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Abstract. This research aims to investigate the impact of related party 
transactions on firm value moderated by the Independent Commissioner and the 
Audit Committee. The sample used in this research is companies in the 
manufacturing sector that were listed on Indonesia Stock Exchange in period 
2017-2019. Purposive sampling method was used to produce a sample of 167 
firm-years. By using multiple regression analysis, this study found related party 
transactions in assets and liabilities have a positive effect on firm value, while 
related party transactions on sales and expenses have no effect on firm value. 
This study also finds that the Independent Commissioner weakens the positive 
effect of related party transactions on assets and liabilities on firm value, while 
the Audit Committee strengthens the positive effect of related party transactions 
on assets and liabilities on firm value. The results of this study suggest that the 
efficient transaction hypothesis is supported. Affiliated companies in one 
business group can use resources together, so that they can benefit from 
economies of scale and economies of scope, transactions like this are included 
in the efficient category because they benefit shareholders as a whole. This 
study also shows the role of the Audit Committee in encouraging companies to 
conduct efficient related party transactions. 
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1 Introduction 

 
Ownership structure that concentrated on controlling shareholders increases the potential 

agency problems between controlling shareholders and minority shareholders. This is because 
the controlling shareholder has an advantage in obtaining information of the condition of the 
company compared to minority shareholders. As a result of concentrated ownership structure, 
minority shareholders might be subjected to harmful practices through related party 
transactions [1]. As further stated by [1], there are two categories of related party transactions: 
firstly, abusive transactions which are in accordance with the conflict-of-interest hypothesis, 
and secondly, profitable/efficient transactions which are in accordance with the efficient 
transaction hypothesis. Affiliated companies in one business group can use abusive related 
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party transactions in favour of the controlling shareholders by diverting internal resources out 
of the company. Meanwhile, affiliated companies in one business group can use resources 
together, so they can benefit from economies of scale and economies of scope, transactions 
like this are included in the efficient category because they benefit shareholders as a whole. 

Statement of Financial Accounting Standards (PSAK) 7 regulates the disclosure of related 
party transactions in financial statements. Disclosure of financial information in the annual 
report has a role in conveying information on the condition of the company. Insufficient 
information in financial statements often leads to business scandals that harm stakeholders. 
Therefore, accounting information is one of the important information used by investors in 
making investment decisions. The information that is reacted by the market shows that 
information has a relevance value [2]. 

Related party transactions are the information that is reacted by the market. Disclosure of 
key management information, which is one of the types of related party transactions, can 
influence decision making by investors because the company's performance can be 
represented by the extent of disclosure of the company's key management compensation [3], 
[4]. The amount of compensation for key management indicates the potential for opportunistic 
earnings management, because management can use its authority to present information that 
can increase the rewards they get. [5] state that key management compensation will be able to 
influence the entity's operational and risk decisions. [2] also found that the stock market reacts 
negatively following the announcement of related party transaction of sales and purchases. 
This is because there a potential for management discretion over the related party transactions 
to report management performance that not in accordance with the actual economic condition 
of the entity. [6] state that a firm value is lower when they have transactions with related 
parties. This because the firm is more likely to encourage utilizing related party transactions as 
a way of expropriating minority shareholders. 

However, [7] find that related party transactions have a positive impact on company value 
when the length of service of the Independent Commissioner is long enough because they are 
considered to have a positive reputation that can help supervise and reduce expropriation of 
minority shareholders. [8] has found that related party transaction of expense are carried out 
for the purpose of cost efficiency, so that it can help increase firm value. The same thing was 
conveyed by [9] who stated that the related party transaction of sales and expense were for 
efficiency through reducing transaction costs. Besides, [10] reveal that although related party 
transaction of asset and liability are used as a means to carry out the personal interests of 
controlling shareholders, the use of related party transactions of  asset and liability can also 
reduce the risks associated with conducting transactions with third parties, such as the timing 
of transactions with third parties. and transaction fees. [11] prove that related party 
transactions of asset could help improve the company value because it is considered a form of 
support to improve company performance. 

