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Abstract

This study aims to examine and analyze the ability of the ERM (enterprise risk management) to mediate the
influence of the firm size, leverage, profitability, and institutional ownership on the firm value of the insurance
sub-sector listed on the Indonesia Stock Exchange for the period 2015-2019. This study used 12 samples from 16
insurance companies listed on the IDX in 2020 that met the criteria for purposive sampling. The data were
processed using a path analysis approach. The results of the research show that firm size has a significant positive
effect on ERM, DER and ROA has a significant negative effect on ERM, and institutional ownership were found
to have no effect on ERM. Meanwhile, DER and institutional ownership have a significant negative effect on firm
value, while firm size, ROA and ERM have no effect on firm value. Using the Sobel Test it was found that ERM
as intervening variable was unable to mediate the effect of firm size, DER, ROA, institutional ownership on firm
value.

Keywords: firm value, enterprise risk management (ERM), firm size, DER, ROA, institutional ownership
1. Introduction
1.1 Introduce the Problem

The current development of economic conditions in Indonesia has created increasingly fierce competition among
the financial services industry, where financial service companies are competing with each other to improve their
performance and firm value. Businesses without insurance support may find it difficult to continue their business
activities, because business risks do not fully have the capacity to store all types of risks in uncertain environmental
conditions (Ahmed, et al. 2010). Insurance is needed in mobilizing savings, supporting trade, improving the quality
of individual life and overall welfare (Malik, 2011). The main objective of an insurance company listed on the
Indonesia Stock Exchange is to increase the prosperity of its stakeholders and shareholders by increasing firm
value. According to Harmono (2009), firm value shows the company's performance as reflected by the stock price
that is formed from the demand and supply of the capital market as well as a reflection of the public's assessment
of the company's performance to maintain and develop its business in providing benefits to its owners. The firm
value itself can be proxied by Tobin's Q value which compares the ratio of the company's stock market value to
the book value of the company's equity (Hartono, 2000).

The insurance industry in Indonesia in the last five years which was marked by a scandal in the case of default of
insurance policy claims, which was created public concern about the insurance industry in Indonesia. As an
example of the Jiwasraya Insurance case which was declared to have failed to pay the policy claim of the JS Saving
Plan customer in October 2018 amounting to IDR 802 billion & December 2019 IDR 12.4 trillion. Furthermore,
the Bumiputera 1912 Life Insurance case in the first half of 2019, had an RBC ratio of -628.4%, an investment
adequacy ratio of only 22.4%, and a liquidity ratio of 52.4%. In 2020, Bumiputera 1912 Insurance has a jumbo
claim arrears that must be paid immediately to 365,000 policyholders throughout Indonesia amounting to IDR 5.3
trillion (Hastuti, 2020). These cases have an impact on the value of the insurance sub-sector companies listed on
the Indonesia Stock Exchange as shown in Graph 1.
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Graph 1. The average value of Tobin's Q
Source: IDX and data processed by the author (2020)

Graph 1 shows that in 2015-2017 the sub-sector insurance experienced an increase in value, but in 2018 the value
of company decrease in 0.52 point. On the other hand at the same time, the banking and multi-finance sub-sectors
experienced an increase in firm value. One of the efforts to increase firm value is through regular ERM disclosure
in the company's annual report (Hoyt and Liebenberg, 2011). Meanwhile, according to Bertinetti (2013) ERM is a
value driver in increasing firm value.
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Graph 2. Average value of Tobin's Q & ERM Disclosure for Insurance Companies
Source: IDX and data processed by the author (2020)

Graph 2 shows that from 2015 to 2017, the value of ERM disclosure in insurance companies tends to increase
every year, followed by a positive trend of increasing firm value. According to the Chairperson of AAJI Budi
Tampubulon, this period has not yet occurred in public distrust to the insurance industry (Wareza, 2020).
Community distrust began to appear in 2018, where there was a decline in firm value even though ERM disclosure
increased. Meanwhile, the positive trend of firm value in 2019 occurred due to the disclosure of jiwasraya suspects
issue, jiwasraya internal restructuring scheme and a plan to holdingization the state insurance industry by the
government of the Republic of Indonesia (Republika, January 2020).

