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Abstract. The first objective of this study is to examine the relationship between the size of the Board of Directors and audit committee on
the company’s financial performance; the second is to test the size of the Board of Directors and the audit committee on the implementation
of Enterprise Risk Management (ERM); the third is to examine the relationship of the application of ERM on the company’s financial
performance;, and fourth is to test the relationship of the size of the Board of Directors and audit committee on the company’s financial
performance when mediated by the adoption of ERM. The research sample is 70 firm-years Indonesian non-financial companies listed
during 2013-2016. Structural equation Modeling (SEM) with the WarpPLS approach has been used for data analysis. The results showed
that the size of the Board of Directors affected the company’s financial performance, while the size of the audit committee did not
affect the financial performance. The size of the Board of Directors and the audit committee influence the implementation of ERM. The
application of ERM affects the company’s financial performance. The application of ERM mediates partially the relationship between the
size of the Board of Directors and the company’s financial performance, but the application of ERM does not mediate the relationship
between the size of the audit committee and the company’s financial performance. The results of the study have implications for agency
theory and resource dependence theory where a large Board of Directors is a solution to the problem of resources for supervision in
improving organizational performance through the effective implementation of ERM.
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1. Introduction

The company’s main goal is to increase the prosperity of shareholders. Management is always required to
achieve certain performance standards as outlined in the performance contract. Business competition requires
management to achieve performance above the industry average, therefore competitive advantage is needed to
enable companies to compete in a demanding business environment. On the other hand, management’s efforts
to reach the agreed performance contract will always be accompanied by risk, the higher the target of achiev-
ing the desired performance by the company, the higher the level of risk exposure that will be faced. Various
cases experienced by large companies such as Enron, WorldCom, Global Crossing, and Adelphia are examples
of company failures in risk management. Reflecting on these failures, management must be able to implement
an effective risk management system. The approach that is believed to be able to mitigate risk and manage risk
holistically is by implementing Enterprise Risk Management (ERM). ERM is a new paradigm dealing with
organizational risk that enables policymakers to focus on ways to improve risk management comprehensively
with a holistic approach that goes beyond traditional silo-based risk management techniques (Beasley et al.,
2005; Gordon et al., 2009; Viscelli et al., 2016; Petrenko et al., 2017; Suray et al, 2019; Nasr et al., 2019;
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Haviernikova, Kordo$, 2019; Kordik, Kurilovska, 2019; Tarasova et al., 2018; Masood et al., 2019; Chehabed-
dine, Tvaronaviciené, 2020; Lincényi, Cérsky, 2020), by using risk appetite, to determine risks that must be
accepted, risks that must be reduced and risks that must be avoided by companies (Pagach and Warr, 2010).
Recent developments in Corporate Governance have made ERM a key component of companies’ management
because the application of ERM is believed to be able to realize the company’s goals in the long run and can
be used as a tool to monitor agent performance by principals. Schroeck (2002) and Mafrolla et al. (2016) state
that the application of ERM can overcome or reduce agency problems and improve company performance.
Some researchers have proven that ERM can improve company performance such as Gordon et al. (2009), Hoyt
and Lybenberg (2011), Florio and Leoni, (2016), but the opposite evidence, namely that ERM does not affect
company performance, was found by Pagach and Warr (2010). While several other researchers have identified
that the implementation of ERM is determined by many factors such as internal governance factors, namely
the Board of Directors and audit committee. Desender (2007) argues that a large Board of Directors size adds
opportunities to exchange information and expertise, thereby increasing the quality of ERM implementation.
This is supported by the resource dependence theory according to which the most common solution to the
inherent problems of the organization lies in the interdependence of resources to increase supervision that
benefits each other’s sources (Pfeffer and Salancik, 1978). Furthermore, Beasley et al. (2005) show that audit
committees improve the quality of supervision over the implementation of ERM to reduce fraud and oppor-
tunistic behaviour of managers. On the other hand, empirical evidence first shows that the implementation of
corporate governance can improve company performance, such as Belkhir (2009), Husaini and Saiful (2017),
and Echeverri et al. (2019) who concluded that the size of a large Board of Directors can improve company per-
formance. Likewise, the results of research undertaken by Reddy et al. (2010), Oradiet al. (2017), and Chiu, et
al. (2019) revealed that the existence of an audit committee can reduce agency conflicts and improve company
performance. Based on the argument above, this shows that there is a direct and indirect relationship between
the size of the Board of Directors and the audit committee on the company’s financial performance through the
application of ERM. Therefore, first, this study contributes to the model of implementing ERM as a mediator
between the supervisory function of the Board of Directors and the audit committee on the company’s financial
performance. Second, it provides support to agency theory and resource dependence theory (Suryani, 2018).
Third, it adds empirical literature for the model of the application of ERM in Indonesia.