The inconsistency of the research results indicates that there are contingency factors 
regarding the influence of related party transactions with firm value. In order to reduce 
abusive related party transactions, a well implemented Good Corporate Governance (GCG) 
plays a key role. The better the quality of corporate governance, the smaller the number of 
abusive related party transactions. The role of Independent Commissioners in corporate 
governance is very important, because they represent unaffiliated parties in supervising and 
providing advice related to the management of the company. [12] stated that Independent 
Commissioners are likely to help improve the role of commissioners to ensure that there is no 
pressure on various parties. 



[13] states that corporate governance is able to overcome problems between controlling 
and minority shareholders. Being a part of a good corporate governance, the audit committee 
has a role in improving the quality of supervision, so that information asymmetry will be 
reduced. An effective audit committee will improve the quality of disclosure of financial 
statements, including disclosure of related party transactions [14], [15]. [16] states that the 
audit committee can play a role in reducing management's opportunistic behavior through a 
supervisory mechanism for the financial reporting process. [17] found that the accounting 
expertise of audit committee members positively affect the disclosure of related party 
transactions. Based on the explanations above, further study is still needed by including 
contingency factors. [18] state that 90% of companies in Indonesia practice related party 
transactions, so that the motivation of companies in conducting related party transactions, 
whether based on abusive or efficient reasons, is very interesting to study. 

The purpose of this research is to investigate the impact of related party transactions on 
firm value, with Independent Commissioners and audit committees as contingent factors. The 
number of companies that practice related party transactions shows that these practices are 
common and are disclosed in the financial statements. The role of Independent Commissioners 
and audit committees in supervising the practices of these related parties is important for 
investors in assessing the company. The results of this study indicate the efficient transaction 
hypothesis is supported. Affiliated companies in one business group can use resources 
together, so that they can benefit from economies of scale and economies of scope, 
transactions like this are included in the efficient category because they benefit shareholders as 
a whole. This study also shows the role of the Audit Committee in encouraging companies to 
conduct efficient related party transactions. 
 
 
2 Literature Review and Hypothesis Development 
 
2.1 Theories and Concepts 
 
2.1.1 Agency Theory  
 

Agency theory explains the correlation between principals (shareholders) and agents 
(management). As stated by [19], agency relationship is an arrangement between the principal 
(owner or shareholder) who appointing another person that is the agent (manager) to run the 
company's operations for the benefit of the principal. There are conflicts that can arise from 
the agency relationship due to differences in interests between the principal and the agent. [20] 
state that there are two types of agency conflict, that are Type I and Type II. Type I agency 
conflict is a problem that arises between the proprietor of the company as the principal and the 
management as the agent. Type II agency conflict is a problem that arises between the 
majority shareholder and the minority shareholder. 

In related party transactions, agency problems occur between management who is the 
representative of the controlling shareholder and the minority shareholder. Related party 
transactions might be used by controlling shareholders to expropriate and harm minority 
shareholders [21]. [22] stated that management as the party who run the company certainly has 
more information than shareholders. The majority shareholders with a prioritized and greater 
rights of control in the company can also get more information from the management. This 
causes a condition of information asymmetry between majority and minority shareholders or 
is called asymmetric information. 



2.1.2 Signalling Theory 
 

The signalling theory is based on the assumption that there is an information asymmetry 
problem. Signalling theory explains that managers provide signals for the purpose of reducing 
information asymmetry. Leland & Pyle (1977) in [23] state that according to signalling theory, 
there is an incentive for company managers to convey good information about the company to 
potential investors through signals in reporting on the company's annual report with the aim of 
increasing firm value. Information on related party transactions can be useful information for 
investors in making decisions. 
 
2.1.3 Related Party Transactions 
 

According to PSAK No. 7 of 2018, related party transactions could be defined as the 
transfer of resources, services or obligations between the reporting entity and related parties, 
whether or not at a cost. Related parties include transactions with companies with proprietary 
relationships, individuals as owners, or employees with significant influence, closest family 
members of these individuals, and companies that are substantially owned by these 
individuals. Related party transaction can be categorized as profitable (efficient) and 
detrimental (abusive). [24] stated that related party transactions can increase company 
efficiency, because it can save the times and costs when conducting related party transactions, 
so that company performance can increase. However, related party transactions can also cause 
losses, especially for minority shareholders, because the majority shareholders can control the 
company, so that the company's assets can be transferred out for the benefit of the majority 
shareholders. 
 