Previous research on the factors that influence firm value and ERM has still found mixed results. Rachmawati
(2015) and Husaini (2017) found a significant positive effect firm size on firm value. While Li (2016), Tahir (2011),
Farhan (2017) did not find any influence of firm size on firm value. Al-Shammari (2014), Farida (2019), and Onder
(2012) found that firm size had a significant positive effect on ERM. Meanwhile, Tahir (2011), Kumalasari (2014),
and Sulistyaningsih (2016) found no influence firm size on ERM.
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Regarding firm leverage, Aditya (2017), Pratama (2016), and Abdullah (2015) found a significant positive effect
of DER on firm value. Meanwhile Rahma (2014), Suteja (2009) found a significant negative effect of DER on
firm value. The results of Saskara (2018) and Kumalasari (2014) found a significant positive effect of DER on
ERM. Research Syifa (2013), Tahir (2011), and Pristianingrum (2018) did not find the effect of DER on ERM.
Meanwhile, Tessema (2016) and Marhaeni (2015) found a significant negative effect of DER on ERM.

Research by Bertinetti (2013), Agustina (2016), and Endri (2020) found a significant positive effect of ROA on
firm value. Meanwhile, Farhan (2017) and Lin (2016) did not find any effect of ROA on firm value. The research
of Saskara (2018) and Kumalasari (2014) found a significant positive effect of ROA on ERM. Meanwhile, the
research of Onder (2012), Al-Shammari (2014), and Tahir (2011) did not find any effect of ROA on ERM. The
research results of Wimelda (2017), Ratnawati (2018), Purba (2019) found a significant positive effect of
institutional ownership on firm value. Research by Nuraina (2012) did not find any effect of institutional ownership
on firm value. Meanwhile Rahma (2014), Suteja (2009) found a significant negative effect of institutional
ownership on firm value. Research by Rujiin (2020) found a significant negative effect of institutional ownership
on ERM (2018), Pristianingrum (2018), & Lestari (2017) has proven that institutional ownership has a significant
positive effect on ERM.

Taking into the background and the results of previous studies, the author suspect firm size, DER, ROA, and
institutional ownership can influence ERM disclosure which will have an impact on increasing firm value. ERM
encourages management to act effectively and efficiently in dealing with uncertain environmental conditions
related to business risks and opportunities, and can increase its capacity to increase firm value (COSO, 2004).
Research by Li (2016), Husaini (2017), Iswajuni (2018) found that there was a significant positive effect of ERM
on firm value. Meanwhile, the results of Aditya (2017), Abdullah (2015), & Lin (2016) did not find any effect of
ERM on firm value.

In Indonesia, the importance of risk management in non-bank financial companies has been regulated by the OJK
(Financial Services Authority) through Regulation number 1 / POJK.05 /2015 which requires Non-Bank Financial
Services Institutions (LJKNB) to form a Risk Management Committee (OJK, 2015 ), so that it can be ascertained
that all Non-Bank Financial Services companies operating in Indonesia have a Risk Management Committee in it.

Based on the phenomena of problems and research gaps above, this study aims to analyze the effect of firm size,
DER, ROA, institutional ownership and ERM on firm value by making ERM a mediating variable. The study was
conducted on insurance companies listed on the Indonesia Stock Exchange with an observation from 2015 to 2019.

1.2 Theoretical Background
1.2.1 Agency Theory

Jensen (1976) in Agency Theory views that managers and shareholders have different interests in running the
company's business. Company managers are hired hands who are believed to be more interested in efforts to
improve personal welfare than shareholder, this can be a conflict of interest between the principal & agent.

1.2.2 Trade-Off Theory

Trade-Off Theory was introduced by Modigani and Miller in 1958. This theory states that there is a need to balance
the benefits and sacrifices that arise as a result of the use of debt. As long as the benefits was obtained from debt
are greater, additional debt is still permitted. However, when the sacrifices due to the use of debt are getting higher,
the additional debt is not allowed.

1.2.3 Signaling Theory

The signal theory developed by Ross (1970) is based on the asymmetry theory which states that parties related to
publicly traded companies do not have balanced information about the opportunities and risks faced by the
company. Company management usually has more complete information on the company's prospects compared to
shareholders or investors. Investors who lack information will always interpret company management policies as
a certain signal (Mamduh, 2014).

1.2.4 Firm Value

Firm Value can be interpreted as a market value that will provide maximum prosperity for investors when the
company's stock price rises. Positive policies need to be implemented by company management to increase firm
value and the prosperity of shareholders (Brigham, 2014). This is in accordance with the opinion of Salvatore
(2005), namely the main objective of the company in the theory of the firm is to prosper the wealth of shareholders.
According to Sudana (2011), the valuation ratio of a company can be calculated using three approaches, namely
PER (price earning ratio), PBV (price to book value), and Q (Tobin's Q). Tobins' Q is the ratio of the capital market
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value to cost replacement and summarizes all company investment opportunities (Tobin's, 1967). According to
Sianturi (2015), Tobins'Q has an advantage because it provides information by comparing the stock market value
and the replacement value of company assets, and includes all company assets, share capital and debt.