2. Literature Review

2.1 Corporate Governance and Company Financial Performance

Corporate governance has become an important pillar in ensuring the success of the company to remain sus-
tainable. The Board of Directors and the audit committee are important mechanisms within this pillar. Agency
theory indicates that a strong Board of Directors can reduce agency conflict and can align the interests of agents
with the interests of the principals. In this case, the size of the Board determines the quality of supervision, es-
pecially in improving company performance. Jensen (1993) explains that companies with a slim board size will
be more effective in carrying out supervision. In contrast, resource dependency theory supports the existence
of large board sizes (Yahya & Ghazali, 2017), where large board sizes guarantee the availability of external
resources, enable the elaboration of knowledge, and the availability of skills that can strengthen the organiza-
tion (Dalton et al., 1999). Several studies have confirmed the relationship between the Board of Directors size
and company performance, showing that a large Board of Directors size can improve company performance
(Belkhir, 2009; Husaini and Saiful, 2017; Echeverri et al., 2019). Based on the above review the first hypothesis
of this study is as follows.

H1: The Board of Directors positively influences the company’s financial performance.

The audit committee is a sub-committee of the Board of Directors as an important monitoring mechanism
in corporate governance. The main function of the audit committee is to protect the interests of shareholders
through financial supervision, internal control, the audit process, and risk management practices (Klein2002).
Research on the relationship between audit committee and company performance shows that there is a signifi-
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cant positive relationship between audit committee and company performance despite using different proxies
to measure performance, such as Oradi et al. (2017) proxied performance with ROA and Tobin’s Q. Likewise
the research of Chiu, et al. (2019) examined the voluntary adoption of audit committees on Tobin’s Q, return
on assets, and idiosyncratic risk, showing that audit committees, especially those controlled by families, enjoy
better performance and lower risk (Kristanti, 2019). Chiu, et al. (2019) concluded that voluntary audit commit-
tee adoption can reduce agency conflicts and asymmetric information. Furthermore, the results of research by
Reddy et al. (2010) concluded that large audit committees are more effective than smaller committees and help
improve company performance. Therefore, the second hypothesis is as follows.

H2: The audit committee has a positive effect on the company’s financial performance.
2.2 Corporate Governance and Enterprise Risk Management

As a pillar in the corporate governance of companies, the Board of Directors and audit committees have an
important role in the company’s supervision system, especially in overseeing the accuracy of the ERM im-
plementation approach by management, including determining the company’s risk appetite. Desender (2007)
argues that a large number of board members add opportunities to exchange information and expertise, thereby
increasing the quality of ERM. The results of the study of Wan Daud et al. (2011) show that there is a positive
correlation between the quality of the Board of Directors at the level of ERM adoption in Malaysia. Gordon et
al. (2009) concluded that the relationship between monitoring by the Board of Directors and the adoption of
ERM is determined by the suitability of the ERM program and the level of monitoring by the Board of Direc-
tors. Based on the above thought, the third hypothesis is as follows.

H3: The Board of Directors has a positive effect on the application of Enterprise Risk Management.

On the other hand, the complexity of the risks faced by companies has resulted in changing the role of the audit
committee which needs to add ERM to its agenda, thereby increasing its responsibilities (Burton, 2008). The
audit committee is given explicit responsibility for overseeing ERM practices (Beasley, 2010; Viscelli et al.,
2016), focusing on the challenges of the overall risk profile (Demidenko and McNutt, 2010), and has a coordi-
nating system with the Board of Directors, management and auditors relating to risk management and financial
reporting (Turley & Zaman, 2004). This supervision allows the Board of Directors or managers to take risk
mitigation strategies to maintain the effectiveness of the company’s operations (Allini et al., 2016). The results
of research conducted by Gottwald and Mensah (2015) show that there is a significant relationship between the
existence of the audit committee and the level of ERM implementation. Likewise, the results of Husaini and
Saiful (2019) show that the audit committee is one of the determinants of the effectiveness of the implementa-
tion of ERM in the banking industry in Indonesia (Arniati, 2019). Therefore, the fourth hypothesis is as follows.

