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Abstract:

The unit of analysis in this study is mining comiganlisted in the Indonesia Stock Exchange. This deta is
represented by the audited company's financiatstamts and historical data of stock prices in Iedn Stock
Exchange. Financial statement data and historigt df the company's stock price used are fronyéae of

2009 to 2012. Companies sampled in the study ocmtypanies which meet the sampling criteria as man33a
companies. We find corporate governance has nadnéle on the risk. The better corporate governailte
improve financial performance. The better corpogeernance will increase the firm value. The highgk

will lower the financial performance, while capitttucture has no influence on the risk. Capitalctire has
negative Influences to financial performance. Gdpgtructure affect negatively to firm value. Thettbr

financial performance will improve the firm value.

Keywords: corporate governance, capital structure, risigricial performance, firm value

1. Introduction

Mining is a risky businesdyusiness that requires large capital, and provides longategturns then it requires
specialized knowledge, experience and containsfiignt obstacles and barriers that must be oveecqidaro
Energy, 2009). Mining effort required to move awéarge cost, therefore the managers of mining armgs
are facing the selection of appropriate financitngtegies for capital budgeting. The company ingreparation

of capital budgeting will observe corporate govewe risk, capital structure, financial performarmee firm
value. Mining business is highly risky that the estor also requires good corporate governancederao
manage the risk to be as minimal as possible sbtki®ainvestments can be safely implanted and geovi
maximum yield. Mining companies listed in the Indsian Stock Exchange must be running on good catgor
governance principles of transparency, accountgbilesponsibility, independence, fairness and kEgudo
support the principles of good corporate governagmes well, the mining company must formed a conemit
consisting of the audit committee, risk managemsmmmittee, nomination committee, and remuneration
committee. Besides, mining companies that alreadplement good corporate governance also have basic
guideline for the implementation of the companybies, business ethics, and code of conduct.

Previous studies related to the influence of cafsoigovernance and capital structure of the risigntial
performance and firm value give some inconsisteatilts and therefore they are inconclusive. Agehepry
tells us that within the company there is a conhfbietween the manager and the employer to the fared
oversight of the company's management in orderddk ior the benefit of owners of the company, this
agency costs appears to reduce the risk of loganAetry theory argues that the parties relatinthéocompany
does not have the same information to conditiothefcompany. The company is considered having fiméion
about the company's prospects and risks much lie&terthe company owner or investor do.

In most important business decisions, there arekisyofinancial considerations: risk and return. liEéinancial
decision presents certain risk and return charatits, and the combination of these charactesistan increase
or decrease a firm's share price. Analysts usewifft methods to quantify risk, depending on whretthey are
looking at a single asset or a portfolio, a colattor group of assets (Gitman and Zutter, 20A2xording to
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Weisbach (1988) more outside directors to protbetresholder interests through Influence decisiontrobn
while audit committee according to Klein (2006) lwigduce the likelihood of earnings management ikt
further increase transparency. Reddy et al. (201.8js research found the firm level risk is negally related to
insider ownership, firm level risk is positivelysagiated with block holding, firm risk is positiyelelated to the
level of non-executive directors and firm levekris positively related to board size.

Francis and Armstrong (2003) investigated the itahip of ethics to risk management, argues thartet are
compelling reasons to consider good ethical pradticbe an essential part of such risk managerivak.and
Kusnadi (2005) examined the impact of corporatehraeisms governance in Malaysia and Singapore, found
that a small board that is positively related tanfperformance is high, while Liang and Li (199%amined the
relationship between board structure with firm perfance in China. The results of research foundgative
correlation between board size with firm perforn@andohn and Senbet (1998) examined the Influendbeof
internal mechanisms and external mechanisms obcatg governance, particularly the control of tbenpany

by the market. They argue that corporate governavitebe more independent if the board has more-non
executive directors. But some other researchers ascHermalin and Weisbach (1991) found no siggnific
relationship between the proportions of non-exeeutiirectors with firm performance.

Klein (2006) examined whether the audit committee doard characteristic associated with earnings
management and report resulted that earnings mamadeis negatively related to audit committee
independence, but Anderson, Mansi and Reeb (200vgsiigated the influence of board of directors
characteristics on the integrity of financial aceting report found that companies with audit conteeis have
lower independent debt-financing costs. Demsetlz\4talonga (2001) examined the relationship betwe
ownership structure and firm performance in the.Il& results found no statistically significankat@nship
between ownership structure and firm performantatistically, managerial shareholding weakly catedtl to
firm value as measured by Tobin's Q. Coleman (20@7je Institutional shareholding increase firm wel
Empirical evidence on the relationship between teamtructures which affect firm performance resure
diverse so that it indicates a positive relatiopsmd others find a negative relationship of n@eis¢ion or even
weak.

According to the pecking order theory, debt negdyiaffects financial performance and firm valuee higher
level of debt of a company has then the higher oisthe company. Companies that have the abilitgenerate
high profits generally have low debt levels, thuwil have a lower risk. Meanwhile, according tdWtheory,
capital structure does not affect firm value, whichaffects firm value is the level of profits abdsiness risks.
MM theory further said that value of the companytvdebts is higher than that of the company witlotmkit.

Lev (1974), n the firm level, it can be expectedttlarge capital expenditures associated with agraijmg
leverage increase will increase stock riskines® ti$e of the current cost of capital as the cutaté would
probably result in a decrease in stock prices, @l affecting stockholders' wealth. Taub (19&Xgmined to
ascertain the factors that influence the seleaforompanies in the debt to equity ratio in thetdaiStates. He
found the coefficient of the variable measuring diféerence between the return to the firm andltrey term
rate of interest was consistently positive. Thasréases in this variable would increase the pritiyabf debt
IDX issued, implying a positive impact on the firmssired debt-equity ratio. Another study foundegative
relationship between the level of leverage and fienformance is from Fama and French (2002) andei®ym
and Li (2000).

