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This study contributes a number of innovative and interesting empirical findings with a view of four audit 

committee characteristics to predict overall value creation efficiency and capital employed efficiency using value 

added intellectual coefficient (VAICTM) method. Using purposive sampling, 34 property, real estate, and building 

construction firms listed on Indonesia Stock Exchange in 2011 were selected. Empirical findings could not provide 

a significant relationship between audit committee characteristics and the overall value creation efficiency as well 

as capital employed efficiency. This implies that currently, the number of members, number of meetings, number of 

independent commissioners, and accounting or finance expertise in audit committee cannot be expected as drivers 

of business value creation in Indonesian context, more specifically for property, real estate, and building construction 

industry. The overall lack of significant relationships may potentially result from limited human capacity, lack of 

financial expertise, and inadequate knowledge about the role of audit committee to add value to the business. 
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Introduction  
Audit committee (AC) is viewed as a representative of investors’ interests (Deloitte Development LLC, 

2012, November/December). A particular challenge for AC is to ensure the consistency in the reporting of 
company performance (Goodfellow & Wilkinson, n.d.), focusing on high quality oversight, to work in practice 
as well as in theory to encourage the development of risk management processes, and to implement internal 
control system (Pricewaterhouse Coopers, 2010, March).  

There is a growing body of research literature on AC that seeks to understand their relevance to firm 
performance (e.g. Aldamen, Duncan, Kelly, McNamara, & Nagel, 2011; Ojulari, 2012). AC is viewed as the 
core of monitoring mechanism for shareholders and other constituents and more specifically in light of the 
many accounting scandals. However, previous studies have investigated the relationship by measuring the 
firm’s performance using accounting and market measures that focus on returns on firm’s physical capital. 
Despite the important findings from previous investigations, this study provides initial evidence of the 
relationship between AC characteristics as components of corporate governance and a proposed measure of 
performance called value creation efficiency using Value Added Intellectual Coefficient (VAICTM) method, 
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introduced by Pulic (1998). More specifically, based on a thourough review, no previous study has examined 
the four AC characteristics to predict value creation efficiency measured by VAICTM.  

The primary reason of using VAICTM method is motivated from the concern of Goodfellow and Wilkinson 
(n.d.) regarding the intellectual capital. Siegel and Borgia (2007) argued that, in current economic era, value is 
generated by intellectual capital. Pulic (2008) claimed that value is not embodied by the quantity of produced 
goods, but through the quality produced by knowledge workers. Furthermore, the importance of the study is 
also referred to the findings of Razafindrambinina and Anggreni (2008) that Indonesian investors put less 
weight on the potential of intellectual capital in generating company value. 

A number of key reasons support the focus of this study on the Indonesian property, real estate, and 
building construction industry. To begin with, the robust economic growth in 2011 could have a positive 
impact on the property and real estate market in Indonesia by feeding into demand for commercial real estate as 
Indonesian’s disposable incomes rises. This growth is also followed by the growing concern about the 
significant growth of property loans in the local banking system (Franken, 2011, February 21). Moreover, due 
to the global economic crisis, many big foreign companies have expanded their businesses in Indonesia. This 
move boosts the demand of office space and retail space, while domestic demand for condominiums leads to 
the demand for residential segment (Oxford Business Group, 2012). Indonesian construction sector grew faster 
in 2011 compared to 2010 which makes this industry be one of the largest contributors to the national economy 
(Oxford Business Group, 2011). Further, the strong property and real estate domestic demand, low interest rates, 
and the increase of foreign investors confidence are the key components of Indonesia’s economic growth 
(Oxford Business Group, 2012). Therefore, it is important to boost up the confidence of investors in this 
industry. 

This paper intends to contribute to this insight by evaluating the relationship of AC charateristics and 
value creation efficiency of Indonesian property, real estate, and buiding construction industry, as AC is viewed 
as representative of investor’s interest. For this, four measures of AC (audit committee size, frequency of audit 
committee meetings, number of independent commissioners in audit committee, and financial or accounting 
expert in audit committee) and VAICTM method are applied.  