H4: The audit committee has a positive effect on the implementation of Enterprise Risk Management.
2.3 Enterprise Risk Management and Company Financial Performance

According to Beasley et al. (2005), the application of ERM is a means to promote the company’s operational
performance and assist in making strategic decisions. ERM provides benefits for companies, such as reducing
direct and indirect costs related to company finances, so that the application of ERM will affect revenue, namely
by reducing variability through control of risk at the cost center and source of income. Therefore, the applica-
tion of ERM improves performance because it helps companies to avoid loss, bankruptcy and reputation costs
(Gordon et., 2009; Pagach and Warr, 2010). Lai and Samat (2011) conducted research using survey methods
on 128 companies listed on the Malaysian stock exchange, the results of the study found that the implementa-
tion of ERM had a positive association in reducing the costs of financial difficulties (Firnanti, 2019), lowering
external financing, improving the company’s credit rating, obtaining rewards from the equity market, reduce
information asymmetry, and reduce agency problems. Schroeck (2002) indicates that the application of ERM
can reduce agency costs in the form of monitoring costs and improving company performance. Some research
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shows that the application of ERM can improve both financial performance and market performance of compa-
nies, such as the results of research conducted by Florio and Leoni (2016), Silva et al. (2018), Kommunuri et
al. (2015); Hoyt and Lybenberg (2011), and Gordon et al. (2009). Research in Indonesia by Husaini and Saiful
(2017) shows results that are consistent with some previous studies that the application of ERM can increase
company value. However, some researchers found different results such as Pagach and Warr (2010) and Quon
et al. (2012) who concluded that the application of ERM did not affect the company’s financial performance.
Based on the description above, the fifth hypothesis is as follows.

HS: The application of Enterprise Risk Management has a positive effect on the company’s financial
performance.

2.4 Corporate Governance, Enterprise Risk Management, and Company Financial Performance

Resource dependency theory states that resources can strengthen an organization (Dalton et al., 1999), thus
a large Board of Directors and audit committee size can improve organizational performance. Some research
results show there is a positive relationship between the Board of Directors size and company performance,
for example, the research undertaken by Belkhir (2009), Husaini and Saiful (2017) and Echeverri et al. (2019).
Furthermore, the effective application of ERM requires optimal supervision. The Board of Directors and au-
dit committee have the competence to oversee the accuracy of the ERM implementation approach. Desender
(2007) and Wan Daud et al. (2011) concluded that there was a positive relationship between the Board of
Directors and the implementation of ERM, as well as the results of research by Gottwald and Mensah (2015)
and Husaini and Saiful (2019) showed a positive relationship between the existence of the audit committee and
the implementation of ERM. Furthermore, several studies have also shown that the application of ERM can
improve company performance (Florio and Leoni, 2016; Silva et al., 2018; Kommunuri et al., 2015; Hoyt and
Lybenberg, 2011; Gordon et al., 2009; and Husaini and Saiful, 2017). Based on several previous studies, there
are indications that the influence of the Board of Directors and audit committees on company performance can
be influenced directly and indirectly, or can be mediated, by ERM. Therefore, the sixth and seventh hypotheses
are as follows.

H6: Implementation of Enterprise Risk Management mediates the relationship between the Board of
Directors and the company’s financial performance.

H7: The application of Enterprise Risk Management mediates the relationship between the audit
committee and the company’s financial performance.

3. Research Methodology
3.1 Population, Sample and Data Source

The population of this study is non-financial companies listed on the Indonesian Stock Exchange (IDX). Pur-
posive sampling technique resulted in obtaining 670 observations during 2013-2016. This study uses second-
ary data, namely annual reports and financial reports obtained on IDX websites and the websites of each listed
non-financial company.

