man Test as follows:

HO: Using RE model.

H1: Using FE model.

To determine which hypothesis which is accepted, it can be
seen from F-stat probability value, if value of F-stat prob is
smaller than alpha so the regression model is more precise
to use FE model.

Analysis of Multiple Linear Regression

Multiple linear regression analysis is testing a linear rela-
tionship between two or more independent variables with
the dependent variable. This analysis is conducted to deter-
mine the direction of the relationship between the indepen-
dent variable and the dependent variable, whether each in-
dependent variable is positively or negatively related. Data
analysis method used to measure the influence of solvancy,
activity, and implementation of good corporate governance
on company that is statistical analysis in the form of testing
hypothesis using statistical tests. The statistical analysis
used in this study is a multiple linear regression equation
which is formulated as follows:

ROA;; = a + b;DER + boTATO + b3GCG + e

Keterangan:

i :Total of Company
t:2012-2017 period

ROA : Return on Assets

DER : Debt to Equity Ratio
TATO : Total Assets Turnover
e: Error

Determination Coefficient (R? Test)

variation of the value of the dependent variable can be ex-
plained by the variation of the values of the independent
variables. R? values will show how much X will affect the
movement of Y. The bigger of the R? results is better be-
cause this shows that the better the independent variable
will explain the dependent variable.

Partial Regression Coefficient Test (¢ test)

Statistical test ¢ basically shows how far the influence of an
explanatory/independent variable individually in explain-
ing the variation of the dependent variable (Ghozali, 2018).
Partial testing of the independent variables used in this
study are:
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a. Ifthe t-count obtained from the processing value is bigger
than t table, it can be concluded that there is a partial effect
between the independent variable and the dependent vari-
able.

b. If the t-count obtained from the processing value is
smaller than t table, it can be concluded that there is no par-
tial effect between the independent variable and the depen-
dent variable.

Simultaneous Regression Coefficient Test (F Test)

F testis used to measure whether all independent variables
together have a significant effect on the dependent variable.
Simultaneous testing is done by comparing the level of sig-
nificance of F from the test results with the significance
value used in this study. Simultaneous testing of the inde-
pendent variables used in this study are:

a. If the calculation obtained from the processing value is
bigger than F table, it can be concluded that there is a simul-
taneous influence between all independent variables with
the dependent variable.

TABLE 1. The results of the chow tests

2019

b. If the calculation obtained from the processing value is
smaller than the F table value, it can be concluded that there
is no simultaneous effect between all independent variables
with the dependent variable.

RESULTS

Determination of Regression Model

Determination of the model aims to determine whether the
test is suitable with the existing data model. There are 2
panel data test models conducted before performing regres-
sion analysis, namely chow test, and hausman test and the
test results are then used to determine the use of analytical
methods, namely Random Effect, Common Effect or Fixed
Effect.

Chow Test

Chow Testis used to determine whether the research model
is more suitable to use CE method or FE method. The follow-
ing below presents a table of the results of the chow tests
that have been carried out.

Effects Test Statistic d.f. Prob.
Redundant Fixed Effects Tests

Equation: Untitled

Test cross-section fixed effects

Cross-section F 11.968104 (13,67) 0.0000
Cross-section Chi-square 100.851914 13 0.0000

Based on the results of the Chow test in Table 1, shows the
value of the Chi-square Cross-section probability of 0.0000
is smaller than 0.05, then the right model in estimating
panel data is Fixed Effect.

TABLE 2. The results of the Hausman tests

Hausman test

Hausman test is used to determine whether the research
method is more precise using FE method or RE method. The
following below presents a table of the results of the Haus-
man tests that have been carried out.

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.
Correlated Random Effects - Hausman Test

Equation: Untitled

Test cross-section random effects

Cross-section random 2.650966 3 0.4486

Based on the results of the Hausman test in Table 2, shows
a Chi-square Cross-section probability value of 0.4486
greater than then the right model in estimating panel data is
the Random Effect. Thus, in this study the regression model
will be used is the Random Effect model, although the chow
test shows fixed effects that should be used in testing panel
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data.

Analysis of Multiple Linear Regression
The following is the presentation and results of multiple lin-
ear regression analysis.
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TABLE 3. The results of multiple linear regression

Variable Coefficient Std. Error t-Statistic Prob.