The remainder of this paper is organized as follows: The next section briefly reviews the literature on the 
relationships among audit committee, value creation efficiency, and capital employed efficiency. Testable 
propositions based on the literature are then developed. The research method adopted in the paper is then 
presented in third section followed by the study’s results and discussion. The final section conludes with a 
summary.  

Literature Review 
(1) Audit Committee Size. This committee is likely to function most effectively with a small membership 

of three to six people (Jakarta Stock Exchange Inc., 2004; Wallace & Zinkin, 2005). However, the board 
determines the appropriate number considering the company’s size and industry, as well as the business 
nature (Deloitte Development LLC, 2012, May). 

(2) Frequency of Audit Committee Meetings. In Australia, audit committees met five times a year on 
average, and close to five times with an insignificant difference between the UK, US, Australia, and Canada 
(KPMG’s Audit Committee Institute in Australia, 2008). Whereas in Polish practice, on average audit 
committee met 4.5 times a year. The audit committee invites the management board, chief financial officer, the 
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external auditor, and the head of internal audit in its meeting to discuss any matters deemed confidential by the 
parties. To perform effectively and reliability, AC members’ diligence is very important (Szczepankowski, 
2012). Accordingly, most researchers use AC meeting frequency as a proxy of diligence (Raghunandan & 
Rama as cited in Mohiuddin & Karbhari, 2010). Meeting schedules must be well organised in order that all 
important issues and key events are addressed throughout the year at the right time (National Audit Office, 
2012). 

(3) Number of Independent Commissioners in Audit Committee. In Indonesia, the audit committee is at 
least comprised of three persons and at least one of them must be the independent commissioner of the listed 
company who is also the chairman of the audit committee, while the others are the independent external parties 
(Capital Market Supervisory Agency, 2004; Jakarta Stock Exchange Inc., 2004; National Committee on 
Governance, 2006).  

(4) Financial or Accounting Expert in Audit Committee. In today’s world audit committee must deal with 
comprehensive and various issues and ever-increasing tasks (The Institute of Internal Auditor, n.d.). It is 
required by SEC that each company listed on capital market should have a qualified audit committee financial 
expert (Carcello, Hollingsworth, & Neal, 2006). At least one of the audit committee members must be an expert 
in accounting and/or finance (Capital Market Supervisory Agency, 2004; Jakarta Stock Exchange Inc., 2004). 
Moreover, according to Deloitte Development LLC (2012, May) and British Columbia Investment 
Management Corporation (2010, August), majority or all AC members should be financially literate and 
qualified of understanding the financial reporting issues and complexities evolving from the company’s 
business activities. KPMG’s Audit Committee Institute in Australia (2008) found that institutions with at least 
half of AC members as financial experts reported less regulatory violations and fewer employees discharged for 
fraud compared to other organization. Due to the rising complexity of the global risk environment and 
technology change, KPMG’s Audit Committee Institute (2013, January) suggested the composition of audit 
committee with additional expertise, greater diversity of thinking, background, perspectives, and experiences.  

(5) Value Added Intellectual Coefficient (VAICTM). The VAICTM method measures the efficiency of the 
firm’s three types of inputs: Capital Employed Efficiency (CEE), Human Capital Efficiency (HCE), and 
Structural Capital Efficiency (SCE). The sum of the three measures is the value of VAICTM. This aggregated 
indicator indicates company’s intellectual ability. The VAICTM measures how much new value has been 
created per invested monetary unit in resources. It gauges and monitors the total value creation efficiency in the 
company according to accounting-based figures (Pulic, 2004). A high coefficient indicates a higher value 
creation using the company’s resources, including intellectual capital (Kujansivu & Lönnqvist, 2007). VAICTM 
and its components of a firm are calculated based on the following stages (Pulic, 2008): 

a. Calculation of value added (VAit):  
VAit = OUTit – INit 

where: VAit = Value added of a firm during the t period of time; OUTit = Total sales/revenues of a firm during 
the t period of time; INit = All expenses/costs of materials, components, and services (except labor/employees 
cost, taxation, interest, dividends, depreciation, amortization) incurred by a firm during the t period of time.  