3.2 Variable, Measurement and Model

The dependent variable in this study is the company’s financial performance. The company’s financial perfor-
mance (CFP), measured by the ratio of ROAt+1 and ROEt+1, is a measure of the company’s effectiveness in
generating future profits by utilizing its assets and equity. The independent variable consists of; 1) Board of
Directors (BC), measured by the number of Board of Directors of the company and 2) audit committee (AC)
measured by the number of audit committees. Then the mediating variable is Enterprise Risk Management

996



JOURNAL OF SECURITY AND SUSTAINABILITY ISSUES
ISSN 2029-7017 print/ISSN 2029-7025 online

(ERM) measured by the number of disclosures for each ERM component as an indicator, consisting of: internal
environment (IE), objective setting (OS), event identification (EI), risk assessment (RA), risk response (RR),
control activities (CA), information and communication (IC), and monitoring (MG). This study also includes
the variables of sales growth (SG), asset growth (AG), company size (SZ) and Leverage (LV) in the research
model to control the relationship of the dependent variable and the independent variable. This research model
was developed based on several previous studies such as Gordon et al. (2009) and Florio and Leoni. (2016) by
modifying ERM as an intervening variable and several related control variables.

The research model is as follows.

CFP_ = B,+B BS +B,AC +B,SG,+B,AG, +BSZ ABLV,HE, .oovororrrrrrssirerererrerrsssssooeeeeressssns (1)
ERM, = B,+B,BS, +B,AC. +B,SG, +B,AG. +B.SZ +BLV,FE, w.eovvrrrrrrrrsrsevererrersssssssoeeeneeresssss @)
CFP,__ = B,+B,ERM,+B BS +B,AC +B,SG +BAG, +BSZ AP LV, FE evvvvvrrrrrrrrssrroeerrenrrrrres 3)

Data analysis to test the hypothesis has used structural equation modeling (SEM) with partial least squares
(PLS) approach (WarpPLS), because SEM-PLS can analyze the measurement model reflective, formative,
and latent variables even though only one indicator, without causing identification problems (Sholihin and
Ratmono, 2013). Besides, SEM-PLS also does not require the assumption of a normal distribution (Sholihin
et al., 2011). Testing ERM as an intervening variable was determined by the steps of Baron and Kenny (1986)
and Hair et al. (2011).

3.3 Validity and Reliability

Before testing the structural relationships between latent variables, an outer model test is performed, which is
known as the construct validity and reliability test. This study has two latent variables that require reflective
measurements, namely the company’s financial performance (CFP) and Enterprise Risk Management (ERM).
Table 1 shows that loading of each indicator fulfills convergent validity even though there is loading below
0.70, but the p-value is significant (<0.05). According to Hair, et al. (2013) loading between 0.40-0.70 can
be maintained if it has an impact on increasing the Average variance extracted (AVE). However, additional
testing results indicate removal of loading below 0.70 does not increase AVE (test results are not presented in
this paper).

Tabel 1. Combined loadings and cross-loadings

Indikator CFP ERM BC AC SG AG Sz LV SE P value
ROEt+1 (0.940) 0.010 0.022 -0.013 -0.031 0.159 -0.023 0.144 0.093 <0.001
ROAt+1 (0.949) -0.01 -0.022 0.013 0.031 -0.159 0.023 -0.144 0.073 <0.001
1E -0.014 (0.760) -0.027 0.084 -0.046 -0.076 -0.143 -0.057 0.033 <0.001
(N -0.004 (0.453) -0.451 0.049 0.05 0.083 0.43 -0.141 0.038 <0.001
EI -0.049 (0.881) 0.103 0.013 -0.005 0.024 -0.033 0.064 0.026 <0.001
RA 0.058 (0.840) 0.108 -0.131 -0.021 0.057 0.01 0.101 0.033 <0.001
RR 0.052 (0.860) 0.094 -0.057 -0.019 0.058 -0.013 0.111 0.033 <0.001
CA -0.047 (0.584) 0.105 0.148 0.054 -0.066 -0.164 -0.148 0.044 <0.001
IC -0.025 (0.621) -0.113 0.012 0.045 -0.086 -0.081 -0.084 0.029 <0.001
MG 0.012 (0.529) -0.066 -0.076 -0.023 -0.015 0.216 0.019 0.083 <0.001

Note: P values < 0.05 are desirable for reflective indicators.

Table 2 shows the results of the reliability and collinearity tests, that the composite reliability and Cronbach’s
alpha values for CFP and ERM variables are above 0.70. Next AVE shows a value of 0.90 for the CFP variable
and 0.50 for the ERM variable. These results fulfill the requirements of composite reliability and Cronbach’s
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alpha> 0.70 or have AVE values above 0.50 (Fornell and Lacker, 1981). Furthermore, the value of Full col-
linearity VIFs for all variables shows values below 3.3 so that it can be stated that the model is free from col-
linearity problems.