Demsetz and Villalonga (2001) in his research fothat financial performance which is measured usirg
profit rate is significantly related to firm valwes measured by Tobin's Q. This is consistent vhighstudy of
Chung et al. (2003) who found that Tobin's Q rdfiom value) significantly has positive correlatiomith
profitability (financial performance) and negatiyehssociated with risk. Study of Demsetz and \bitgja
(2001) and Chung et al. (2003) confirmed the MM dryestatement that the level of profits and busnesks
affects the firm value. Results of previous stadia the influence of corporate governance, cagitatture of
the risk, financial performance, and firm value dawotivated researchers to reexamine the argurhemt t
corporate governance and capital structure affekt financial performance, and firm value.

2. Literature Review
2.1.Corporate Governance

Agency Theory, Jansen and Meckling (1976), define an agencyioakhip as a contract under which one or
more persons (the principal(s)) engage anotheopgthe agent) to perform some service on theialiethich
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involves delegating some decision making authaotdtythe agent. If both parties to the relationship af
maximum utility, there is good reason to believattthe agent will not always act in the best irtevef the
principal. The principal can limit divergences frdiis interest by establishing appropriate incestif@r the
agent and by incurring monitoring costs designirtotithe aberrant activities of the agent. In aiddit in some
situations it will pay the agent to expend resosrfisonding costs) to guarantee that he will noe te&rtain
actions which would harm the principal or to ensilna the principal will be compensated if he dte such
actions. Corporate governance principles develdpedhe OECD consists of the rights of shareholdgrs,
equitable treatment of shareholders, the role alkestholders, disclosure and transparency, and the
responsibilities of the boards.

2.2.Risk

According to Brealey et al., 2011 “High debt, ahdg high financial risk, also appear to reduce dirappetites
for business risk”, This means that there is aiglahip between capital structure and the infleerisk. Further
Brealey et al., (2011) stated that Market risk {symtic risk) cannot be diversified away. Hoyt damebenberg
(2011) in his research found that the company nislnagement has a positive relationship with firfuea
Brigham and Daves, 2007, Market risk, on the otherd, stems from factors that systematically affaost
firms: war, inflation, recessions, and high intérestes. Since most stocks are negatively affebiedhese
factors, market risk cannot be eliminated by diifiegion. Market risk in this study was calculateding a
measured beta that has the synfhakferring to the formula in Beaver et al. (1970).

2.3. Capital Structure

Tahir and Razali, 2011, In the real business, igbeved that most companies use debt to finapesations.
The sources to finance operations can be createdoptions, futures or other financial instrumeriy.
borrowing, a company actually increases its leverhgcause the company grabs the opportunity tosinve
business operations without increasing its equiy.a result, it creates an opportunity for compémygreate
value for its stakeholders if it is able to genenatofits. Modigliani and Miller, 1963, using ddbtancing will
obtain tax advantages but it does not mean thatdhganies should always try to use the maximunsiples
amount of debt in their capital structure. Furtherey Modigliani and Miller (1958) stated that thapial
structure does not affect firm value.

2.4.Pecking-order theory

Brealey et al., 2011, Asymmetric information affe¢the choice between internal and external finanend

between new issues of debt and equity securitigis. [Eads to a pecking order, in which investmsrftnanced
first with internal funds, reinvested earnings miity; then by new issues of debt; and finally wiiw issues of
equity. New equity issues are the last resort vthercompany runs out of debt capacity, that is,mithe threat
of costs of financial distress brings regular ins@ano existing creditors and to the financial ngara

2.5.Modigliani and Miller theory,

Gitman and Zutter, 2012, in 1958, Franco Modigliand Merton H. Miller (commonly known as “M and M")
demonstrated algebraically that assuming perfeckets: The capital structure that a firm choosessdoot
affect its value. Many researchers, including M avid have examined the Influences of less restectiv
assumptions on the relationship between capitatttre and the firm’s value. The result is a théocatoptimal
capital structure based on balancing the beneiilscasts of debt financing. The major benefit ditdenancing
is the tax shield, which allows interest paymentbé¢ deducted in calculating taxable income. Thet obdebt
financing results from (1) the increased probapitif bankruptcy caused by debt obligations, (2) dlgency
costs of the lender’s constraining the firm’s agtipand (3) the costs associated with managersidhaxiore
information about the firm’'s prospects than investdo. Allowing firms to deduct interest payments debt
when calculating taxable income reduces the amoltite firm’'s earnings paid in taxes, thereby mgkinore
earnings available for bondholders and stockholdBne deductibility of interest means the cost ebtdto the
firm is subsidized by the government.

3. Hypothesis
3.1.Influence of corporate governance on risk

Francis and Armstrong (2003) investigated the iatahip of ethics to risk management. They arga tinere
are compelling reasons to practice good ethicsnaisnportant part of risk management. Prasetyo (2@hid
that there is a strong impact between corporatem@ance and systematic risk. This means that itothgeterm,
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the company with the correct application of corp@rgovernance can minimize the risk. Reddy et24110Q) in
his research found that the firm's risk level igatévely related to insider ownership, firm riskéé is positively
related to block holding. Firm risk is positivelglated to the level of non-executive directors famd level risk
is positively related to board size.

H,: Corporate governance has Influence on risk.
3.2.Influence of corporate governance on financial pedrmance and firm value

It is widely recognized that corporate governamgdases firm performance. Although the generalbepted
notion tells that Influence corporate governancerdases firm performance, other studies have regaoat
negative relationship between corporate governandefirm performance (Bathala and Rao, 1995; Hutgim,
2002). Researchers predict that corporate goveenaiicimprove the financial performance and firalwe.

H,: Corporate governance has Influence on finanaslpmance.
Hs: Corporate governance has Influence on firm value.

3.3.Influence of risk on financial performance

Hoyt and Libenberg (2011) found a positive relasioip between firm value and the use of ERM for aasi
specifications of the model that influences theralative treatments. ERM is both statistically asdnomically
significant. Chung et al. (2003) found that Tobi@sratio (firm value) have significance in showipgsitive
association with profitability (financial performea) and negatively related to risk.

H,: Risk have effect on financial performance.
3.4.Influence of capital structure on risk

Brigham and Houston (2010) that capital structak®ives the existence of a trade-off between rigk rturn:
1) Using a debt in larger quantities would incredmerisk borne by shareholders.
2) However, using more debt will generally increttseestimated return on equity.