Tobins Q (Q)=  Market Value of Equity + Liability X 100 %
Total Assets

1.2.5 Enterprise Risk Management

The classic story of the Roman poet Juvenal depicts The Black Swan as a symbol of an unlikely event (Taleb,
2007). The Black Swan itself has had a major influence on risk management, one of which is financial risk
management, which began to develop internal risk management models and calculation formulas to hedge the
company against unexpected risks (Dionne, 2013). Initially, risk management was known as Traditional Risk
Management (TRM). One of the characteristics of risk management is that each business unit only handles its own
risks based on their respective expertise (Butterfield, 2017). Currently this approach has changed to a more
comprehensive approach to create risk management that covers all aspects and is implemented in an integrated
manner or commonly known as Enterprise Risk Management (Aditya, 2017). According to the Committee of
Sponsoring Organizations of the Treadway Commission (2004), ERM is a process that is influenced by the board
of directors, management, and other personnel that is carried out in determining strategy and covers all parts of
the organization to identify events or risks that can affect, as well as guarantees that reasonable in achieving
company goals. COSO (2004) issued the ERM Framework which includes 108 items in 8 dimensions that need to
be disclosed in a company's annual report. These dimensions are: 1) internal environment; 2) goal setting; 3)
incident identification; 4) risk assessment; 5) response to risk; 6) monitoring activities; 7) information &
communication; 8) monitoring of ERM performance. The measurement of ERM is based on the total items
disclosed by a company compared to the total items disclosed by ERM which amounted to 108.

ERM Disclosure (ERM) =  Total Items Revealed X 100 %
108

1.2.6 Firm Size

In the concept of economies of scale, firm size reflects the phenomenon of decreasing production costs per unit in
a company accompanied by an increase in production volume. The larger the size of a company, the lower the
production cost per unit of product to be produced. On the other hand, a large company will have a greater risk.
Large-scale companies tend to have good share value, because many investors are confident about investing their
capital in these companies (Kenton, 2020). Firm size is an assessment of how big or small the size of a company
is represented by total assets (Benyamin & Endri, 2019).

Firm Size = Ln Total Assets
1.2.7 Leverage

Leverage describes how much the company's assets are funded by debt. This ratio illustrates the ability of a
company to pay all of its obligations, both short and long term liabilities if a company is liquidated (Kasmir 2015).
The high level of leverage reflects that the company's capital structure is more financed by debt than with total
equity, so that this can create financial risks for the company if it is not managed properly. Companies with high
leverage levels usually tend to disclose low ERM processes to stakeholders, so that they can continue to attract
investors to investing in their companies (Rujiin, 2020). The leverage ratio is often calculated using the DER ratio.

Debt to Equity Ratio (DER) = Total Debt X 100 %
Total Equity

1.2.8 Profitability

Profitability shows the ability of a company to generate net income. According to Sofyan (2011) profitability
describes a company's ability to benefit from various existing resources such as capital, sales, cash, number of
branches, number of employees, and others. Kasmir (2015) states that profitability is the company's ability to
achieve maximum profit and is a measure of the effectiveness of company management. Companies that have high
profits will find easy funding and trust from investors to increase their firm value. One measure of profitability is
the ROA ratio.

Return on Assets (ROA) = Net Profit X 100 %

Total Asset
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1.2.9 Institutional Ownership

According to Nuraina (2012), institutional ownership is the total percentage of company shares owned by
institutions such as insurance companies, pension fund management institutions, banking, investment, foundations,
and other institutions. The existence of shares owned by a local or international institution is considered capable
of being an important external control mechanism to increase firm value. The strategic alignment hypothesis
(McCardle, 2019) stated if the external supervision is too large, its can turn out to be passive and opportunistic.
Institutional investors have a large voting effect to influence management or even force decisions in accordance
with their interests and ignore minority shareholdings (Rahma, 2014).