2.1.4 The Firm Value 
 

[25] states the several value concepts to describe firm value, including: nominal value, 
market value, intrinsic value, book value, and liquidation value. The firm value is a positive 
signal for investors, that a high firm value reflects the prosperity of high shareholders. In some 
research, the value of the company is commonly approached with several measuring tools 
such as: price to book value (PBV), dan rasio tobin’s Q [26]. Firm value can be measured with 
Tobin's Q ratio [6], [24]. The Tobin's Q value is obtained from the sum of market 
capitalization value and book value of debt, then divided by the assets book value [21].  
 
2.1.5 Independent Commissioner 
 

One of the corporate governance mechanisms is the existence of independent 
commissioners. [12] stated that Independent Commissioners are commissioners from outside 
parties, not affiliated with any party, particularly major shareholders, individuals of the board 
of executives and other individuals of the board of commissioners who are appointed based on 
the decision of the General Meeting of Shareholders (GMS). One of the main benefits of 
having an independent commissioner is to protect the interests of minority shareholders and 
other stakeholders and to maintain the principle of fairness. 
 
 
 
 



2.1.6 Audit Committee 
 

The audit committee is one of the supporting organs for the board of commissioners. [12] 
state that the audit committee works independently and professionally who is responsible for 
maintaining public trust in the accounting system, auditing, and other control systems, so that 
the elements of control remain optimal. 
 
 
2.2 Conceptual Framework 
 

Indonesian companies are mainly characterized by their concentrated shareholding 
structure and the possibility of transactions with related parties, which are often invaded by 
minority shareholders. Therefore, related party transactions will have a negative effect on firm 
value. The duty of independent commissioners and audit committee could take part in 
preventing the abuse of related transactions, which is expected to weaken the negative impact 
of related transactions on the company's value. Based on the description above, the conceptual 
framework in this study is depicted in Figure 2 as follows: 
 
 

 
Fig. 1. Conceptual Framework 

 
2.3 Hypothesis Development 
 

The characteristics of many companies in Indonesia are concentrated ownership and the 
ownership structure is family ownership [27]. This encourages company decisions to prioritize 
transactions with related parties rather than transactions with third parties, so that it will cause 
a negative market reaction and reduce firm value [6], [21]. [28] state that companies have high 
controlling shareholder ownership will conduct transactions with related parties with the aim 
of transferring wealth from minority shareholders to majority shareholders, causing agency 
conflicts between controlling shareholders. and minority shareholders. 
H1: The total amount of related party transactions has a negative effect on firm value.  

[18] state if the corporate governance mechanism is inadequate, there will be an 
assumption that related party transactions contain elements of expropriation so that it will 



ultimately reduce the value of the company. The same thing was found by [29] who stated that 
in financial statements, related party transactions must be disclosed and the level of disclosure 
compliance is influenced by good corporate governance mechanisms. With the corporate 
governance implementation in the company can increase the firm value in the eyes of 
investors. 

The existence of Independent Commissioners is one of the corporate governance 
mechanisms. Agency theory suggests that managers' decisions should be monitored by 
independent parties, namely Independent Commissioners to ensure that they act in the 
interests of shareholders. Independent Commissioners are likely to help in improving the role 
of the board of commissioners in ensuring that there is no pressure on various parties, so that 
the work carried out does not involve interference from various parties [12]. In addition to 
independent commissioners, the audit committee is also a part of the corporate governance 
mechanism whose function is to ensure that an entity must comply with applicable laws and 
regulations and ensure that the company has run its business ethically and morally [12]. 

Based on the description above, we can conclude that Independent Commissioners and 
audit committees will be able to provide confidence to investors, so the research hypothesis 
can be presented as follows: 
H2:  Independent Commissioners will weaken the negative effect of related party transactions 

on firm value. 
H3:  The audit committee will weaken the negative effect of related party transactions on firm 

value. 
 
 
3 Research Methodology 
 
3.1 Variables and Measurements 
 

The independent variable in this study is Related Party Transactions which is measured by 
using the size of the transaction. The value for related party transactions is represented by the 
amount of Related Party Transaction Asset Liability (RPTAL) and Related Party Transaction 
on Sales and Expenses (RPTSE) [1]. RPTAL is the amount of Related Party Transaction on 
assets and liabilities which is then divided by the value of equity. While RPTSE is the sum of 
Related Party Transaction on income and expenses which is then divided by the value of 
equity. The dependent variable in this study is firm value which is calculated by using the 
Tobin's Q ratio, which is obtained from the sum of total market capitalization value and book 
value of debt which is then divided by the assets book value. [6].  