Divergent views presented by Fama and French (199@h leverage, as well as increased leveragedabt| is
bad news to the company's value. At high levelewérage, agency problems between stockholder-Hidddrs
may appear on risky debt.

Hs: Capital structure has Influence on risk.
3.5.Influence of capital structure on financial performance and firm value

Taub (1975) variable coefficient which measuresdifierence between the return of the company, isterstly
give positive influence with long-term interestast This means that an increase in return the coynpall

increase the likelihood of debt issuance. This iegph positive impact on the company's debt toteqatio
desired. Different opinions expressed by Fama aeddh (2002) that a profitable company that hamallsr
leverage and investment company that has a ladvafrige to have a smaller market. Fama and Fra@&vy)
support the opinion of Jensen and Meckling (19%8&) ®lyers (1977), which predicts a negative relatfop
between leverage with profitability.

He: Capital structure has Influence on financial perfance.
H-: Capital structure has Influence on firm value.

3.6.Influence of financial performance on firm value
Demsetz and Villalonga (2001) in his research fothat financial performance which is measured usieg
profit rate is significantly related to firm valuAs measured by Tobin's Q, this is consistent with study of

Chung et al. (2003) who found that Tobin's Q rdfion value) has significant positive correlationithv
profitability (financial performance) and negatiyehssociated with risk. Study of Demsetz and \bia
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(2001) and Chung et al. (2003) confirm that the MKeory which states that affect firm value is theel of
profits and business risks.

Hs: Financial performance has influence on firm value
< Figure 1 is about here >

4. Data and Methodology
4.1. Instrument Test

Research is the kind of explanatory research tlescribes the influence of the variable X to Y thgu
hypothesis testing. The unit of analysis in thigdgtis mining companies that are listed in the helia Stock
Exchange. The data is represented by the comphngitcial statements that have been audited aridriuial
data of stock prices in Indonesia Stock Exchangerfeial statement data and historical data ofctirapany's
stock price used is from the year of 2009 to 200l population was companies listed mining in Irekia
Stock Exchange the period 2009 - 2012 amounte® twopanies. The companies that are IDX samplékisn
study were selected based on certain criteria mivp sampling), as below:

1. Mining companies are already implementing good amafe governance.

2. Mining companies have issued financial statemeamtshfe period ended December 31, during the pesfod
2009-2012 and have been contained in the Indoné&aguital Market Directory (ICMD), Indonesia Stock
Exchange website and the website of the company.

3. In accordance with Article 3 of the Articles of Asgation years of 2009-2012, the Company must emgag
mining activity or support to mining activity.

Companies sampled in the study only companies et the sampling criteria as above as many as 23

companies.

4.2.Exogenous variable and operational variable definibn

1. Corporate Governance {Xcan be interpreted as a set of rules that gotlensystem and control of the
company to create value for stakeholders, CorpoGaeernance in this study was measured using the
following indicators:

(1) Proportion of Non-Executive Director (X is the proportion of the number of Non-Executi¥igector
(directors who are not affiliated) that sits on Bward of Directors.

(2) Managerial Ownership (¥¢) is the proportion of shares held by members efBbard of Directors and
Board of Commissioner to the total number of erighares.

(3) Proportion of Independent Commissioners {Xs the proportion of Independent Commissioners wil
on the Board of Commissioners.

(4) Proportion of Independent Audit Committee (X is the proportion number of Independent
Commissioner in the Audit Committee. Klein (2008) determine independence, one of three definitions
are used is to define audit or board independescthe percentage of outside directors on the audit
committee or on the board.

(5) Institutional Ownership (Xs) is the proportion of shares held by institutiotalthe total number of
existing shares.

These indicators are used as a proxy for corpg@aternance in influencing financial performance &inud

value that referring to research of Coleman (20&®&ddy et al., (2010), while the indicator is useda
proxy for corporate governance in affecting marieX refers to the study of Reddy et al., (2010).

2. Capital Structure (¥, capital structure is the mix of debt, preferstoick and common stock used to finance
capital of the firm to achieve maximum value. Capitructure in this study was measured using the
following indicators:

(1) Debt Ratio (%) is the size (proportion) of the total use of dbfinance all investment firms.
(2) Debt to Equity Ratio (X,) is the ratio of debt to equity.
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These indicators are used as a proxy for Capitat&ire in affecting firm performance and firm valvhich
refers to research of Zeitun and Tian (2007) andid&2009), as well as the capital structure a$fegk
referring to research of Prasad (2010).

4.3.Endogenous variable and operational variable defirion

1. Risk (Y1), the emphasis definition of risk in this studynsre on the technical risk - capital budgeting
techniques as defined by Keown et al., (2010), mate risk as variability that may occur regardimg
expected revenue stream. The risk in this reseéancieasured using the following indicators:

(1) Market Risk (Y. is part of the risk of an Influence that cannet &iminated by diversification.
(Brigham and Houston, 2010). Market risk in thisdst was calculated using a measured beta thahbas t
symbolp refers to Beaver, (1970). Market Risk is used peoay for risk estimation of measurement that
refers to the study of Reddy et al. (2010).

2. Financial Performance (Y measured by using an indicator as follows:

(1) Return on Investment ¢Y) is earnings before financial expenses dividedHsytotal funds (debt and
equity) invested in the business. ROl as a measfuperformance, used to evaluate the efficiencarof
investment or to compare the efficiency of a numbiedifferent investments. ROI is used as a proxy
measurement firm performance based on researchJaocobson (1987).

(2) Return on Equity (¥,) is one of the ratio profitability to measures firen in generate profit by using
total equity existing and after expenses capitatteld from analysis. ROE used as proxy measurement
firm performance of referring to the research ofe@man (2007); Zeitun and Tian (2007); Ebaid (2009).

(3) Net Profit Margin (%.3) is percentage of net profit of income. NPM usedoeoxy the measurement of
firm the performance of referred to research fragituh and Tian (2007).