Institutional Ownership (INS) =  Number of Institutional Shares X 100 %
Number of Outstanding Shares

1.3 Hyphothesis
1.3.1 The Effect of Firm Size on ERM

The bigger the size of a company, the greater the risks and conflicts of interest between management and
shareholders that will be faced, so the company needs to regularly disclose its ERM management. Large companies
have strong demands to maintain their reputation in order to gain the trust of investors and stakeholders (Syifa,
2013). Research by Ardiansyah (2014) and Sari (2013) proves that firm size has a significant positive effect on
ERM. Based on this description, a hypothesis can be drawn:

H;: Firm size has a positive effect on ERM
1.3.2 The Effect of DER on ERM

DER as a measure of leverage illustrates the relationship between total debt owed by creditors and company equity.
In agency theory, the bigger company's debt will encourage managers to downplay and cover the company's risk
by making less ERM disclosures in order to attract investors trust to keep investing in their companies (Rujiin,
2020). The results of research by Tessema (2016) and Marhaeni (2015) prove that leverage has a significant
negative effect on ERM. Based on this description, a hypothesis can be drawn:

Ha: DER has a negative effect on ERM.
1.3.3 The Effect of ROA on ERM

ROA is a ratio to measure the level of profitability of a company. The higher ROA was generated, the greater
company's responsibility for managing the risk. Companies with high ROA ratios indicate that the company's risk
management is done well. The research of Faisal (2020), Saskara (2018), and Kumalasari (2014), proves the
significant positive effect of ROA on ERM. Based on this description, a hypothesis can be drawn:

H;: ROA has a positive effect on ERM.
1.3.4 The Effect of Institutional Ownership on ERM

The institutional ownership is number of shares from outside the company that can be considerable influence on
the risk management of a company. The larger shares owned by the institution, the greater ERM information
required by institutional investors. Research by Prayoga (2018), Pristianingrum (2018), and Lestari (2017) has
proven that institutional ownership has a significant positive effect on ERM. Based on this description, a
hypothesis can be drawn:

Ha: Institutional ownership has a positive effect on ERM.
1.3.5 The Effect of Firm Size on Firm Value

The bigger the size of a company, the greater the ease of the company in obtaining funding that can be used by
management to increase firm value. The findings of Abdullah (2015), Aditya (2017), Murtini (2018) prove that
firm size has a significant positive effect on firm value. Based on this description, a hypothesis can be drawn:

Hs: Firm size has a positive effect on Firm Value.
1.3.6 The Effect of DER on Firm Value

According to signaling theory by Ross (1977), the higher the debt of a company can create a bad signal to investor
which is the use of high corporate debt will reduce corporate profits and reduce dividends that investors will receive.
The research results of Darmayanti (2018), Farhan (2017) prove that debt has a significant negative effect on firm
value. Based on this description, a hypothesis can be drawn:
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He: DER has a negative effect on Firm Value
1.3.7 The Effect of ROA on Firm Value

The companies with high ROA provide positive signals for investors to invest their fund. The high ROA value of
a company indicates good internal management in increasing firm value. The results of research by Hao (2018),
Rachmawati (2015), McShane (2011) prove a significant positive effect of ROA on firm value. Based on this
description, a hypothesis can be drawn:

H7: ROA has a positive effect on Firm Value.
1.3.8 The Effect of Institutional Ownership on Firm Value

The institutional share ownership have a great influence or can force management to make decisions in accordance
with their interests and ignore minority shareholdings. The results of research by Rahma (2014), Suteja (2009)
prove that institutional ownership has a significant negative effect on firm value. a hypothesis can be drawn:

Hg: Institutional ownership has a negative effect on Firm Value
1.3.9 The Effect of Enterprise Risk Management in Firm Value

Companies that consistently disclose ERM can provide a sense of security and comfort for investors who will
invest and will increase firm value. The findings of Pamungkas (2019), Iswajuni (2018), and Husaini (2017) prove
a significant positive effect of ERM on firm value. Based on this description, a hypothesis can be drawn:

Ho: ERM has a positive effect on Firm Value.

Based on the description of the hypothesis, below is a research model in this study;

Figure 1. Research Model

2. Method

This research is a causality study which aims to prove the effect of independent variables on the dependent variable.
The study population was 16 insurance companies listed on the IDX in 2020. Using a purposive sampling
technique, it was found that 12 companies met the criteria. The research period is five years (2015-2019). Thus
this study uses 60 annual company financial reports. The data analysis method used is path analysis. To determine
the significance of the indirect effect of the mediating variables in the model, the Sobel test is used (Ghozali, 2013).
The path-1 equation shows the effect of firm size, DER, ROA, institutional ownership on ERM (intervening
variable, Z). The path-2 equation shows the effect of firm size, DER, ROA, institutional ownership, ERM on firm
value (dependent variable, Y).