The moderating variables in this study are the Independent Commissioner and the Audit 
Committee. The measurement of the Independent Commissioner variable uses the percentage 
of Independent Commissioners on the board of commissioners [30], [31]. The measurement of 
audit committee variables uses the proportion of audit committee members who have expertise 
in accounting [17]. This study also uses Firm size as the control variable, because several 
previous studies have proven the effect of Firm size on Firm Value (see for example [6], [32]). 
Firm size is calculated by the natural logarithm of total assets. Another control variable in this 
study is Profitability as done by [33] which is calculated by using the return on assets ratio, 
that is the ratio of the amount of net income divided by total assets. 
 
 
 



3.2 Research Samples and Data 
 

This research samples were selected using purposive sampling method by adhering to three 
separate criterions below: 
a. Manufacturing firms listed on the Indonesia Stock Exchange in 2015-2019. 
b. Have the data needed in research. 
c. Have a positive profit. 

The data is taken from the company's annual report published on the company's website. 
The sample used in this research is companies in the manufacturing sector that were listed on 
Indonesia Stock Exchange in period 2017-2019. Purposive sampling method was used to 
produce a sample of 167 firm-years. 
 
3.3 Data analysis method 
 

Multiple Regression Analysis is used as a method of analysis for hypothesis testing by 
using the following equation 1 below: 
Firm value =  a + b1 Related Party Transactions + b2 Independent Commissioner*Related 

Party  Transactions + b3 Audit Committee*Related Party Transactions + b4 
Firm size + b5 Profitability + e     (1) 

 
 
4 Analysis and Discussion 

 
4.1 Descriptive Statistics 
 

Table 4.1 shows the result of the descriptive statistics done during the data analysis part of 
this study: 

Table 1. Descriptive statistics 
Variable N Minimum  

Value 
Maximum  

Value 
Average  

value 
Standard  
Deviation 

Firm Value 167 0.068 5.732 1.459 1.009 
RPTAL 167 0.000 1.078 0.139 0.194 
RPTSE 167 0.002 3.380 0.573 0.737 
Independent Commissioner 167 0.290 0.670 0.412 0.088 
Audit Committee 167 0.000 1.000 0.700 0.255 
Profitability 167 0.000 0.390 0.062 0.054 
Firm size 167 25.795 33.490 28.785 1.517 

Source: Data processed 2021 
Information: 
RPTAL = Related Party Transactions in Asset and Liability 
RPTSE = Related Party Transactions in Sales and Expense 
 

As per the result presented in Table 4.1, the conclusions are narrated below: 
a. The firm value has a minimum value of 0,068, that is at PT Kabelindo Murni in 2017 and a 

maximum value of 5,732, namely at PT Aneka Gas Industri in 2019. The mean value is 
1,459 with standard deviation value of 1,009. 

b. The related party transaction as measured using RPTAL has a minimum value of 0,000, 
namely at PT Argha Karya Prima in 2017 and a maximum value of 1,078, that is at PT 
Waskita Beton 2017. The mean value is 0,139 with standard deviation value of 0,194. 



c. The related party transaction as measured by the RPTSE has a minimum value of 0,002, 
namely at PT Emdeki Utama in 2018 and a maximum value of 3,380, that is at PT Wilmar 
Cahaya Indonesia in 2018. The mean value is 0,057 with standard deviation value of 
0,737. 

d. The proportion of Independent Commissioners has a minimum value of 0,290, that is at PT 
Semen Indonesia in 2017-2019 and a maximum value of 0,670, namely at PT Jembo Cable 
Company in 2017 and PT Kabelindo Murni in 2018 and 2019. As well as the mean value 
of 0,412 with standard deviation value of 0,088. 

e. The Audit Committee has a minimum value of 0,000, namely at PT Kino Indonesia and a 
maximum value of 1 (one), that is at PT Unilever Indonesia in 2017-2018. The mean value 
is 0,700 with standard deviation value of 0.25 

f. The profitability variable has a minimum value of 0.000, that is at PT Kirana Megatara in 
2018 and a maximum value of 0,390, namely at PT Unilever Indonesia in 2017. The mean 
value is 0.062 with standard deviation value of 0,054. 

g. The firm size has a minimum value of 25,800, that is at PT Pyridam Farma in 2017 and a 
maximum value of 33,490, namely at PT Astra International in 2019. The mean value is 
28,785 with standard deviation value of 1,517. 
 