3. Firm Value (Y;) measured by using an indicator as follows:

(1) Tobin’s Q (Ys.1) is the market value of the assets of the complangied by the cost of substitution (Ross
et al. 2008). Tobin’s Q is used as a proxy measenérof market based firm value that refers to the
research of Coleman (2007); Zeitun and Tian (208Bgid (2009); Reddy et al., (2010). Calculation of
Tobin’s Q refers to the formulation of Chung andir(1994).

(2) Price-Earnings Ratio () is measured appraisement equity defined as thé&emarice of a stock
divided by its earnings annual per share. It carsibwlified as the ratio of the total market valoke
capital income referred to research from Kravchesho Yusupova (2005) Zeitun and Tian (2007).

(3) Closing Price (¥3) is the closing stock price on the day of a carfariod or on the stock exchange.
Closing Price as an indicator of firm value refershe research of Patell (1976).

4.4.Inferential Statistical Analysis

Inferential statistical analysis is an analysist tuwuses on the areas of analysis and interpoetadf data in
order to draw conclusions. In this study there tare endogenous variables (financial performance fanal
value) as well as eight exogenous variables ie dttigm of Non-Executive Director (%), Managerial
Ownership (X% ,), Proportion of Independent Commissioners §)XProportion of Independent Audit Committee
(X1.4), Institutional Ownership (XJ, Debt Ratio (%), Debt to Equity Ratio (Xy). Inferential statistical
method is used to analyze the variance in thisyshaded or component-based with Partial Least ®{RILS).
Analysis of Partial Least Square (PLS) is a mutiate statistical technique that performs multiptenparisons
between the dependent variable and multiple inddg@nvariables. PLS is one of the SEM-based statist
method is designed to solve a variant of multigigression when there is a specific problem in #ta,dsuch as
small sample size, the missing data (missing valaled multi co-linearity (Jogiyanto, 2009).

5. Result of Research
5.1. The Description of Variable

Variable description in this research study is mimn value, maximum and average for each variabke. A
variables described are: Corporate Governangy (apital Structure (¥, Risk (Y;), Financial Performance
(Y2), and Firm Value (¥).
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5.1.1 Description of Corporate Governance (X) variable

Corporate Governance variables in this study meashased on five indicators: Proportion of Non-Extee
Director (X;;), Managerial Ownership (%), Proportion of Independent Commissioners §X Proportion of
Independent Audit Committee (), and Institutional Ownership ¢%). Descriptive analyses of the results for
the variables are presented in Table 1.

< Table 1 is about here >

Based on the table 1. Then indicators of a variableorporate governance {)Xcan be interpreted as follows,
the average proportion of non-executive directasterg in the board of directors is 6.1 %, the antoof the
number of such proportion relatively small and dibscthat the company has not been a lot of empépyion-
executive director who dwells in the board of dices. The average managerial ownership JXor the
proportion of the number of shares owned by the be¥mof board of director, board of commissioned to
the total number of shares the company is 6.16 B6. dmount of the number of such proportion is negt
small. The average Proportion of Independent Cosionigrs (4 5) in the Board of Commissioner is 38.33%, in
accordance with the Law Number 40 Year 2007 ontdichiiability companies Article 120, paragraph at8s
that the articles of Association of the company sahup any one (1) or more independent Commisisiaine
one (1) person the Commissioner Delegates. Whaaasding to the decision of the Board of Directoi T
Jakarta Stock Exchange number: Kep-305/BEJ/07-2fdpendent Commissioner of the Company must have
at least 30% (thirty-per hundred) from the ranksnafmbers of the Board of Commissioners. Thus tiezame
Proportion of Independent Commissioners in the BadrCommissioner is fulfilling the provisions dfd¢ Law
Number 40 year 2007 and the decision of the Boaditectors of PT Jakarta Stock Exchange numbep-Ke
305/BEJ/07-2004.

The average proportion of independent audit conesif, 4) is 34.07 %, according to Anderson et al. (2004);
companies that had an independent audit committee the lower cost of financing debt. Meanwhileading

to the wild (1994) the market reacts well agairsifipafter the formation of an audit committee eil (2006)
found that a single negative correlation is notdin between an audit committee of independence thih
earning management. Further, Klein suggesting llbard composed of more independent of CEO influence
more in the process of monitoring corporate finamoeounting. The average institutional ownershipg[Xr the
proportion of the number of shares owned by intiial to the total number of shares of the company
58.76%. This demonstrates that most of its stockealAdby mining company in Indonesia institutions.

5.1.2 Description of Capital Structure (X2) Variable

In this research, Capital Structure,]X/ariable is measured by two indicators, namelgbDRatio (%) and
Debt to Equity Ratio (X,) as shown in Table 2.

< Table 2 is about here >

Referring to Table 2, obtained information that #werage Debt Ratio mining company listed in th& as
51.09%. The percentage figures are 51.09% of imest showed that mining company financed using.debt
Referring to Table 5.3., obtained information tthegt average Debt-to-Equity Ratio recorded by mirdampany

in IDX 2.6017. If the numbers of the Debt to EquRgtio was 1, this mean that venture capital arn dee the
same, thus the average Debt-to-Equity Ratio of ZZ6ghows that the average debt of a mining compiated

in the IDX is bigger 2.6 times compared to capitahed.

5.1.3 Description of Risk (Y1) and Financial PerformanceY2) Variables

Risk (Y,) variable is only measured with a one indicatamely Market Risk (Y4). In order to be efficient, this
analysis of descriptive variable will be combinedhwFinancial Performance gY. Financial Performance gY

variable is measured on 3 indicators namely: Redarinvestment (¥;), Return on Equity (¥,), and Net Profit

Margin (Y,3) as can be seen in Table 3.

< Table 3 is about here >
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Referring to table 3. obtained information that dverage of Market Risk (Y, in mining company recorded by
IDX is 0.8123. According to Jogiyanto (2011), élvue betas of portfolio securities are equal to, ahen it
means that transforming return of x % market wallise return of securities or that of a changedbteportfolio

of x %. If the value of betas equal to zero, theans transforming return of x % market will not ®ado return

or portfolio securities were changeable. The bigyembers betas of a corporation stock, the highertlze
levels of risks. Referring to table 5.3. obtainatbimation that the average of Return on Investnf¥at) in
mining company recorded by IDX is 0.0865. This nsedhnat the average investment in mining company
recorded by IDX will give a profit of 8.65 % perafe The bigger numbers ROI will be even better.