Table 2. Reliability and Collinearity

CFP ERM BC AC SG AG SZ LV
R-squared coeff. 0.125 0.231
Composite reliability coeff. 0.947 0.878 1.000 1.000 1.000 1.000 1.000 1.000
Cronbach’s alpha coeff. 0.889 0.837 1.000 1.000 1.000 1.000 1.000 1.000
Avg. variances extracted 0.900 0.489 1.000 1.000 1.000 1.000 1.000 1.000
Full collinearity VIFs 1.061 1.323 1.489 1.082 1.016 1.015 1.668 1.028

4. Results
4.1 Descriptive Statistics

Table 3 shows the descriptive statistics of each variable, including the minimum, maximum, average and stand-
ard deviation values. Descriptive statistical data were used for testing models 1, 2 and 3, with a sample of 670
firm-years. The average value of the CFP variable is 0.101, indicating that the average financial performance of
the company is 10%, with std. Deviation of 14% (above average), which means that the financial performance
of the sample companies varies considerably. The average ERM of 0.495 and std. Deviation 0.095, these results
indicate the level of disclosure of ERM of companies in Indonesia around 49%. The average size of the Board
of Directors (BC) and the audit committee (AC) of the sample is 4 and 3 people, this data shows that the aver-
age sample company has met regulatory requirements in Indonesia.

Table 3. Descriptive data

Variables Minimum Maximum Mean Std. Deviation
CFP -0.545 1.146 0.101 0.141
ERM 0.269 0.759 0.495 0.095

BC 2.000 11.000 4318 1.756
AC 2.000 7.000 3.096 0.413
SG -4.067 1.510 0.022 0.435
AG -7.172 0.998 0.098 0.341
Sz 23.546 33.134 28.193 1.752
LV 0.001 0.976 0.443 0.199

4.2 Hyphothesis Testing

Before explaining the results of hypothesis testing, evaluation results are first presented that show the goodness
of fit model, as follows. APC = 0.110, P <0.001; ARS =0.178, P <0.001; and AVIF = 1.195, Good if <5. These
results indicate that the model criteria have been met where the APC and ARS are significant <0.05 and the AVIF
value indicates a number <0.05. The following R2 for each model (1, 2, and 3) is 12.20%, 23.10%, and 12.50%.
The results of hypothesis testing are presented in Figure 1 and Table 4 below.
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Figure 1. Model Structural
Table 4. The Results of Hypothesis Testing
Panel A
Variable Independent Control
The Effects Model
Dependent | ERM BC AC SG AG Sz LV
. Model 1 CFP 0.100*** -0.04 0.188*** | -0.176 | 0.123%%** -0.036
Direct effects
Model 2 ERM 0.115%** | 0.105*** | -0.071 0.047 | 0.373%** 0.03
Indirect effects | Model 3 CFP 0.055* 0.093* -0.038 | 0.189*** | -0.177 | 0.100** -0.034
Panel B
Mediating and Hipotesis Decision
Relationship of L. Hypothesis Decision
. P-value Decision
Variables HI: Supported
BC — CFP Significance ) o H2: No supported
— Partial Mediation
Mediating BC — ERM — CFP Significance H3: Supported
AC — CFP No Significance H4 : Supported
IR HS5 : Supported
Significance - o Mediation .
AC — ERM — CFP No Significance H6 : Supported
H7: No supported

