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ABSTRACT

This study examines the influence of two internal povermance mechanisms:
mdependent commissioner and concentrated  ownership on the agency cost of
[ndanesian non-Anancial listed companies in 2002-2006 that measurad by Assel
Turmover (ATO} and Operating Expense Ralio (OPEX). Result shows that internal
governance mechanisms measured by the proportions of independent commissioner
and concentrated ownership have a sigmficant influence on agency cost measured by
ATO. But for the second measorement of agency cost, OPEX. resull shows
otherwise, internal governance mechanisms measured by the proportions of
independent commissioner and concentrated ownership have not significantly
mfluence apency cost, This seems o suggest that independent commissioner and
concentrated pwnership is an effective mechanism in mitigating the agency cost as
measured by asset wrnover (ATO) although the operating expense ratio (OPEX)
indicator perceives otherwise.
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CHAFTER

INTRODUCTION

1.1 Rackground

Ower the post we decades, particular attention of both the acndemic and
professional Hierature hes been directed towards the role of corporute governance in
company administration {sce: Jensen, 1993; Beasley, 1996; Gregory and Simims,
1999 ICAEW, 2001). On last decade, the issue has escalated following corporate
scandals in most of the developed world, Indeed, a number of recommendations ino
the edministration of publicly quoted companies in different countries have focused
atiention on the importance of corporale governance in protecting the imerests of
shareholders. Such recommendations include Treadway Commission (1987) and the
Blue Ribbon Committee (1999} in the U5, the Cadbury Committee (1992} and Higes
Committee (2003) in the UK. the Vienot Report {1993} in France, ond the Peters
Report (1997) in the MNetherlands, and these culminated into corporate governance
codes in the different countries,

Perceived importance of corporate governance derives from the fact that
where there is widely dispersed ownership. shareholders designate managers to
administer the operations of company in line with the goal of maximizing shareholder
wealth (Jensen and Meckling, 1976, Ajinkya et al., 2003). In this context. the agency
theory {lensen and Meckling, 1976} suppests that because shareholders are not

involved in the daily company activitics, corporate govemance mechanisms are



impomant in moenitoring managers therehy aligning their interests with those of
shareholders.  Effective corporate  povernance mechanizms  promote  elTicienl
allocation of resources, not only within the firm. but also the larger cconomy, and
thus improving the long-term performance of companies (Gregory and Simms, 1999
c.f’ Manpena and Tauringana, 2006). These corporate povernance mechanisms
include among other, board structure, ownership strueture, debt financing and the
market tor control.

There 15 a prowmg hodv of empirical research which examines the
effectiveness of' corporate governance mechanisms on the firm  performance.
However, the findings presented by the [iteralere have generally been mixed
{Bavsinger and Butler (1985); Vafeas and Theadorow { 1998); Denis and Sarin { 1994}
Coles, McWilliams and Sen (2001); Weir, Laing and McKnight {2002} Lamber et al
{1993 Bovd (1994); Brickley, Lease and Smith (1988); McConnel and Sevaes
{1900); Vafeas (2000) c.f Mangena and Tauringana, 2006).

Aldthough. research which examines the effectiveness of corporate governance
systems on firm performance is extensive, there is limited research which examines
how certain board and ownership structure characteristics influence agency costs.
lensen and Meckling {1976) argue that effective monitoring helps reduce apency
costs associated with the separation of ownership and control by restricting the non-
value maximizing behavior of managers. This is potentially an interesting issue given
that the magnitude of these apency costs can be unlimited wnless the actions of

managers are properly scrutinized. Such costs include most notably job perks,
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CHAPTER ¥

CONCLUSION

The preceding chapter has presented the empirical resubts and this chapler
provides conclusions dreawn from the findings and discussions presented in the
previous chapler, followed by an assessment of the potential limiations present in

this study and possible future directions for research,

a1 Conclusion

The purpose of this research is to pet the sitistical data that shows the
miluence of intemal governance mechanisms; independent commissioner and
voncentrated ownership toward the agency cost that measured by assel twrmover and
aperating expense ratig,

In this research, the sipgnificant influence of internal governance mechanisms
i ageney cost analyeed by using doubled regression model. According to the result
of data analysis, imemal govermnance mechanisms measured by the proportions of
independent commissioner and concentrated awnership have influence on Agency
cost for ATO {Asset Turnowver) indicator and for the second indicator OPEX
(Operating Expense Ratio) internal povernance mechanisms have not influence
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