Referring to Table 3. obtained information that thesrage of Return on Equity {)) in mining company
recorded by IDX is 0.1345. In accounting this metra the average of any rupiah in equity mininghpany
recorded by IDX will yield a profit of 1.45 % peegr. The bigger numbers ROE will be even bettefeiRag
to Table 3. obtained information that the averagé Rrofit Margin (Y 2) in mining company listed the IDX
were-accounting basis. This 0.9179 means that erage, each sale by a mining company listed inRixewill
result in a loss 0f-91.79% per year. Figures fot Rfit Margin were negative. It's common for newining
companies or new project investment because intitane statement, the company's costs must bediedlas
income of the company or the investment of the pesject does not exist or it has not been maximiZdg:
larger the number the Net Profit Margin will be e\etter.

5.1.4 Description of Firm Value (Y3) variable

Firm Value (Ys;) variable in this research will be measured byh@dators: Tobin's Q (Y1), Price-Earnings
Ratio (Ys), and Closing Price (3%) as described in Table 4.

< Table 4 is about here >

Referring to Table 4. Obtained information that &verage of Tobin’s Q (31) of mining company listed in the
IDX was 1.4996, according to James Tobin (1963h&Ang and Beck (2000), when numbers of Tobins ©Q
then the investment can be made. Referring to Tdblebtained information that the average Pricaibgs
Ratio (Y3,) of mining company listed in the IDX was 0.164 helTvalue of the average Price-Earnings Ratio of
0.1647 means that the average shares of mining aynsted in the JSX sold for 0.1647 times topitefits
.The average Price-Earnings Ratio of companiesdiat the IDX mines can be caused by a declinkarstock
price trend of mining company listed in the IDX.f&&ing to the table 4. obtained information tHz¢ value of
the average of Closing Price {¥ of mining company recorded by IDX is Rp. 4,814.0hile the average
composite index (JKSE) a period 2009-2012 rp3,468This could be meant that the average ClosingePri
(Y33 of mining company recorded by IDX having the befirospect above average listed company in IDX.

The assumption in the PLS analysis is that thetioglship between variables is linear, so-callecuadsg
linearity. Test on this assumption is done with dpproach of curve fit; where assuming linearitg baen met
if a model linear significant or whole model usesithe basis of the testing insignificant. The agstion is
drawn in Table 5. Table 5 shows that all the retatibetween variables is linear, thus the assumpfi¢inearity
has been fulfilled.

< Table 5 is about here >
5.2.Outer Model Evaluation

Examination of an indicator for each variable isdzhon the outer weight value to a formative inicanodel
(capital structure, risk, financial performanceddirm value) and the outer loading to a reflectimdicator
model (corporate governance). The value of (scaotof / components) any indicators would be easpeto
interpreted if outer weight / loading have simitaark (in this case +). On the other hand, an indicsaid to be
valid (converging) if it is significant (see Tat8g

< Table 6 is about here >
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Considering an indicator of Managerial Ownership §Xand proportion of Independent CommissionergsX
are having negative value of outer loading, thess¢hindicators are issued in measuring Corporatei@ance
(X,) variable. It will be measured again without inxialy indicator and the results are presented iferab

< Table 7 is about here >

Based on the table, can be known that the ingditatiownership (Xs) having outer loading largest, so that is an
indicator of the most powerful as a measuring \deiaorporate governance ()X Outer weight for variables
risk (Y1) is worth 1 because this variable is just measbees#d on a single indicator (see Table 8).

< Table 8 is about here >

Debt to Equity Ratio (X,) indicator has negative value of outer loadingaflihdicator is issued as a measuring
Capital Structure (¥ variable. An indicator of Return on Equity {Y and Net Profit Margin (¥s) have
negative value of outer loading, and then thoseicatdrs are issued as measuring variable. Financial
Performance (¥ and Price-Earnings Ratio {Y¥) indicator have negative values of outer loadary] then those
indicators are issued as measuring Firm Valug {(Mdriable. After removing these above indicatdhgn the
measurement is carried out and obtained the foligwesults: outer weight for Risk ()Y Capital Structure (¥

and the Financial Performance,fYis equal to 1 because this variable is just mmesms based on a single
indicator (for details, please refer to Table 9).

< Table 9 is about here >
5.3.Goodness of Fit Inner Model
Goodness of fit models in the PLS analysis fsa@ it is calculated from the values of R-squéirbas a value
range of 0 < &< 1. R-square is based on the coefficient of deitetion of the endogenous variables, as
presented in Table 10.

< Table 10 is about here >
According to Table 10, €an be calculated as follows:

Q°=1-(1-0,098)(1 - 0,234)(1 — 0,007)
=0.31389

Thus, it may say that the model can explain thenpheena which are reviewed by 31.39 %.

5.4. The Result of Hypothesis Testing

Hypothesis Testing on PLS done with t-test and éorcise manner served in Table 11.
< Table 11 is about here >

The results of the hypotheses testing are also slma form of a diagram as can be seen in Figure 2
< Figure 2 is about here >

Based on Table 11 and Figure 2, the results ofarekehypothesis testing can be described as thawiop
explanation.

5.4.1 The Influence of Corporate Governance on Risk

Test on hypotheses 1 indicates that corporate gawee affects the risk, PLS analysis produces & pat
coefficient as much as 0,007 and p = 0,813. Sds ®aid to be insignificant. This means that coap®r
governance does not affect the risk in mining camgpa Indonesian IDX, which are listed in thus hthpesis
was denied, 1. In other words, the practice of cmfe governance also does not affect the risketompany.
In this research, risk proxies use market risksTimding is not consistent with the results ofei@gh by Francis
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and Armstrong (2003) which discovered that the fizacof ethics was also an important part of risk
management, and research by Prasetyo (2011) #vat was the forceful impact between corporate garere
and systematic risk. Other researcher, Reddy e{2010) reported his innovation that the firm legé risk
associated with insiders ownership. The Firm lenfetisk has positive relationship with block holdinnon-
executive / independent directors and board size.

