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This study investigates the determinants of enterprise value in Indonesian public companies
recognized by the Asia Sustainability Reporting Rating (ASRRAT). It examines the effect of
corporate governance as measured through Managerial Compensation, Board Size, and Good
Corporate Governance (GCG) Index, also Internal Control, Enterprise Risk Management
(ERM), and the Environmental, Social, and Governance (ESG) aspects of Sustainability
Reporting. This study uses purposive sampling with 31 ASRRAT-recognised companies listed
on the Indonesia Stock Exchange from 2019 to 2023 were selected. The analysis uses multiple
linear regression using SPSS 29.

Results show that Managerial Compensation has a significant negative effect on enterprise
value, whereas Board Size, ERM, Social disclosure, and Governance disclosure shows
significant positive effects, indicating that broader board capacity, integrated risk management,
and transparent sustainability reporting particularly for social and governance aspects are
valued by the market. In contrast, GCG Index, Internal Control, and Environmental disclosure
show no significant effect on enterprise value possibly due to limitations in measurement scope,
investor perception, or disclosure quality. Simultaneously all independent variables influence
enterprise value.

The study contributes by showing that effective corporate governance, risk management
practices, and credible sustainability disclosures are important to enhance enterprise value,
while also highlighting the limited market relevance of compliance-based disclosures and
governance practices thus providing implications for regulators, investors, and corporation in

strengthening their internal practices and sustainability practices in Indonesia’s capital market.

Keywords: Enterprise Value, Enterprise Risk Management, Corporate Governance, Internal

Control, Sustainability Reporting.
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1 Introduction

Over the past decade, the global business environment has experienced significant
transformation in how enterprises define and measure its success. Traditional financial
indicators, such as profitability, revenue growth, while still important, are no longer adequate
to represent a firm's overall performance and sustainability of its business operations.
Increasingly, investors, regulators, and stakeholders are focusing on non-financial aspects,
particularly those related to environmental, social, and governance (ESG) performance as key
determinants of enterprise value (Qian, 2024). This shift in paradigm is driven by increasing
environmental challenges, evolving social expectations, and stricter standards of corporate
governance, all of which have altered the priorities of stock markets worldwide (Zochowski &
Dalton, 2023; Meier et al., 2024).

In Southeast Asia, the importance of sustainability reporting has been growing considerably,
driven by increasing stakeholder demand for transparency and accountability. One of the
leading institutions in this regard is the Asia Sustainability Reporting Rating (ASRRAT),
organized by the National Centre for Corporate Reporting (NCCR) with support from
professional accounting and reporting institutions. ASRRAT evaluates and recognizes high-
quality sustainability reporting across industries and countries, serving as a guideline and
incentive for companies to improve their own sustainability reporting (NCCR, 2024). For
Indonesian public companies, participation in ASRRAT indicates a commitment to
sustainability. Moreover, recognition through ASRRAT enhances corporate credibility, thus
strengthens investor trust and signals effective social responsibility management, which can
generate positive market reactions, thus effectively increasing the overall enterprise value and
also give a competitive advantage over non-participating competitors, while strengthening the
enterprise's reputation in both the domestic and global markets (Ningrum & Masdiantini, 2023).
However, the increasing prevalence of greenwashing, in which companies publish
sustainability reports without taking substantive actions, raise a significant concern as these
practices can erode stakeholder trust, reducing the credibility of the sustainability report, thus
ultimately reducing the Enterprise Value (De Freitas Netto et al., 2020; Aptasari et al., 2024).
However, recent trends indicate that recognition through ASRRAT does not always align with
increases in enterprise value. As will be shown in Fig. 1 and Fig. 2, the number of Indonesian
public companies receiving ASRRAT recognition has risen significantly over the years from,
yet their average enterprise value and stock prices have experienced fluctuations, especially in

the 2021-2023 period. This particular pattern may indicates that although forma sustainability
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recognition such as ASRRAT conveys a company’s commitment on stakeholders’ interest,
additional determinants are likely required to ensure that such recognition is effectively
transformed into measurable enterprise value.