ERM = pZ;SIZE+ pZ,DER+ pZ3ROA+ pZ4INS+¢l............ (1)
Q = py1SIZE+ py2DER+ py;ROA+py4INS+pyERM+€2..... ... 2)

3. Results & Discussion

Table 1. Descriptive Statistics

No  Variable N MIN MAX Mean Std. Deviation
3.1 SIZE (IDR million) 60 210,608 4,626,630 1,640,830 1,205,049
32 DER 60 0,16 4,93 1,58 1,04
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33 ROA 60 0,00 0,20 0,04 0,03
34 INS 60 0,22 0,99 0,72 0,25
35 ERM 60 0,33 0,94 0,82 0,13
36 Q 60 0,26 12,25 1,69 2,11

3.1 Description of SIZE

Table 1 shows the average firm size (SIZE) value of an insurance company of IDR 1,640,830 million. Insurance
companies on average are categorized as small companies or the equivalent of Book Bank II in the banking
industry in Indonesia (having assets below IDR 5 trillion). The insurance company with the smallest SIZE (IDR
210.6 billion) is PT. Victoria Insurance Tbk (VINS) 2015. The insurance company with the highest SIZE (IDR 4.6
trillion) is PT. Asuransi Multi Artha Guna Tbk (AMAG) 2019.

3.2 Description of DER

The average DER value of 1.58 reflects that every 100 shares of equity bears 158 shares of debt. In other words,
the average insurance company is in unsolvable state. The company with the lowest debt (DER = 0.16) is owned
by PT. Panin Vest Tbk (PNIN) 2019, while the company with the highest debt (DER = 4.93) was experienced by
PT. Asuransi Dayin Mitra (ASDM) Tbk 2015.

3.3 Description of ROA

The ROA average value of 0.04 indicates that every 100 billion assets can generate a net profit of IDR 4. The
company that generates the lowest profit from its assets (ROA = 0.00) is owned by PT. Asuransi Jasa Tania Tbk
(ASJT) 2019. The company that generates the highest profit from its assets (ROA = 0.20) is PT. Asuransi Harta
Aman Pratama Tbk (AHAP) 2019.

3.4 Description of INS

The average value of share ownership by institutions (INS) is 0.72, indicating that on average 72% of the shares
of insurance companies are owned by institutions. The smallest INS value (0.22) is owned by PT. Asuransi Kresna
Mitra Tbk (ASMI) 2018 & the largest INS value (0.99) is owned by PT. Panin Vest Tbk (PNIN) 2017-2019 period.

3.5 Description of ERM

The average ERM disclosure value of 0.82 indicates that the average insurance company on the IDX is already
good at disclosing its ERM, which is 82% of the total 108 ERM items that need to be disclosed. The company
with the lowest ERM disclosure (0.33) is PT. Asuransi Harta Aman Pratama Tbk (AHAP) 2015 and the company
with the highest ERM disclosure (0.94) is PT. Asuransi Dayin Mitra Tbk (ASDM) 2017-2019 and Indonesian
Reinsurance Company Tbk (MREI) 2015-2019 period. Both companies have very good ERM disclosures.

3.6 Description of O

The average firm value of insurance companies on the IDX is 1.69. This means that the market value of the
company is higher than the book value of its equity. The lowest firm value (Q = 0.26) is owned by PT. Panin Vest
Tbk (PNIN) in 2016. The highest Q value (12.25) is owned by PT. Asuransi Kresna Mitra Tbk (ASMI) 2019.

Table 2. Regression Test Results of Equation-1

Standardized
Variable Coecfficients tstatistic Prob.
H; Firm Size (SIZE) 0312 2.610 0.012%*
H, Leverage (DER) -0.214 -1.738 0.088*
Hj Profitability (ROA) -0.212 -1.772 0.082*
H, Institutional Ownership (INS) 0.115 0.944 0.349
R Square 0.228
Adj-R2 0.172
F-statistic 4.066
Prob (F-statistic) 0.006*

Dependent Variable: ERM, * Sig. at o 10%, ** Sig. at a 5%
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Result of Equation-1. Table 2 shows that the equation-1 model is a suitable model. The significance value of the
Prob F-statistic test 0.006 is smaller than the alpha significance of 10%. The R square value of Equation-1 is 0.228
indicating that together firm size, leverage, profitability and institutional ownership are able to explain the
variability of ERM disclosure by 22.8%. There are still 77.2% of the influence of other variables that are not
included in this research model.