5.4.2 The Influence of Corporate Governance on FinanciaPerformance and Firm Value

Test on hypotheses 2 indicates that corporate gawee affects the financial performance of corponat PLS
analysis produces a path coefficient as much @&i(hd p = 0.0001 which is said to be signific&unsidering
a coefficient the lane marked positive, then camlant that better corporate governance will impriiwancial
performance of Indonesian mining company listetDK. Thus, hypothesis 2 is accepted. Test on hygssh 3
indicates that corporate governance is influefiéiabrably to firm value. PLS analysis produce ehpatefficient
as much as 0,184 and p = 0,035. So it is said teidréficant. Considering a coefficient of the lamarked
positive, then it can be meant that better corgogatvernance will increase the firm value of Indsae mining
companies listed in IDX. Thus, hypothesis 3 is ateg.

This finding is consistent with the research resbly Coleman (2007), that the Audit Committee isther
mechanism of internal governance that impact taav the quality of financial management and penfnce

of the company. However, very few empirical studiave been done on the impact of the audit comenife
firm performance. According to John and Senbet )98 more independent board has more non-executive
directors (Non-Executive Directors/NEDs). Weisb4tB88), Cotter, Shivdasani, Zenner (1997) and Calem
(2007) supports this view underlines the importaoicéne role of the Board of Directors of beyondonotecting
shareholders' interests through Influence decigiontrols. Klein (2002) found that the number of iaud
committee independence increases with increasirgdbsize and board independence, and decreasétein |
with the decline in the company's growth opporiesitand the company reported losses in a row. Mereo
Klein (2006) found that there is a non-negativeedinrelationship between audit committee indeperel@md
earnings manipulation.

Referring to a Table 5.7, it says that Institutio@avnership (%) has outer loading largest, so that it is an
indicator of the most powerful as a measuring CaafgGovernance (X variable. As the rate of outer loading
institutional ownership is positive, thus it medhat institutional ownership has the greatest doution. Good
Corporate governance also increases financial padioce and firm value. It is consistent with theutes of the
research of Chen et al. (2008) declaring thattirt#inal investors can give positive contributichsough the
cost supervision that may influence managementwbeha

5.4.3 The Influence of Risk on Firm’s Financial Performarce

Test on hypotheses 4 stating that risk affectdittencial performance of corporations. PLS analgsduce a
path coefficient as much as -0,081 and p = 0,02 iscsaid to be significant. Considering a cazéfint of the
lane marked negative then it means that the highkrwould lower financial performance of the Indsran
mining company listed in IDX. Therefore, hypothediss accepted. According to the pecking order thea
company that has the ability to generate high pgefnerally has a low debt level, thus it will haveow level of
risk. Research results by Chung et al. (2003) fahadl the Tobin’s Q ratio (firm value) is assocthfsitively
with significant profitability (financial performa®) and is associated with negative ridkiring this research,
the knowledge of the theory and research that théeen more discussed about the influence ofitlaadial
performance and firm value against the risk. Reteas in this study tried to do the contrary i@wlinfluence
risk of financial performance, particularly in migi company listed in the IDX, can be a noveltyhis research.

According to the financial report 2009 PT Adaro EyyeTbk, mining is a risky business. Businessesrihguire
huge capital, long-term, and yields slow. It talepecialized knowledge, experience and containdgfisignt
barriers and obstacles that must be overcome. Biééness is governed by strict regulation, bringsag
influence on the community, and always relevant potentially exposed to the negative influenceghef
volatility of commaodity markets in terms of costsdarevenues.
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5.4.4 The Influence of Capital Structure on Risk

Test on hypothesis 5 is stating that capital stmecaffects the risk. PLS analysis produces a padffficient as
much as 0,085 and p = 0,076, so it is said to bigmificant. This can be inferred that capital stame does not
affect the risk in mining company in listed in IDXhus hypothesis 5 is rejected. The finding is caisistent
with the opinions of pecking order theory that ktigher levels of debt of an enterprise, the higherrisk of the
company will be. Companies that had the abilitgémerate high profit, on generally will have a Idebt and
thus it will have low risk. These findings confirthe MM Theory which says that capital structure sloet
affect the firm value. Factor which influences finen value is the level of profit and business riskirthermore,
MM Theory says that the value of debt has turnecbmpany with debt to have higher value compare to
companies with no debt. The implications of the Mieory, companies can use debt as much as podsiltle,
this theory cannot be applied for granted owing tmaset several assumptions. According to Brigham an
Houston (2011) the assumptions that became the ba#iie study is not a realistic assumption MMttt the
results are subject to be questioned.

5.4.5 The Influence of Capital Structure on Firm’s Finandal Performance

Test on hypothesis 6 is stating that capital stmecaffects the financial performance of comparfdss analysis
produces a path coefficient as much as -0,215 andOf008. So, it is said to be significant. Cossiidg a
negative coefficient of the lane, it means thathiyher capital structure will lower the financi@@rformance of
mining companies listed in IDX. Thus hypothesis&ccepted. This findings confirm the pecking otttheory
that is supported by Jensen and Meckling (1976)ers1y1977), Fama and French (1997), which predicts
negative relationship between leverage and prdfitabPecking order theory States that debt affeegjatively
to financial performance and firm value, the higtier level of indebtedness of a corporation thenhigher the
risk of the company. The company has the abilitgeaerate high profit generally has a low debtlletheis it
will have a low risk. These findings are also cetesit with the results of the research of Zeitud &an (2007)
that tested the relationship between capital sirecand firm performance in Jordan. The resultsvstiat the
level of debt is associated with the negative perémce (both accounting and market-based measutgraen
well as research from Ebaid (2009), that the chgitacture affects negatively to firm performance.