Notes: *p < 0.10;**p < 0.05; ***p < 0.01

Table 4 Panel A presents the results of testing hypotheses 1-5. Hypothesis 1 shows that the BC has a positive
effect on CFP (f = 0.097, p <0.10), this result shows that the greater the Board of Directors size, the com-
pany’s financial performance will increase (H1 supported). Hypothesis 2 shows that AC has no effect on CFP
(B = -0.04, p> 0.10), in which the size of the audit committee does not determine the company’s financial
performance (H2 no supported). The results of testing hypotheses 3 and 4 show that the BC and AC variables
have a positive effect on ERM with coefficients (B = 0.115, p <0.01; f = 0.105, p <0.01). These results indicate
that large BC and AC sizes increase the application of ERM (H3 and H4 supported). The results of testing of
hypothesis 5, indicate that there is a positive effect of ERM on CFP (f = 0.055, p <0.10). These results indicate
that the implementation of ERM can improve the company’s future financial performance (H5 supported).
Table 4 Panel B presents the results of mediation testing (hypotheses 6 and 7). The test mediates ERM on the
relationship of BC and AC on CFP, using the following Baron and Kenny (1986) steps; (a) There are Direct
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effects BC and AC must have a significant effect on CFP, but the result only BC has a significant effect on CFP
(Hypothesis 1), while AC does not have an effect on CFP (Hypothesis 2). (b) simultaneous testing results show
that BC has a significant effect on CFP; BC has a significant positive effect on ERM (Hypothesis 3), and ERM
has a significant positive effect on CFP (Hypothesis 5). Based on these tests indicate that in the second step of
testing the relationship between BC and CFP remains significant, but the coefficient decreases from § = 0.100
(Model 1) to B = 0.093 (Model 3). Therefore, according to the approach of Baron and Kenny (1986) and Hair
et al. (2011), ERM partially mediates the relationship of BC to CFP (H6 supported). These results indicate that
ERM is not the only mediator between BC and CFP, but there are still other mediating variables (Baron and
Kenny, 1986). Conversely, ERM mediation in the relationship between AC and CFP is not supported (H7 no
supported). Furthermore, the SZ control variable had a positive effect on ERM ( = 0.373, p <0.01), SG and
SZ had a positive effect on CFP (f = 0.189, p <0.01; p = 0.100, p <0.05), while AG and LV have no effect on
both ERM and CFP.

5. Discussion

Agency theory indicates that a strong Board of Directors can reduce agency conflict and can align the in-
terests of agents with the interests of the principals. In this case, the size of the Board of Directors largely
determines the quality of supervision, especially in improving company performance. The results support the
agency theory and resource dependence theory where a large Board of Directors is a solution to the problem of
resources. This is especially for monitoring and improving organizational performance by implementing ERM
effectively, so that the organization continues to survive. This is indicated by the positive relationship of Board
of Directors size on the company’s financial performance. The results of this study are in line with research
undertaken by Belkhir (2009), Husaini and Saiful (2017) and Echeverri et al. (2019). These results also support
the research of Desender (2007), Wan Daud et al. (2011), Gottwald and Mensah (2015) and Husaini and Saiful
(2019) who concluded that the effective implementation of ERM requires optimal supervision by the Board of
Directors and audit committees, both of these functions have the competence to oversee the accuracy of ERM
implementation, so that large Boards of Directors and audit committees can improve the application of ERM.
Furthermore, the results of this study also show that there is a positive relationship between the implementation
of ERM and the company’s financial performance, which means that the effective implementation of ERM will
improve the company’s financial performance; this is consistent with the statement (Gordon et., 2009; and Pa-
gach and Warr, 2010) that with the implementation of company ERM, direct and indirect costs can be reduced,
through controlling the cost centers and sources of income, so that it can improve company performance, and
can help companies to avoid losses, bankruptcy, and reputation costs. Besides, the application of ERM can also
reduce agency costs in the form of monitoring costs (Schroeck, 2002). These results are in line with the results
of a study conducted by Florio and Leoni (2016), Silva et al. (2016), Kommunuri et al. (2015), Hoyt and Ly-
benberg (2011), Gordon et al. (2009), and Husaini and Saiful (2017) who concluded that company performance
would improve when companies implemented ERM effectively and holistically.

Conclusion

Based on the results of the study, it can be concluded that the size of the Board of Directors can improve the
company’s financial performance; a large board of commissioners reflects an effective monitoring system to
improve company performance. Likewise, the effective implementation of ERM requires optimal supervision
by the Board of Directors and the audit committee. The effective implementation of ERM will also improve
the company’s financial performance. Furthermore, the application of ERM partially mediates the relationship
between the size of the Board of Directors and the financial performance of the company, in this case, the func-
tion of the Board must continuously oversee the implementation of ERM, because it will have implications for
improving company performance. The results of this study support agency theory and resource dependence
theory where a large Board of Directors is a solution to resource problems for monitoring purposes, and to
improve organizational performance through the effective application of ERM. In other words, the company’s
financial performance increases when the oversight function of the organization (the size of the Board of Direc-
tors is large) and the adoption of ERM increases. Therefore, the large size of the commissioners is a solution to
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strengthen the supervisory function by the board of commissioners and the audit committee in increasing the
application of ERM, which impacts on the improvement of the company’s financial performance.
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