4.2  Hypothesis Testing 
 

Before testing the hypothesis, this study has tested the classical assumptions including 
normality, multicollinearity, heteroscedasticity and autocorrelation tests. From the classical 
assumption test, it can be concluded that the data are passed the classical assumption test and 
can be continued for hypothesis testing. Based on the results of hypothesis testing, it can be 
seen in table 2 below: 

Table 2. Hypothesis Testing 
Variable Coefficient Significant of 

2-Tailed 
Significant 

1-Tailed 
Results 

Constant -1.956 0.079   
RPTAL 2.718 0.151 0.075 Accepted (moderate level) 
RPTSE -0.725 0.211 0.106 Rejected 
COMIN*RPTAL -8.690 0.019 0.010 Weaken 
COMIN*RPTSE 2.102 0.043 0.022 Weaken 
ACOM*RPTAL 1.320 0.452 0.226 Rejected 
ACOM*RPTSE -0.284 0.570 0.285 Rejected 
Profitability 12.536 0.000 0.000 Accepted 
Firm size 0.092 0.019 0.010 Accepted 
Adjusted R-Squared 0.484 
Probability (F-Statistic) 0.000 
F-Statistics 20.488 

Source: Data processed 2021 
Information: 
RPTAL = Related Party Transactions in Asset and Liability 
RPTSE = Related Party Transactions in Sales and Expense 
COMIN = Independent Commissioner 
ACOM = Audit Committee 
  

The adjusted R-squared value is 0,484 or 48,4%, meaning that 48,4% of the independent 
variables affect the dependent variable and 51,6% are influenced by other variables outside 
this study. On table 4.2, it can be conclude that the probability of the F-Statistic is 0,0000 



<0,05. It can be shown at least 1 (one) independent variable can influencing the dependent 
variable. While the results of the t-test can be seen as follows: 
a) H1a: RPTAL to Firm Value 
 The result of RPTAL coefficient is 2,718. This means that the theory test which states 

there is a positive effect between related party transactions as measured by RPTAL on firm 
value is proven (passed the theory test), so that it can be continued into statistical tests. 
From the results of statistical tests obtained p-value of 0,075 (0,151/2), this means that the 
p-value < significant value (0,075 <0.10). Thus, it can be concluded that Ha is rejected. 

b) H1b: RPTSE on Firm Value 
 The results of RPTSE coefficient data processing are -0,725. This means that the theory 

test which states that there is a positive effect between related party transactions as 
measured by RPTSE on firm value is not proven, so the magnitude of the p-value for this 
variable is not analyzed further. Based on the comes about, it can be concluded that H1b is 
rejected. 

c) H2a: Independent Commissioner strengthens RPTAL on Firm Value 
 The result of Independent Commissioner's interaction coefficient with RPTAL is -8,690. 

This means that the theoretical test which states that the Independent Commissioner is 
strengthen the influence between related party transactions as measured by RPTAL on firm 
value is not proven, so it can be concluded that the existence of an Independent 
Commissioner does not strengthen the positive influence of RPTAL on firm value. Based 
on the comes about, it can be concluded that H2a is rejected 

d) H2b: Independent Commissioner strengthens RPTSE on Firm value 
 The comes about hypothesis testing of the Independent Commissioner's interaction 

coefficient with the RPTSE is 2,102. This means that the theory test which states that the 
Independent Commissioner is strengthen the influence of related party transactions as 
measured by RPTAL on firm value is not proven. This is because testing the RPTSE 
variable independently has no effect on firm value. So the magnitude of the p-value for this 
hypothesis was not analyzed further. Based on the results of the analysis, it can be 
concluded that H2b is rejected. 

e) H3a: The Audit Committee strengthens the RPTAL on Firm Value 
 The comes about hypothesis testing of the interaction coefficient of the Audit Committee 

with RPTAL is 1,320. This means that the theoretical test which states that the Audit 
Committee is able to strengthen the effect of related party transactions as measured by 
RPTAL on firm value is proven (passed the theory test), so it can be continued into 
statistical tests. From the results of statistical tests obtained p-value of 0,226 (0,452/2), this 
means that the p-value> significant value (0,226> 0,10). Based on the comes about, it can 
be concluded that H3a is rejected. 