Fig. 1. Number of ASRRAT Recipients Public Companies in Indonesia (2007-2024)
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Fig. 2. Average Enterprise Value (Price-to-Book-Value) of ASRRAT Recipients in

Indonesia (2019-2023)
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The steady increase in the number of ASRRAT recipients public companies in Indonesia during
2021-2023 contrasts with the fluctuations and even immediate decline from 202-2021 in
enterprise value observed in those public companies in Indonesia, indicating the existence of a
discrepancy between theoretical expectations and empirical market outcomes. According to

signalling theory, high-quality sustainability reporting is expected to serve as a credible signal
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of a company's commitment to environmental, social, and governance (ESG) values, therefore
it should directly increases investor trust and ultimately enhance enterprise value (Rukmiyati et
al., 2023; Jadoon et al., 2021). Stakeholder theory states that by meeting stakeholder
expectations through transparent, comprehensive and credible sustainability reports, it can help
to strengthen the relationships with stakeholders, therefore it supports long-term enterprise
value creation (Aptasari et al., 2024).

However, these perspectives from signalling and stakeholder theory, do not fully explain the
observed gap. Agency theory emphasizes on the need for effective corporate governance
mechanisms, to align the interests of managers (as agent) and shareholders (as principals), thus
reducing agency costs and ensuring that the disclosed information in sustainability report is
genuinely implemented (Ramadan & Abdallah, 2019; Ed-Dafali et al., 2024). Stewardship
theory, in contrast, states that managers act as stewards whose motives align with the objectives
of shareholders by extension other stakeholders, by focusing on trust, transparency, and
organizational performance.

From this perspective, strong Corporate Governance, Internal Control, and Enterprise Risk
Management (ERM) frameworks are not merely implemented for compliance, but also as a
mechanism to enable managers to protect stakeholder interests and deliver sustainable value.
Legitimacy theory further explains that sustainability reporting can be used to gain and secure
societal legitimacy or societal approval, particularly in industries under public scrutiny such as
mining industry, but emphasizes that without credible governance, comprehensive internal
control and risk managment, legitimacy can be vulnerable to accusations of greenwashing
(Gentiara, 2023; Jouha, 2021).

Weaknesses in governance and flaws in internal control systems such as poor segregation of
duties or inadequate monitoring (Wahyu et al., 2019), also limited integration of Enterprise
Risk Management (ERM) into the firm’s information systems (Trisnawati et al., 2023) can
directly decrease enterprise value. Such weaknesses can undermine the credibility of the
sustainability report disclosed thus eroding investor trust, leading to lower market valuations.
Even with ASRRAT recognition, which signals sustainability commitment to stakeholders,
enterprise value may not increase unless it is supported by strong corporate governance,
effective internal controls, and well-integrated risk management.

This study examines how Good Corporate Governance (GCG), Internal Control (IC), Enterprise
Risk Management (ERM), and Sustainability Reporting which is assessed through its

environmental, social, and governance (ESG) aspects, affect the enterprise value of Indonesian
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public companies recognized by ASRRAT. By applying multiple theoretical perspectives,
which includes signalling theory, stakeholder theory, agency theory, stewardship theory, and
legitimacy theory, the study aim to develop a comprehensive understanding of how
sustainability practices, governance quality, internal control, and risk management determine
enterprise value.

2  LITERATURE REVIEWS

2.1 Grand theories

Agency Theory

Agency theory explains how conflicts of interest and information asymmetry between
shareholders (as principal) and managers (as agents) can lead to inefficiency and value loss for
the company (Jensen & Meckling, 1976). Within this context, corporate governance serves as
a mechanism to align managerial actions with shareholder interests through monitoring,
transparency and accountability (Bessler et al., 2023; Fuzi et al., 2024). Sustainability reporting
complements this by reducing uncertainty and increasing more information disclosed
particularly about Environmental, Social, and Governance (ESG) (Handayati et al., 2025), thus,
a strong corporate governance and a credible sustainability report can therefore improve

investor confidence thus directly increases enterprise value.