b. Human capital efficiency coefficient (HCE), the first component: 
HCEit = VAit/HCit                                                 (1) 

where: HC = total expenditures of employees (direct labor + indirect labor + administrative + marketing and 
selling + education, training + all incentives). This account is considered as an investment, not cost, and thus 
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not substantial part of input (Majid Makki & Aziz Lodhi, 2009; Nik Muhammad & Amin Ismail, 2009; Pulic, 
2008; Ranjith Appuhami, 2007). 

c. Structural capital efficiency coefficient (SCE), the second component: 
SCEit = SCit/VAit                                 (2) 
SCit = VAit – HCit 

where: SC = structural capital. 
SC is the result of human capital past performance, e.g., organization, licenses, patents, image, standards, 

and relationship with customers (Nik Muhammad & Amin Ismail, 2009).  
d. Capital employed efficiency coefficient (CEE), the third component: 

CEEit = VAit/CEit                                  (3) 
where: CE = capital employed (the book value of the net asset of a company). 

e. Value creation efficiency/value added intellectual coefficient (VAICTM): 
VAICTM

it = HCEit + SCEit + CEEit                                     (4) 
(6) Audit Committee and Value Creation Efficiency. As a component of corporate governance AC is 

responsible to oversee the company to achieve long-term value creation (Deloitte Development LLC, 2013, 
September). To add value to the organization, AC must have good communication with board of directors and 
provide an important link between the board, management, and the auditor (National Audit Office, 2012). 
Using a sample of Fortune 200 companies, Chan and Li (2008) confirm that the presence of expert independent 
directors in the audit committee enhances firm value. 

As far as this study is conducted, there is no previous study performed by utilizing the four audit committee 
characteristics exclusively as components of corporate governance and their relationship with value creation 
efficiency measured by VAICTM. Soewignyo (2011) employed board of directors size, board of commissioners 
size, proportion of independent commissioners in the composition of board of commissioners, audit committee 
size, and proportion of independent commissioners in the composition of audit committee as corporate governance 
aspects to predict VAICTM of listed Indonesian finance sector. The empirical findings fail to establish any 
significant relationship between the corporate governance aspects and VAICTM. Angaye, Gwilliam, Marnet, 
and Thomas (2009) employed board structure as proxy of corporate governance measured by board size, board 
composition, ownership structure, leadership structure and duality, board diversity, and CEO nationality status. 
VAICTM was employed to indicate the company value as firm performance. The empirical findings do not 
generally indicate any significant statistical associations between board features and corporate performance and 
there is no specific board feature which is consistently associated with corporate performance measured by 
VAICTM. Based on a randomly selected sample of 75 companies listed on Bursa Malaysia, Abidin, Kamal, and 
Jusoff (2009) found that board composition and board size have a positive impact on VAICTM.  

The study of Aldamen et al. (2011) reveals that smaller ACs with more experience and financial expertise 
are more likely to be associated with positive firm market performance. Moreover, they found also that longer 
serving chairs of ACs negatively impacts accounting performance. However, AC with more external directorships 
and whose chair has more years of managerial experience positively impact accounting performance.  

Using both market and accounting based performance measures of 103 listed firms in Ghana, South Africa, 
Nigeria, and Kenya covering five-year period of 1997-2001, Kyereboah-Coleman (2007, November) found that 
AC size positively influences accounting (ROA) and market (Tobin’s Q) performance. However, from the 
overall sample, the independence of the AC does not show any significant relationship with the performance. 
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Significantly however, the independence of AC has a negative effect on Tobin’s Q in the Ghanaian and 
Nigerian samples. Further, the frequency of audit committee meetings has a positive and significant 
relationship with market performance (Tobin’s Q), however, no relationship with ROA in the overall sample. 
Likewise, using a balanced panel of 79 New Zealand listed firms, Fauzi and Locke (2012) found that audit 
committee yielded a significantly positive relationship with firm performance using Tobin’s Q.  