Hi result discussion. The regression coefficient value of the effect of firm size on ERM is 0.312 with a significance
0f0.012. It means that firm size has a significant positive effect on ERM. If the insurance company's assets increase
by 1 million rupiah, the ERM will increase by 0.312 units. These results in line with agency theory which states
that large firm sizes have complex risks and need to implement comprehensive risk management. Furthermore,
the large companies are tend to maintain their reputation in the eyes of investors by reducing conflicts of interest
and sending positive signals in the form of regular ERM disclosures. The findings of this study are in line with
Farida (2019) who examined the insurance sub-sector listed on the Indonesia Stock Exchange for the period 2013-
2017, Sithipolvanichgul (2018) who examined public companies listed on the Thailand and Malaysia Stock
Exchanges in 2016, and Al- Shammari (2014) who examined non-financial companies on the Kuwait Stock
Exchange in 2012. The results of this study are different from the findings of Sulistyaningsih (2016) who examined
the manufacturing sector listed on the Indonesia Stock Exchange for the period 2012-2014, Saputro (2014) who
examined in the manufacture sector listed on the IDX in the 2010-2012 period.

H: result discussion. The regression coefficient value of the effect of DER on ERM is -0.214 with a significance
0f 0.088. Using alpha 10%, it is found that leverage has a negative and significant effect on ERM. If the company's
debt increases by one unit, the ERM will decrease by 0.214 units. This explains that when company debt increases,
it will decrease ERM disclosure. The leverage ratio of insurance companies on average is more than 1, reflecting
that on average the insurance company is in unsolvable state. Managers are tend to minimize or cover up ERM
disclosures that can provide a positive signals and attract investors to continue investing in their companies. This
finding is in line with the results of research by Rujiin (2020) which examined the manufacturing sector listed on
the Indonesia Stock Exchange for the period 2013-2017, and does not support the results of Onder's (2012) which
examined financial companies listed on the Istanbul Stock Exchange in 2007, and Saskara (2018) who examined
companies LQ 45 Index on the IDX in the 2012-2016 period.

Hs result discussion. The regression coefficient value of the effect of ROA on ERM is -0.212 with a significance
of 0.082. Using alpha 10% it was found that profitability has a negative and significant effect on ERM. If the
company's profit increases by one unit, the ERM will decrease by -0,212 units. This explains that when the
company's ROA decreases, it will increase ERM disclosure. This action was carried out as the company's attempt
to convince the market that if there was a decline in profit, the company was properly disclosing the company's
risk. On average, the ROA of insurance companies is relatively low (ROA = 4%) and it is still below the standard
ROA that must be achieved (5.98%) based on net income divided by total assets (Lukviarman, 2006). The
relatively low profitability of the company has prompted management to disclose ERM in more detail with the
aim of maintaining investor confidence in the risks faced by the company. The findings of this study contradict
with agency theory which states that the higher the company's profit, the wider the ERM will be disclosed to
minimize conflicts of interest. This result in line with Rujiin (2020) who examined the manufacture sector listed
on the Indonesia Stock Exchange for the period 2013-2017, and does not support Saskara (2018) who examined
companies LQ 45 Index on the Indonesia Stock Exchange for the period 2012-2016, Kumalasari (2014) who
examined the hotel, restaurant and tourism sectors listed on the Indonesia Stock Exchange in 2010-2012 period,
as well as Faisal (2020) who examined the manufacture sector listed on the Indonesia Stock Exchange in 2017.

Has result discussion. The regression coefficient value for the effect of institutional ownership is 0.115 with a
significance 0f 0.349. This means that institutional ownership has no effect on ERM. The institution as an insurance
company shareholder is not able to encourage company managers to disclose ERM. This finding does not support
the signal theory which states that the more abundant stock ownership by an institution is, the higher its ERM
disclosure. The results of this study in line with Fathimiyah et al. (2011) who did not find any effect of institutional
ownership on ERM. Fathimiyah et al. examined the banking sub-sector listed on the Indonesia Stock Exchange
for the period 2008-2010. The result of this study is not in line with Prayoga (2013) who examined the manufacture
sector listed on the Indonesia Stock Exchange for the period 2007-2011, and Pristianingrum (2018) who examined
the mining sector listed on the Indonesia Stock Exchange 2016-2017 period.
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Table 3. Regression Test Results of Equation-2

Standardized
Variable Coefficients Lstatistic Prob.
H, Firm Size (SIZE) -0.082 -0.657 0.514
H, Leverage (DER) -0.266 -2.123 0.038**
Hj; Profitability (ROA) 0.002 0.012 0.990
H, Institutional Ownership (INS) -0.497 -4.094 0.000%**
Hs Enterprise Risk Management (ERM) 0.104 0.782 0.438
R Square 0.261
Adj-R2 0.193
F-statistic 3.819
Prob (F-statistic) 0.005*

Dependent Variable: Q, ** Sig. at o 5%, *** Sig. at o 1%

Result of Equation-2. Table 3 shows the Prob F-statistic significance value of 0.005 (less than the alpha
significance of 10%). It can be concluded that the regression model equation-2 is a suitable model. The R square
value in equation-2 of 0.261 shows that together the firm size, leverage, profitability, institutional ownership, ERM
are able to explain 26.1% of the variability in the value of the insurance sub-sector company. There are still 73.9%
of the influence of other variables that are not included in this research model.