f) H3b: The Audit Committee strengthens the RPTSE on Firm Value 
 The comes about hypothesis testing the interaction coefficient between the Audit 

Committee and the RPTSE is -0,284. This means that the theory test which states that the 
Audit Committee strengthens the effect of related party transactions as measured by 
RPTSE on firm value is not proven, so the magnitude of the p-value for this variable is not 
analyzed further. Based on the comes about, it can be concluded that H3b is rejected. 

g) Profitability on Firm Value 
 The comes about hypothesis testing of profitability coefficient of 12,536. This means that 

the theory test which states there is a positive influence between profitability on firm value 
is proven (passed the theory test), so it can be continued into statistical tests. From the 
results of statistical tests obtained p-value of 0,000 (0,000/2), this means that the p-value < 



significant value (0,000 <0,10). It can be concluded the profitability has a positive impact 
on firm value. 

h) Firm size on Firm Value 
 The results of the data processing firm size coefficient of 0,092. This means that the theory 

test which states there is a positive influence between firm size on firm value is proven 
(passed the theory test), so it can be continued into statistical tests. From the results of 
statistical tests obtained p-value of 0,010 (0,019/2), this means that the p-value < 
significant value (0,010 <0,10). It can be concluded the firm size has a positive impact on 
Firm Value. 

 
4.3  Results and Discussion 
 
4.3.1 The Effect of RPTAL on Firm Value 
 

The comes about hypothesis testing 1a show that RPTAL has a positive impact on firm 
value. This contradicts the hypothesis which states that related party transactions as measured 
by RPTAL have a negative effect on firm value. This is in line with [34] which states related 
parties transactions of assets and liabilities are used as a means to reduce the risks when 
conducting transactions with third parties, such as transaction time and fees. [11] proved that 
related party asset transactions can improve the firm value because it could be considered as a 
form of support to improve company performance. 
 
4.3.2 The Effect of RPTSE on Firm Value 
 

The comes about hypothesis testing 1b indicate the RPTSE has no effect on firm value. 
This finding is consistent with [35] which found that sales and purchase of related party 
transactions does not affect firm value. This means that there is no utilization with the use of 
related party transactions in terms of sales and purchases to increase firm value. Furthermore, 
it could be due to a regulation from the Director General of Taxes that binds companies to 
implement the arm's length principle, namely PER-32/PJ/2011, so that companies cannot set 
prices arbitrarily. This also prevents investors from reacting to sales and purchases of related 
party transactions [35]. 
 
4.3.3 The Role of Independent Commissioners in Moderating the Effect of RPTAL and 

RPTSE on Firm Value 
The comes about hypothesis testing 2a indicates that the Independent Commissioner is 

weaken the positive effect of RPTAL on Firm Value. The result of testing hypotheses 2b 
indicates that the Independent Commissioner is weaken the negative effect of RPTSE on firm 
value. Lo (2011) states that the high percentage of Independent Commissioners allows 
companies to disclose the size of transactions with related parties in more detail. Companies 
that have a higher percentage of Independent Commissioners tend to disclose details of related 
party transactions. This condition allows investors to be relatively aware of related party 
transactions in manufacturing companies, so investors are more careful in reacting to 
information on the amount of related party transactions. The selection of Independent 
Commissioners of manufacturing companies is dominated by accounting and economic 
education backgrounds [37]. This shows that the huge number of Independent Commissioners 
in the company, will increase the disclosure of related party transactions based on PSAK No. 7 
of 2015 [31]. 



4.3.4 The Role of the Audit Committee in Moderating the Effect of RPTAL and RPTSE 
on Firm value 

The results of testing hypotheses 3a and 3b indicate that the Audit Committee can’t 
moderate the effect of RPTAL and RPTSE on firm value. The ineffectiveness of the Audit 
Committee is supported by research conducted by [38] which found that the Audit Committee 
was not able to increase firm value. The Audit Committee still focus in detecting errors and 
fraud in transactions that often occur on a daily basis, not in transactions with related parties 
(Balim, 2013 in [39]). [40] stated that the existence of financial experts on the Audit 
Committee is not proficient in providing the best investment options for investors. This is 
because the financial expert has not been able to guarantee that no manipulation will occur. 
Rohmah & Ahalik (2020) found that the Audit Committee had no effect on firm value. Thus, 
suggesting that the Audit Committee is still unable to effectively monitor the performance of 
the management so that the impact on the extent of disclosure of financial statement 
information will also not be effective. The members of the Audit Committee are required to 
have the capability, expertise and knowledge in the field of auditing as well as an 
understanding of the company's business processes so that they are able to work professionally 
[41].  
 