Kajola (2008) asserted that the relationship between the audit committee and the two performance 
measures is not statistically significant. Audit committee being occupied by majority of outside members has 
no influence on the firm’s performance. However, the study of Mohd Saat, Karbhari, Xiao, and Heravi (2012) 
found that audit committee governing increased firm performance when there is high proportion of independent 
audit committee members with accounting experience.  

Different findings related to AC characteristics in the literature lead to the following hypothesis: 
H01: There is no significant relationship of audit committee characteristics to overall value creation 

efficiency measured by VAICTM. 
Audit committee size, frequency of audit committee meetings, proportion of independent commissioners 

in audit committee, and proportion of financial or accounting expert in audit committee were used to measure 
audit committee characteristics. 

(7) Audit Committee and Capital Employed Efficiency (CEE). There is no previous study performed by 
employing audit committee exclusively and its relationship with CEE. However, closely related to capital 
employed, Ojulari (2012) found that effective AC is positively related to return on equity (ROE), and the 
overall effectiveness negatively correlated with Tobin’s Q. The Tobin’s Q measures the ratio of total market 
capitalization of a firm to firm’s total asset. In general it is considered that the higher the value of Tobin’s Q, 
the higher the value of the firm. The lack of study on the relationship between audit committee and CEE leads 
to the following research hypothesis: 

H02: There is no significant relationship of audit committee characteristics to CEE.  

Research Method 
The hypotheses were tested with data from property, real estate, and building construction firms listed on 

the Indonesia Stock Exchange (IDX) in 2011. The audit committee characteristics and VAICTM data were 
obtained from the annual reports. Fifteen of the total 49 firms were excluded from the study due to missing data 
and several firms did not submit their annual reports. The final samples of 34 firms were used for the purpose 
of statistical analyses. Ordinary least square (OLS) regression analysis was used to test the hypotheses. Before 
conducting the main analyses, assumptions for multiple regression analysis were checked. First, no extreme 
outlier was detected through graphical representation of data. Second, graphical plots showed that there is no 
major concern about linearity assumptions. Third, the variance inflation factors (VIF) values were less than two 
for all the variables included in the regression model. These values indicate that multicollinearity is not a 
problem for this analysis. Heteroscedasticity test was done by interpreting the scatter plots. The plots of 
VAICTM and HCE have no pattern, which implies no heteroskedasticity caused by the variables.  

Results 
Table 1 presents the multiple regression analyses for the first model with VAICTM as dependent variable. 

The calculated value of F-statistic is 0.193 and the significant F at p-value is 0.940. For the reason that p-value 
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is greater than 0.05, this result has failed to reject the established null hypothesis (H01). None of audit 
committee characteristics significantly explain the variance in VAICTM. The results of this study agree with the 
findings of Kajola (2008), in which the relationship between audit committee characteristics and the performance 
measured by VAICTM method is not statistically significant. This implies that currently, audit committee size, 
frequency of audit committee meetings, number of independent commissioners in audit committee, and number 
of accounting or finance experts in audit committee cannot be expected as drivers of business value in 
Indonesian context, more specifically for property, real estate, and building construction industry.  