Hs result discussion. The regression coefficient of firm size is -0.082 with a significance of 0.514. This means
that firm size does not have a significant effect on firm value. This explains that companies with large sizes does
not guarantee good asset management in increasing firm value (Endri, 2020). This finding is contradictive with
signaling theory which states that the larger the size of a company, the greater of positive signal the company sends
to the market. The results of this study in line with Li (2016), who examined financial companies listed on the
Shanghai & Shenzhen Stock Exchange, Prayoga (2013) examined the manufacture sector listed on the IDX for the
period 2007-2011 and Farhan (2017) examined manufacture companies listed at Istanbul Stock Exchange for the
period 2008-2013. The results of this study does not support Abdullah (2015) who examined public companies
listed on the Malaysia Stock Exchange, Anton (2018) examined public companies listed on the Romanian Stock
Exchange before the 2001-2007 financial crisis, & Hao (2018) examined state insurance company in Ghana 2018.

He result discussion. The DER regression coefficient value is -0.266 with a significance of 0.038. This means that
DER has a significant negative effect on firm value. If the company's debt increases by one unit, it will decrease
the company's value by 0.266 units. This explains that the higher the level of corporate debt, the lower of firm
value is and in line with trade-off theory, since the level of debt of the insurance sub-sector companies is already
high and has passed its optimal limit. As a result, when debt is increased, the value of the company will decrease
because the tax benefits on debt are lower than the potential value of company bankruptcy for large debts. The
average DER value of insurance companies 1.58 which is indicates that the company's debt is greater than
shareholder equity. This finding is in line with research by Darmayanti (2018) who examined the manufacture
sector listed on the Indonesia Stock Exchange for the period 2011-2015. Darmawan et. a/ (2020) who examined
the manufacture sector listed on the Indonesia Stock Exchange for the period 2011-2015. This finding is not in
line with Pratama (2016) who examined the telecommunications sub-sector listed on the Indonesia Stock Exchange
for the period 2009-2013, Bertinetti (2013) examined 200 financial and non-financial companies listed on the
STOXX® Europe Large 200 Index for the period 2002-2011, and Aditya (2017) examined the property &
construction sector listed on the Indonesia Stock Exchange for the period 2012-2014.

H?7 result discussion. The regression coefficient of the effect of ROA on Tobin's Q is 0.002 with a significance of
0.990. This means that ROA has no significant effect on firm value. This finding is contradictive with Tobin's Q
theory which states that firm profit can increase firm value. Tahir (2011) explains that the company's profit is not
always fixed every year and the fluctuating trend of profitability of the insurance sub-sector during the 2015-2019
period causes profitability does not able to affect firm value. In addition, if the company's capital structure is mostly
financed by debt, the company has an obligation to pay interest, which can reduce the company's ability to generate
net income. This finding is in line with Lin (2016) who examined 105 insurance companies in the United States
for the period 2000-2007, Farhan (2017) who examined manufacturing companies listed on the Istanbul Stock
Exchange for the period 2008-2013, and Anton (2018) examined public companies listed on the Romanian Stock
Exchange for the period 2001-2007. Meanwhile, this finding is not in line with Endri (2020) who examined the

9 Published by IDEAS SPREAD



rfm.ideasspread.org Risk and Financial Management Vol. 3, No. 2; 2021

financial sector listed on the Indonesia Stock Exchange for the period 2013-2017, Rizgia (2013) who examined
the manufacture sector listed on the Indonesia Stock Exchange for the period 2006-2011, Iswajuni (2018) who
examined on the manufacture sector listed on the Indonesia Stock Exchange for the period 2010-2013.