4.3.5  The Effect of Profitability on Firm Value 
 

This test shows that profitability positively and significantly impact the firm value. This 
result is supported by research by [42] who found that profitability impact firm value. Such 
result is consistent with [43] which found profitability to be affecting firm value. In this test it 
can be explained that the increase in the profitability of a company has an influence on the 
company value, meaning that the profit generated by the company is a consideration in 
measuring the company value [42]. Based on signaling theory, highly profitable companies 
will provide information to their shareholders that the company has a good business. In 
addition, the high level of profitability of a company is able to attract investors to invest [43]. 
This is because for equity investors, profit is the only determining factor for changes in the 
value of a security effect, so that profitability is one of the basis for assessing the condition of 
a company [44]. 
 
4.3.6  The Effect of Firm size on Firm Value 
 

This test shows that the size of the company positively and significantly impact the value 
of the company. Such finding is supported by the study of [45] who found that the size of the 
company affect the value of the company. Additionally, it is also consistent with the finding 
by [46] who found that firm size had an effect on firm value. The result obtained could be 
explain by reflecting that as the firm value increases, it would be easier for the firm to gain 
capital and financing from different sources, both internally and externally. Therefore, the 
larger the firm size, the more opportunities to increase the firm value. In addition, the larger of 
the company have the lower risk, so that it can attract investors to invest. Large companies 
also have moreover better control over market conditions so that companies are able to 
confront economic competition better [44]. 
 
 
 
 



5 Conclusion, Limitations and Implications 
 

5.1  Conclusion 
 
As per the findings and discussion in this study, the conclusions could be summarised 

below: 
a. Related party transactions measured using RPTAL positively and significantly impact (at 

moderate level) the firm value. One of the reasons for this could be that transactions in 
related party assets and liabilities can reduce risks related to transaction time and costs 
[10]. 

b. Related party transactions measured using RPTSE does not impact firm value. The 
regulation of the Director General of Taxes regarding the application of the arm's length 
principle (PER-32/PJ/2011) which makes companies unable to apply prices arbitrarily and 
makes investors unresponsive to sales and purchases of related party transactions [35]. 

c. Independent Commissioners weaken the positive impact of RPTAL on Firm Value and the 
negative impact of RPTSE on Firm Value. This suggests that the presence of more 
Independent Commissioners will disclose transactions with related parties in detail, so that 
investors will be more careful in responding to information regarding the size of related 
party transactions (Lo, 2011). 

d. The Audit Committee does not impact the influence of related party transactions, both 
based on RPTAL and RPTSE, on Firm Value. This is because he Audit Committee still 
focus in detecting errors and fraud in transactions that often occur on a daily basis, not in 
transactions with related parties (Balim, 2013 in [39]). 

e. Profitability positively impact the firm value. This states that the firm value increases as 
the profitability increases [44]. 

f. Firm size positively impact the firm value. This states that the firm value increases as the 
size of the company increases [44]. 
 

5.2  Limitations 
 
This research certainly has limitations.  First, this research only uses the magnitude instead 

of the extent of disclosures of related party transactions. Investors need more complete 
information in making decisions which might affect the value of the company. Second, this 
study does not examine in more detail the types of related party transactions, which if done so, 
might give a different result where it would affect the firm value differently. 
 
5.3  Implications 

 
Based on the conclusions to the findings and discussions that have been put forward in this 

study, the implications of this research are: 
a. The regulator can continue to encourage companies to increase disclosures related to 

related party transactions in increasing the transparency of financial statements, and 
improve the quality of corporate governance practices, 

b. Investors are expected to be more careful in making decision about investment in 
companies whose ownership is concentrated. This is because concentrated ownership can 
encourage the misuse of related party transactions. Investor can consider the disclosure of 
information about related party transaction, instead of the amount of transaction. 
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