Stewardship Theory

Stewardship theory states that managers, as stewards, are intrinsically motivated to act in the
best interests of the firm and its stakeholders, thus prioritising long-term organisational success
over short-term personal gain (Donaldson & Davis, 1991). In the context of this study,
sustainability reporting reflects a commitment by the managers to sustainable values,
transparency, and rather than a mere compliance (Banda & Mwange, 2023). When supported
by strong internal control systems that safeguard resources and effective enterprise risk
management that mitigate risks, stewardship behaviour signals organizational stability, and
ethical management. These qualities can strengthen investor trust, thus ultimately contribute to

enterprise value (Banda & Mwange, 2023).
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Signalling Theory

Signalling theory states that a credible signal must be difficult to imitate, therefore it helps to
reduce information asymmetry between companies and its stakeholders (Spence, 1973). Within
the context of this study, recognition through ASRRAT and the publication of sustainability
reports serve as high-credibility signals of a company’s governance quality and commitment to
ESG values (Bae et al., 2018; Hassan et al., 2020). That kind of signals are more persuasive
when supported by strong internal controls which ensure the reliability of the information
disclosed and the integration of risk management which demonstrate a proactive risk mitigation
thus convey to investors that the company is both well-managed and then contributes to a higher

enterprise valuation.

Legitimacy Theory

Legitimacy theory states that company must align their operations with the social norms, values,
and expectations from society to maintain their “social licence to operate” (Dowling & Pfeffer,
1975). Sustainability reporting, particularly when recognised through a formal rating such as
ASRRAT, can help to strengthen legitimacy by demonstrating that the company addresses
environmental, social, and governance values in line with stakeholder expectations (Ngu &
Amran, 2021). This perceived alignment can reduce reputational risk and fosters public trust,
also shields the from potential regulatory or societal backlash. When complemented by strong
corporate governance, transparent internal control, and comprehensive risk management,
legitimacy is further reinforced, thus enhancing investor confidence and contributing to the

growth of enterprise value.

Stakeholder Theory

Stakeholder theory asserts that sustainable corporate success requires balancing and fulfilling
the needs of diverse stakeholders, including shareholders, employees, customers, suppliers, and
the wider community (Freeman, 1984). Sustainability reporting functions as a strategic
communication tool, evidencing how the company creates long-term value across these groups
(Mahajan et al., 2023). Corporate governance provides structures that ensure equitable
consideration of stakeholder interests, internal control systems safeguard stakeholder assets
from misuse or inefficiency, and ERM identifies and mitigates risks that could disrupt
stakeholder relationships or value delivery. Together, these mechanisms build trust, strengthen

long-term partnerships, and support sustainable enterprise value growth.
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2.2 Key concepts and hypotheses development

Corporate Governance (CG)

Effective corporate governance mechanisms, can help to strengthen enterprise value by
emphasizing in transparency, accountability, and credibility of their business operation through
the information disclosed both in the financial statements or in the sustainability report (Putra
& Dewayanto, 2019). Moreover, previous studies show a reciprocal positive relationship
between managerial compensation as a part of corporate governance mechanism and firm
performance (Al Farooque et al., 2019). Board size also directly influences oversight capacity
and the quality of decision-making (Putra & Dewayanto, 2019). In this study, corporate
governance is measured using the GCG Index, which is based on the measurement approaches

of Putra & Dewayanto (2019).

Internal Control (IC)

Internal control is defined as a process implemented by an entity’s board, management, and
personnel to provide reasonable assurance regarding the achievement of operational, reporting,
and compliance objectives (COSO, 2013). In this study, internal control is measured using the
Internal Control Disclosure Index, which is based on the five components of the COSO Internal
Control — Integrated Framework (2013), that is control environment, risk assessment, control
activities, information and communication, and monitoring. These components are considered
the international standard for evaluating internal control effectiveness. The disclosure index
item was also based on the previous studies Sari & Wardhani (2020) and Leng & Ding (2011),

which allows secondary data to assess internal control quality.

Enterprise Risk Management (ERM)

Enterprise Risk Management is a strategic process enabling organisations to identify, assess,
and manage risks while capitalising on opportunities aligned with strategic objectives (Shah et
al., 2024). ERM play an important role in the sustainability of a company by integrating risk
management and mitigation into corporate strategy and performance monitoring. In this study,
ERM is measured using the aspects of the COSO ERM - Integrating with Strategy and
Performance (2017).
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Enterprise Value (EV)

Enterprise Value is the market’s total valuation of a company, which incorporates both equity
and liability, and serves as an indicator of financial performance and growth potential of a
company. In this study, enterprise value is proxied by the Price-to-Book-Value (PBV) ratio,
which reflects how the market values a company’s net assets. A higher PBV indicates that
investors perceive the company to have stronger profitability prospects, better asset utilisation,

and sustainable competitive advantages (Ying et al., 2013).