C -5.042956  3.835788  -1.314712 0.1924
DER -1.830242  0.635721  -2.879000 0.0051
TATO 8.137540 2.388701  3.406680  0.0010
GCG_KA 1.784139 0.710770 2.510149 0.0141

ROA = C(1) + C(2)*DER + C(3)*TATO + C(4)*GCG_KA + [CX = R]

ROA = —5.04295 — 1.83024"DER + 8.137540"TATO + 1.7841394*GCG_KA + [CX = R]

Based on the results of the analysis in Table 3, so it can be
made the multiple regression equations which are formu-
lated as follows: The interpretation of the equation of the
multiple linear regression model above is as follows:

1. Constants

A constant of -5.04295 means that if all the independent
variables are 0 (zero), then the ROA is negative at -5.04295.
2. DER Regression Coefficient

DER Regression Coefficient is negative at 1.83024. This il-
lustrates that every increase of 1% DER, the ROA of the
company will decrease by 1,83024, with the assumption the
other influenced variable is remaining.

3. TATO Regression Coefficient

A positive TATO Regression Coefficient of 8.137540 this il-

lustrates that every 1x TATO increase then ROA will increase
by 8.137540, with the assumption the other influenced vari-
able is remaining

4. Audit Committee Regression

The Audit Committee Regression Coefficient is positive at
1,784,139, this illustrates that every increase of 1 Audit
Committee then ROA will increase by 1,784139 with the as-
sumption the other influenced variable is remaining,

Determination Coefficient Test (R?)

Test of determination or accuracy of the googness of fit
model to measure the size of the model's ability to explain
the dependent variable. The small values of R? means the
ability of independent variables in explaining dependent
variables are very limited.

TABLE 4. The results of Determination Coefficient Test (R?)

R-squared 0.217532
Adjusted R-squared 0.188190
S.E. of regression 3.858531
F-statistic 7.413549
Prob (F-statistic) 0.000192

Mean dependent var 1.456595
S.D. dependent var 4.282474
Sum squared resid 1191.061
Durbin-Watson stat  1.382925

Based on the results presented in Table 4, the R-squared
value is 0.217532 or 21.75%. This shows that the indepen-
dent variables DER, TATO, and GCG are able to explain the
dependent variable ROA of 0.217532 or 21.75%, while the
remaining 78.25% is explained by other variables outside
the research.

Partial Regression Coefficient Test (¢ test)

The test performed to test the independent variable is a par-
tial test (¢t test). This test aims to determine the effect of
independent variables on the research model. Referring to
the table resulting from multiple linear regression analysis,
the DER variable has a probability value of 0.0051. If the
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probability is < 0.05 then H1 is accepted, and if the probabil-
ity is > 0.05 then H1 is rejected. Based on this, the probabil-
ity value is less than 0.05 (0.0051 < 0.05) so H1 is accepted.
Thus it can be concluded that the presence of DER has a sig-
nificant negative effect on ROA in State Owned Enterprises
registered on the IDX.

Referring to the table resulting from multiple linear regres-
sion analysis, the TATO variable has a probability value of
0.0010. If the probability is < 0.05 then H1 is accepted, and
if the probability is > 0.05 then H1 is rejected. Based on this,
the probability value is smaller than 0.05 (0.0010 < 0.05)
then H1 is accepted. Thus it can be concluded that TATO
has a significant effect on ROA in State Owned Enterprises
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registered on the IDX. Referring to the results table of multi-
ple linear regression analysis, the Audit Committee variable
has a probability value of 0.0141. If the probability is < 0.05
then H1 is accepted, and if the probability is > 0.05 then H1
is rejected. Based on this, the probability value is smaller
than 0.05 (0.0141 < 0.05) so H1 is accepted. Thus it can be
concluded that the Audit Committee has a significant effect
on ROA in State Owned Enterprises registered on the IDX.

Simultaneous Regression Coefficient Test (F Test)

Based on the table on the coefficient of determination (R?),
the probability value (F-statistic) is 0.000192. If the prob-
ability is < 0.05 then H1 is accepted, and if the probability
is > 0.05 then H1 is rejected. Based on this, the probability
value is smaller than 0.05 (0.000192 < 0.05) then H1 is ac-
cepted. Thus it can be concluded that DER, TATO, and Audit
Committee have a significant effect on ROA in State Owned
Enterprises registered on the IDX.

DISCUSSION
The Effect of DER on ROA

Based on the results in the previous table, it was found that
DER had a significant negative effect on ROA. The negative
influence of the DER implies that the debt made by the com-
pany has a direct impact on the profitability of State Owned
Enterprises registered on the Indonesian stock exchange. In
theory, the higher the DER means to indicate that the total
debt is high which has an interest charge which has an im-
pact on the reduction in company profits.