5.4.6 The Influence of Capital Structure on Firm Value

Test on hypothesis 7 says that capital structdfext@fthe firm value. PLS analysis produces a paéfficient as
much as -0,131 and p = 0,013. So it is said teipeificant. Considering a coefficient the lanenegative, it
could mean that the higher capital structure volvér the value of mining companies in IndonesiausTh
hypothesis 7 is accepted. These findings confirenpidcking order theory describing the negative chpadebt
on the financial performance and firm value. Thghler the level of indebtedness of a corporatiom ttne
higher the risk of the company will be. The comparhich has the ability to generate high profit gafig has a
low debt level, thus will have a low risk. Thesedings are consistent with the results of the me$eaf Zeitun
and Tian (2007) that test the relationship betwesgpital structure and firm performance in Jordae, results
show that the level of debt associated with theatieg performance (both accounting and market-based
measurement), as well as research from Ebaid (2088} the capital structure affects firm performan
negatively.

5.4.7 The Influence of Financial Performance on Firm Vale

Test on hypothesis 8 asserts that financial pedoga is favorably influential to firm value. PLSalysis
produces a path coefficient as much as 0,343 and0O017. So, it is said to be significant. Consitg a
coefficient of the lane is positive, this indicatbat the better financial performance will incredse firm value
of mining companies listed in IDX. Thus, hypotheBiss accepted. These findings confirm the MM Thleor
stating that some factors that affect firm value #re level of profit and business risk. Theseifigd are
consistent with the results of the research of Bmsand Villalonga (2001). They found that finahcia
performance measured using profit rate is assatitmificantly with the firm value measured usifighin%
u2019s Q. It is also consistent with the resultdefstudy by Chung et al. (2003). He found tha®@19s Tobin
Q ratio (firm value) corresponds to a significa@sult with profitability (financial performance) @amegatively
correlated with risk. The main purpose of the comypia to maximize firm value. The purpose of thised not
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only bring benefits for shareholders, but also mtevthe best benefits for society (Keown, et al A0®Rn
increase in firm value can be achieved if the camgpzan achieve the targeted profit.

6. Concluding Remarks
6.1. Conclusion

Based on the presented findings of the researeh,dsearchers come to some following conclusions:

1. Corporate Governance has no Influence to the Ris& mining company in Indonesia listed in the 1DX.
other words, a good corporate governance praciitesmining company in Indonesia which is recorofed
IDX has no Influence to the risk. Risk proxieslimststudy uses market risk;

2. The better corporate governance will improve Fima@neerformance. This finding confirmed some presgio

studies suggesting that corporate governanceligeintial favorably to firm performance;

The better Corporate Governance will increase tha Falue;

4. The higher Risk will lower the Financial Performanthis finding is a novelty in this research becaake
this knowledge, theories and research researchethfre has been more discussed are about thernc#
of the financial performance and firm value agathst risk.Researchers in this study tried to do the study
instead how the influence of risk in correspondfitmn financial performance, particularly in mining
companies listed in the IDX;

5. Capital Structure has no Influence on the Risk.s€hBindings confirm the MM Theory which says that
capital structure does not affect firm value. Windluences the firm value is the level of profitdabusiness
risk. Further, MM Theory says that the value obbapany with debt has turned out to be higher compar
companies with no debt;

6. Capital structure has negative Influences to Fir@reerformance. These findings confirm peckingeord
theory that is supported by Jensen and Mecklingg}L9Myers (1977), Fama and French (1997) who ptedi
negative relationship between leverage and praliigb

7. Capital Structure affects negatively to Firm Valughese findings confirm the pecking order theory
describing the negative impact of debt on the fi@nperformance and firm value. The higher theeleof
indebtedness of a corporation, then the companl have higher risk. The company has the ability to
generate high profit generally has a low debt letvels will have a low risk; and

8. The better Financial Performance will improve Fivalue. These findings confirm the MM Theory stating
the factors that affect the firm value are the lesfeprofit and business risk. This is in accordaro the
results of the research by Demsetz and Villalor2201). They found that financial performance whigh
measured using the profit rate is associated sigmifly with the firm value measured using Tobi@slt is
also consistent with the results of the study byrighet al. (2003) saying that Tobin’s Q ratio (fivalue)
corresponds to a significant result with profitéhi(financial performance) and connects it witle thegative
risk.

w

6.2. Research Limitations and Suggestions

Suggestions in this research were given basedeofintlings of research and the limitations of reskea

1. Risk in this research is only using market riskthg use of a parameter betas share. Formerly, robsza
will use market risk by the use of a parameter detack and accounting risk by using the paramditetas
ROA, but researchers have difficulty to obtain datguarterly report from the mining companies vhieill
be used as sample. This is because not all congppualdish financial report on the website www.|DXid
every 3 months. Researcher suggested experimeotél which will generate variable risk which can be
proxied by some risk indicators like degree of agieg leverage, degree of financial leverage, Wliig of
ROA, and other.

2. Ownership, the Proportion of Independent Commissignthe Proportion of Independent Audit Committee,
and Institutional Ownership, turns out to be a gigant positive coefficient has a value and jusbfortion
of the Non-Executive Director, Proportion of Indagdent Audit Committee and Institutional Ownershipr
the future research, it is recommended to inclutheroindicators such as numbers of directors inrdoa
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meeting, numbers of board commissioners meetingnbeus of audit committee meeting, disclosure,
proportion of foreign ownership, the proportionpaiblic shares, and more.

3. Capital structure in this study proxy using indarat of debt ratio and the debt to equity ratio. Deb
coefficient numbers and equity ratio in this stadg negative, so it can't be used together witldéie ratio.
One of the findings in this study is the Influerafecapital structure toward the risk proxies thsg unarket
risk which is found to be not significant and nofluential. This may imply that the debt increasdsen
there is no Influence against market risk. Themfoesearchers suggest that research in the fahaald
include the indicator proportion of foreign debtttdal assets. Investigators suspect that debis foveign
financial institutions or foreign stock ownershig@acan improve financial performance and can ptstect
the firm from business risks.
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Figure 2. A Diagram of the Result of Hypothesis Testg
Note:
S = Significant
NS = Non Significant
Table 1. A Descriptive Analysis of the Results for @rporate Governance (X) variable
Indicator Minimum | Maximum | Mean S.td'.
Deviation
(1) Proportion of Non-Executive Director (X). 0 1.00 0.0610 0.14527
(2) Managerial Ownership (2%). 0 071 0.0616 0.16962
(3) Proportion of Independent Commissioners X 0.20 0.50 03833 0.08361
(4) Proportion of Independent Audit Committee, (X 0 0.67 0.3407 0.09237
(5) Institutional Ownership (Xg). 0 0.99 05876 0.23676

Source: Secondary Data Processed in 2013
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Table 2. A Descriptive Analysis Of The Results for Qaital Structure (X2) variable.