 

Table 1  
Audit Committee Characteristics and VAICTM (H01) 
Independent 
variable 

Unstandardized 
coefficients 

Standardized 
beta t Sig.* 

(Constant) 
ACSize 
FACMeet 
ACIndp 
ACFinExp 

11.386 
0.084 
-0.024 
-7.963 
-2.360 

0.005 
-0.023 
-0.130 
-0.119 

0.847 
0.023 
-0.125 
-0.646 
-0.611 

0.404 
0.982 
0.901 
0.524 
0.546 

R2 = 0.026 
Adj. R2 = -0.108 
F-value = 0.193 
Prob. (F) = 0.940 
No. of firms/observations = 34 
Notes. Predictors: (constant), ACSize, FACMeet, ACIndp, ACFinExp; Dependent variable: VAICTM; *Significant at the 0.05 level. 

 

Using the four audit committee characteristics to predict CEE as a measure of physical capital efficiency, 
the finding in Table 2 showed that, the global F value = 0.207 suggests the overall model is not significant (p = 
0.933). Hence, audit committee characteristics do not predict capital employed efficiency. This result has failed 
to reject H02. None of audit committee characteristics have significant relationship to capital employed 
efficiency (p > 0.05). This result is in contrast with the findings of Ojulari (2012) who found that effective AC 
is positively related to return on equity (ROE), and the overall effectiveness is negatively correlated with 
Tobin’s Q. A possible explanation for this might be that the performance measures are different. 

 

Table 2 
Audit Committee Characteriscs and CEE (H02) 
Independent 
variable 

Unstandardized 
coefficients 

Standardized 
beta t Sig.* 

(Constant) 
ACSize 
FACMeet 
ACIndp 
ACFinExp 

0.558 
-0.070 
-0.009 
-0.312 
0.165 

-0.056 
-0.121 
-0.074 
0.120 

0.597 
-0.274 
-0.645 
-0.364 
0.617 

0.555 
0.786 
0.524 
0.718 
0.542 

R2 = 0.028 
Adj. R2 = -0.106 
F-value = 0.207 
Prob. (F) = 0.933 
No. of companies/observations = 34 
Notes. Predictors: (constant), ACSize, FACMeet, ACIndp, ACFinExp; Dependent variable: CEE; *Significant at the 0.05 level. 

 

Table 3 presents the descriptive statistic for all 34 companies in 2011 showing the minimum, maximum, 
mean, and standard deviation. As can be seen, even though on average most of the companies in this study met 
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the Jakarta Stock Exchange’s recommendation for the minimum of three persons of audit committe members, 
however there is at least one company which did not meet the recommendation by only having two members in 
audit committee. The average of 5.85 number of meetings are held by the audit committee, minimum of one 
and the maximum of 24. According to Capital Market Supervisory Agency (2004), the frequency of audit 
committee meetings must meet minimum requirements of commissioner meeting stipulated in the article of 
association. It should be noted that most researchers use AC meeting frequency as a proxy of diligence 
(Raghunandan & Rama as cited in Mohiuddin & Karbhari, 2010). AC members’ diligence is important in 
performing AC’s responsibilities effectively. The proportion of independent commissioner in the audit 
committee on average is 35%, minimum of 25%, and maximum of 67%. This result indicates that all       
the companies met the minimum requirement of Capital Market Supervisory Agency (2004) that at least one  
of AC members must be independent commissioner. On average the result shows that the proportion of 
financial expert in audit committee is 59.62%, with minimum of 0%, and maximum of 100%. This indicates 
that not all the companies applied the recommendation that at least one of the AC members must have an 
accounting and/or finance background (Capital Market Supervisory Agency, 2004; Jakarta Stock Exchange Inc., 
2004; National Committee on Governance, 2006). It was found by Aldamen et al. (2011) that having more 
members with financial expertise resulted in better market performance when the decision making expertise 
was needed.  