Hs result discussion. The regression coefficient value of the effect of institutional ownership (INS) on firm value
is -0.497 with a significance of 0.000. This means that INS has a significant negative effect on firm value. When
institutional share ownership increases by one unit, it will decrease the firm value by 0.497 units. This explains
that when institutions own more shares in a company, the individual investors in the market have limited
opportunities to own shares in the company. As a result, interest in owning the company's shares decreased. This
falling interest causes the company's share price to fall. The stock price is a mirror of market value, when the stock
price goes down, Tobin's Q value will go down. The average shareholding value of the insurance sub-sector is 72%
(above 50%), indicating that institutional investors are the majority shareholders. These findings support the the
strategic alignment hypothesis (McCardle, 2019) which explains that when institutional investors have great
control in the company, it can influence or force management to make decisions according to their interests and
ignore minority shareholdings. This condition is an unfavorable signal for non-institutional investors where they
will reconsider their decision to invest. The results of this study are in line with the findings of Rahma (2014) who
examined on the manufacture sector listed on the Indonesia Stock Exchange for the period 2009-2012 and Suteja
(2009) who examined on the manufacture sector listed on the Indonesia Stock Exchange for the period 1994-2004.
The result of this study is not in line with Ratnawati (2018) who examined the manufacturing sector listed on the
Indonesia Stock Exchange for the period 2012-2014, Wimelda (2017) who examined 270 public companies listed
on the Indonesia Stock Exchange for the period 2012-2014, and Purba (2019) who examined the manufacturing
sector listed on the Indonesia Stock Exchange for the period 2013-2016.

Ho result discussion. The regression coefficient of the effect of ERM on firm value is 0.104 with a significance
of 0.438. This means that ERM has no significant effect on firm value. This is most likely because the market or
investors think the company is implementing ERM just a formality. The result of this test is in line with the findings
of Aditya (2017) who examined property & construction companies listed on the IDX for the 2012-2014 period,
Agustina (2016) who examined banking companies listed on the IDX for the 2011-2013 period, and Lin (2016)
who examined on 105 insurance companies in the United States 2000-2007 period. This result is not in line with
the findings of Bertinetti (2013) from Italy who examined european financial and non-financial companies listed
on the STOXX® Europe Large 200 Index for the period 2002-2011, Husaini (2017) who examined on the non-
financial sector listed on the Indonesia Stock Exchange for the 2010-2013 period, as well as Vergian (2019) who
examined public companies listed on the JIS (Jakarta Islamic Index) for the period 2015-2017.

Result of Sobel test. The results show that ERM is not able to mediate the effect of firm size, leverage, profitability,
and institutional ownership on firm value. The results of this test indicate that the company's ERM disclosure is
still seen by investors just an effort to build an image (Michelon et al., 2015). ERM disclosure has not been able
to increase investor confidence in risk management by the company so that it has not been able to increase firm
value. The limited qualitative ERM disclosure is considered less relevant and it is difficult to compare the value
between companies as a basis data for making investment decisions by investors (Skerci, 2013). However, the
increased R square value in equation model-2 shows that the ERM variable is one of the determinants of the value
of the insurance sub-sector company on the Indonesia Stock Exchange.

4. Conclusion

This study finds empirical evidence that firm size has a significant positive effect on ERM, DER and ROA has a
significant negative effect on ERM, while institutional ownership has no effect on ERM. Furthermore, the results
show that DER and institutional ownership have a significant negative effect on firm value, meanwhile company
size, ROA, and ERM have no significant effect on firm value. ERM as an intervening variable is not able to
mediate the influence of firm size, DER, ROA, and institutional ownership on firm value of insurance companies
listed on the IDX in 2015-2019 period.

The ability of the model built in this study is relatively low. Further researches are advised to add other explanatory
variables that affect ERM and firm value such as Earning Per Share, Auditor's Reputation, Company Growth, and
Dividend Policy.

For investors who prioritize enterprise risk management (ERM)), it is necessary to pay attention to company size.
This study proves that company size has the greatest influence on the ERM in insurance company. The bigger the
size of the company, the higher the openness of enterprise risk management. Meanwhile, investors who prioritize
firm value to support their investment decisions are advised to pay particular attention to the company's share
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ownership. Share ownership by institutions has the greatest effect on firm value. The more institutions that own
company shares, the lower the firm value is.

Future research that conduct using ERM as an intervening variable suggest to replacing the research object, like
in banking companies, or multi-finance companies. Research can also be extended to all companies in the financial
sector listed on the IDX or OJK.

The next research can use profitability variabel as measured by ROE as an intervening variable. Research by
Hamidy et al (2015) finding ROE can indirectly mediate DER in increasing firm value. Further research can be
carried out to determine the optimal point of use of debt, so the level of corporate debt can be found which shows
that the tax benefits of using debt are as large as the cost of bankruptcy arising from the use of debt. This optimal
level of debt can provide guideline for company managers in using debt as a source of corporate funding.

Insurance companies should reduce the use of debt so the firm value increases. In addition, management needs to
control institutional share ownership, because the greater the ownership of shares by the institution the lower the
firm value is. Moreover, insurance companies should continue to improve and increase the quality of their ERM
disclosures, so the ERM disclosure as intervening variable can increases firm value.
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