Indicator Minimum Maximum Mean Std. Deviation
(1) DebtRatio (%) 0.17 0.98 0.5109 0.20327
(2) Debtto Equity Ratio (X,). 0.21 55.16 2.6017 6.84044

Source: Secondary Data Processed in 2013

Table 3. A Descriptive Analysis Of The Results for Rk (Y1) and Financial Performance (Y2) Variable.
Variable/Indicator | Minimum | Maximum | Mean | Std. Deviation

Risk (Y)
(1) Market Risk (Y ). | 116 | 641 | 08123 | 1.01190
Variable Financial Performance (Y,)

(1) Return on Investment ¢Y). -0.22 1.20 0.0865 0.17419
(2) Return on Equity (¥2). 11.80 4.14 0.1345 0.53227
(3) Net Profit Margin (%.9). -126.08 26.32 -0.9179 13.70906

Source: Secondary Data Processed in 2013

Table 4. A Descriptive Analysis Of The Results for Fm Value (Y3) Variable

Indicator Minimum Maximum Mean Std. Deviation
(1) Tobin's Q (¥s.)- 0.22 7.45 1.4996 1.52909
(2) Price-Eamings Ratio Gf). -1.29 255 0.1647 0.44330
(3) Closing Price (¥3). 50 50750 | 4814.04 9880.900
Source: Secondary Data Processed in 2013
Table 5. The result of Assumption Linearity Testing
No The Relationship Between Variables Hypothesis Test Description
1 | Corporate Governance {X Risk () All Models Insignificant Linier
2 | Corporate Governance {X Financial Performance ¢Y | All Models Insignificant Linier
3 | Corporate Governance {X Firm Value (Ys) All Models Insignificant Linier
4 | Risk (Yy) Financial Performance gY | All Models Insignificant Linier
5 | Capital Structure (¥ Risk (Yy) All Models Insignificant Linier
6 | Capital Structure (¥ Financial Performance ¢Y | All Models Insignificant Linier
7 | Capital Structure (¥ Firm Value (Ys) All Models Insignificant Linier
8 | Financial Performance ¢Y Firm Value (Ys) All Models Insignificant Linier

Source: Secondary Data Processed in 2013

Table 6. Complete Outer Loading Indicators for Corporate Governance (X1) Variable

Indicator Outer Loading p-value Description
Proportion of Non-Executive Director (X). 0.552111 0.0178 Positive
Managerial Ownership (%). -0.161160 0.2630 Negative
Proportion of Independent Commissioners {X -0.343509 0.0488 Negative
Proportion of Independent Audit Committee, (X 0.263837 0.1724 Positive
Institutional Ownership (Xs). 0.597874 0.0099 Positive

Source: Secondary Data Processed in 2013

Table 7. Outer Loading Indicator Marked Positive For Corporate Governance (X1) Variable

Indicator QOuter Loading p-value
Proportion of Non-Executive Director (X). 0.361553 0.0248
Proportion of Independent Audit Committee, (X 0.391122 0.0422
Institutional Ownership (Xe). 0.814152 0.0000

Source: Secondary Data Processed in 2013
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Table 8. Complete Outer Loading Indicators for Capitl Structure (X2), Financial Performance (Y2) and frm Value
(Y3) Variables

Variable/Indicator Outer Weight p-value Description
Capital Structure (X,)
Debt Ratio (%%.). 1.192769 0.0017 Positive
Debt to Equity Ratio (X;). -0.788877 0.0511 Negative
Financial Performance (Y,)
Return on Investment (Y,). 2.035569 0.0017 Positive
Return on Equity (Y.). -1.492016 0.0511 Negative
Net Profit Margin (Y%.2). -0.113301 0.2589 Negative
Firm Value (Y 3)
Tobin’s Q (Y3.9)- 0.411725 0.0717 Positive
Price-Earnings Ratio (). -0.114281 0.2899 Negative
Closing Price (¥:). 0.682591 0.0141 Positive
Source: Secondary Data Processed in 2013
Table 9. Outer Weight indicator Positive For Firm Vadue (Y3)
Variable/Indicator Outer Weight p-value
Tobin’s Q (Y3.). 0.506851 0.0196
Closing Price (¥.2). 0.589826 0.0125

Source: Secondary Data Processed in 2013
Table 10. Goodness of Fit Model

No Endogenous Variable R-square
1 Risk (Y1) 0.098412
2 Financial Performance (Y2) 0.233638
3 Firm Value (Y3) 0.006994

Source: Secondary Data Processed in 2013

Table 11. The Result of Research Hypothesis Testing

No The Relationship Between Variables Cogfﬁtcri]ent p-value Descriptive
1 | Corporate Governance (X1) Risk (Y1) 0.007254 0.8130 Non Significant
2 | Corporate Governance (X1) I(:\i(nz?ncial Performance 0.153680 0.0000 Significant

3 | Corporate Governance (X1) Firm Value (Y3) 0.184423 0.0355 Significant

4 | Risk (Y1) (F\i(g‘";‘”da' Performance | ; 481374 0.0204 | Significant

5 | Capital Structure (X2) Risk (Y1) 0.085415 0.0759 nNBignificant
6 | Capital Structure (X2) (F\i(g";‘”da' Performance | 4 514481 0.0008 | Significant

7 | Capital Structure (X2) Firm Value (Y3) -0.130727 .0133 Significant

8 | Financial Performance (Y2) Firm Value (Y3) 0.3889 0.0017 Significant

Source: Secondary Data Processed in 2013
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