This matter is supported by the results of the study (Eriotis,
Frangouli, & Ventoura-Neokosmides, 2002) they concluded
that financing investments using retained profits are more
profitable than using borrowed funds. This is in line with
(Rahman, 2017) stateding there is a negative relationship
between the two solvency ratios and ROA. the same thing
stated by (Alarussi & Alhaderi, 2018) stateding that the re-
sults show also negative relationships between debt equity
ratio and leverage ratio and profitability and supported by
the results of the study (Ibhagui & Olokoyo, 2018) the mag-
nitude of the negative effects of leverage on ROA for small-
sized firms is generally higher than the magnitude of the in-
significant impact of leverage on ROA for large-sized firms.
This suggests that when leverage has a negative impact on
ROA, the impact is more pronounced on small-sized com-
panies. This happens in real terms that the average DER of
SOEs each year is relatively experiencing an increase from
2012-2017 which causes the profitability decreasing very
significantly (the data can be seen in the appendix).
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The Effect of TATO on ROA

Base on the results shows that TATO had a significant ef-
fect on ROA. This illustrates that State Owned Enterprises
not yet effective in using their assets to generate total net
sales where fast asset turnover is not followed by high sales
so which causes the profitability decreasing significantly
enough.

This is supported by the results of research(Andreani, 2014;
Enekwe, 2015) which is stated that total asset turnover ra-
tio has a positive influence on profitability. In fact (Warrad
& Rania, 2015) the study shows a significant impact of total
assets turnover ratio on the ROA. and Hence, changes in ROA
can be explained by total assets turnover ratio. the same
thing stated by Alarussi and Alhaderi (2018) that the re-
sults show strong positive relationships between total sales,
working capital and assets turnover ratio and profitability.

This happens in real terms that the average TATO of
SOEs each year is relatively experiencing an decreasing
from 2012-2017 which causes the profitability decreasing
enough significantly (the data can be seen in the appendix).

The Effect of GCG on ROA

Based on the results of this study, the GCG variable with the
Audit Committee indicator has a significant effect on ROA.
This illustrates that the audit committee is expected to be
able to create financial reports that are relevant and free
from manipulation of any party so that it can be used as an
evaluation for management. The audit committee is also ex-
pected to create a transparent business environment and
later it can improve the company's performance. The audit
committee also has a role as connector between the exter-
nal auditor and the internal auditor. With the supervision
carried out by the audit committee on the company's inter-
nal control, it will minimize the occurrence of unhealthy ac-
tions taken by management for its own sake. That way, the
company's ROA will increase.

This is supported by the results of research (Alley et al,
2016; Kallamu & Saat, 2015; Mondal & Ghosh, 2012)
stated that corporate governance significantly affects finan-
cial performance. In fact the results of research by (Naimah,
2017) stated that audit committee meeting positively influ-
ence profitability.

The Effect of DER, TATO, and GCG on ROA

Based on the results of this study, the variables DER, TATO,
and GCG with the Audit Committee indicators simultane-
ously have a significant effect on ROA. This illustrates that
the higher DER means itindicates a high total debt has an in-
terest charge which has an impact on the reduction in com-
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pany profits. Likewise, the effectiveness of the use of as-
sets of State Owned Enterprises registered on the Indone-
sia Stock Exchange will result in total net sales where asset
turnover is quickly followed by high sales so it makes prof-
its. The audit committee also plays a role in increasing the
ROA of the company by carrying out optimal supervision of
the management in carrying out the company's operations.
This matter is supported by the results of research
Kumalasari and Pratikto (2018) GCG has a significant pos-
itive effect on ROA. When GCG has increased then ROA will
also increase, so that performance will also give good re-
sults. In fact the result of study Jereb (2013) stateding that
companies with higher level of implementation of princi-
ples of corporate governance and better practice of corpo-
rate governance are more profitable and have better perfor-
mance. Therefore, if companies want to increase their per-
formance, survive in global market, become more compet-
itive, profitable, attract investors, customers and raise cap-
ital at lower price, they must implement corporate gover-
nance principles and standards in their strategy and deci-
sion making process.

CONCLUSION

1. Based on the result of the study, it is concluded that DER
has an effect on ROA. The higher the DER, the lower the prof-
itability of the company due to the interest expense borne.
2. Based on the result of the study, it is concluded that TATO
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IMPLICATIONS

1. For further researchers, this research is limited to us-
ing internal factors of the company, external factors such as
market to price (Price to Book Ratio) and macroeconomics
such as (exchange rates, inflation, and stock prices), have
not been used as a measure in this study.

2. For investors

Investors should be not only paying attention to the com-
pany's ROE value, but ROA and other fundamental ratios
must be considered.

3. For state-owned enterprises companies in order to re-
duce the level of debt and should be the efficient use of
assets as well as still maintaining and enhancing competent
audit committees.
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