 

Table 3 
Descriptive Statistics 
 N Minimum Maximum Mean Std. deviation 
ACSize 34 2.00 4.00 3.0294 0.30003 
FACMeet 34 1.00 24.00 5.8529 5.25203 
ACIndp 34 0.25 0.67 0.3503 0.08857 
ACFinExp 34 0.00 1.00 0.5962 0.27201 
CEE 34 0.03 2.28 0.2844 0.37615 
VAIC 34 2.07 25.70 7.3009 5.40697 

 

Discussion 
This study found no significant influence of audit committee size on both value added intellectual 

coefficient and capital employed efficiency, although on average the audit committee size met the Jakarta Stock 
Exchange’s recommendation for the minimum of three persons. This finding is in agreement with Soewignyo 
(2011) which showed that audit committee size has no significant relationship with VAICTM. There are several 
possible explanations for this result. First, the number of audit committee members could possibly just comply 
with the requirements; second, there is no clear understanding of the members about the role of audit committee 
to add value to the business; and third, limited human capacity might influence the operation of audit 
committee in Indonesian property, real estate, and building construction companies. Initial and ongoing 
education must be given to AC members.  

The number of AC meetings does not have any significant influence on both value added intellectual 
coefficient and capital employed efficiency. It seems possible that it is due to the limited number of AC 
meetings of several companies which indicates the lack of commitment to oversee the important issues and 
challenges facing the company. While the more frequently meetings held by the other companies are possibly 
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just to comply with the requirements. Furthermore, perhaps the committee meetings were not used effectively 
to discuss the related issues. 

This study also found that the proportion of independent commisioners in AC has no significant influence 
on both value added intellectual coefficient and capital employed efficiency. The finding of the current study is 
consistent with Sowignyo’s (2011) who found that proportion of independent commissioners in the 
composition of AC has no significant relationship with VAICTM. A possible explanation for this might be that 
the existence of independent commissioners in audit committee is just to comply with the requirement of 
Capital Market Supervisory Agency (2004), Jakarta Stock Exchange Inc. (2004), and National Committee on 
Governance (2006). 

The financial illiteracy of the audit committee members might also be an additional factor of 
non-significant relationship of audit committee characteristics to VAICTM and CEE. It was found by KPMG’s 
Audit Committee Institute (2013, January) that the effectiveness of AC would be better by additional expertise, 
greater diversity of thinking, background, perspectives, and experiences. Furthermore, The Institute of Internal 
Auditor (n.d.) emphasized that in today’s world audit committee must deal with comprehensive and various 
issues and ever-increasing tasks. It is also confirmed by British Columbia Investment Management Corporation 
(2010, August) and Deloitte Development LLC (2012, May) that all members should be financially literate and 
qualified of understanding the financial reporting issues.  

Summary and Conclusions 
This study contributes a number of innovative and interesting empirical findings with a view of four audit 

committee characteristics to predict value creation efficiency and capital employed efficiency using VAICTM. 
Using purposive sampling, 34 property, real estate, and building construction firms listed on Indonesia Stock 
Exchange in 2011 were selected. According to the authors’ knowledge, these issues have not been previously 
investigated. Empirical findings could not provide a significant relationship between audit committee 
characteristics and the overall value creation efficiency as well as capital employed efficiency. The overall lack 
of significant relationships may potentially result from limited human capacity, lack of financial expertise, and 
inadequate knowledge about the role of audit committee to add value to the business. 

The empirical results, however, should be treated with caution. The results cannot be considered 
conclusive for several reasons. First, this study drew on data from a single industry and single nation that the 
nature of the business operation could be different and the cultural and legal environment of every nation is 
different. Second, the regression analysis was conducted for only one financial year. However, it should be 
noted that the audit committee and value creation efficiency of the Indonesian property, real estate, and 
building construction industry have been analyzed from a new perspective altogether, therefore this study 
becomes a significant contribution to the literature. 

The results should provide insights about potential path for policy makers to complement on-the-ground 
knowledge and further in depth evaluations and studies. Future study could examine the relationship in the 
present study by expanding the scope of analysis into other industry categories, covering more financial years, 
and using other markets’ data to confirm the applicability of the findings of this study to those conditions. 
Possible areas of future research in Indonesia can also focus on collecting more comprehensive and complete 
audit committee characteristics such as gender and tenure. 
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