Fig. 3. Research Framework and Hypotheses Development
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theoretical perspective of several grand theories, thus the hypotheses developed in this study
are as shown in Fig.3. above.

Hi: Managerial compensation has a positive effect on enterprise value, measured by Price-to-
Book-Value.

H:: Board size has a positive effect on enterprise value, measured by Price-to-Book-Value.
Hs: GCG Index has a positive effect on enterprise value, measured by Price-to-Book-Value.
Ha: Internal control Disclosure Index, has a positive effect on enterprise value, measured by
Price-to-Book-Value.

Hs: Enterprise Risk Management Disclosure Index has a positive effect on enterprise value,
measured by Price-to-Book-Value.

Hs: Sustainability reporting in terms of environmental disclosures has a positive effect on
enterprise value, measured by Price-to-Book-Value.

H~: Sustainability reporting in terms of social disclosures has a positive effect on enterprise
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value, measured by Price-to-Book-Value.

Hs: Sustainability reporting in terms of governance disclosures has a positive effect on
enterprise value, measured by Price-to-Book-Value.

Hs: Corporate governance (managerial compensation, board size, and GCG Index), internal
control, enterprise risk management, and sustainability reporting (environmental, social, and
governance) have a positive simultaneous effect on enterprise value, measured by Price-to-
Book-Value.

3 Research method

3.1 Population and Sample

In this study, the population comprises companies that received sustainability ratings from the
National Centre for Sustainability Reporting (NCSR) through the Asia Sustainability Reporting
Rating (ASRRAT) between 2019 and 2023, with a total of 98 organisations. The sample was
determined using purposive sampling. The criteria for selecting the research sample are as
follows:

1. Entities that are not public sector organisations or government institutions, but legally
business entities, including private companies, state-owned enterprises, and publicly
listed companies that received the Asia Sustainability Reporting Rating (ASRRAT)
award during the 2019-2023 period.

2. Companies listed on the Indonesian Stock Exchange (IDX) or publicly listed companies
that received the Asia Sustainability Reporting Rating (ASRRAT) award during the
2019-2023 period.

3. Companies that provide all required research data openly and completely through their
sustainability reports, annual reports, or financial statements.

Based on the established selection criteria as above, 31 companies were identified as the
research sample of this study.

3.2 Methodology and Variable Measurements

This study uses a correlational, verificative, and explanatory research design with a quantitative
statistical approach to examine the effect of Managerial Compensation, Board Size, GCG
Index, Internal Control, Enterprise Risk Management, and the Environmental, Social, and
Governance aspects of sustainability reporting on enterprise value, measured by Price-to-Book-
Value (PBV). Multiple linear regression is use to analyse the effect of each independent variable
on the dependent variable. Hypothesis testing in this study includes the #-test which is use to

assess the partial effect of each independent variable on enterprise value, the F-test which is
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use to evaluate the simultaneous effect of all independent variables, and the coefficient of
determination which is used to determine the explanatory power of the multiple linear
regression model. All statistical analyses are conducted using SPSS 29.

To standardise measurement scales, monetary values such as managerial compensation uses in
this study were transformed using natural logarithms, while the other variables used were
already constructed in ratio form. This is to ensures that all variables in this study are expressed
on aratio scale rather than nominal or ordinal scales, thus allowing for a meaningful comparison
and valid regression analysis.

Moreover, to ensure the validity of the regression model used in this study, we also conducted
the classical assumption tests, which includes the normality test, multicollinearity test,
heteroskedasticity test, and autocorrelation test. These classical assumption test ensures that the
regression model meets the criteria of a Best Linear Unbiased Estimator (BLUE), therefore

producing valid estimates and enhancing both theoretical and practical contributions of this

study.
Table 1. Variable Measurements
. Sub- . Measurement
Variable variable(s) Indicator(s) Measurement Method
Managerial corzll)l:rf:;‘zlc)ns
Comlgélls)atlons for Board of MC = Ln (Managerial Compensation)
Directors
Annual
Report
orporate Board Size Number of
Governance Board of BS =Y Total Board of Directors
(X2) .
Directors
GCG Index CG GCG Index = /ZAssessment Score x 100% ASEAN CG
(X3) Performance =T Maximum Score ’ Scorecard
Internal Internal
Internal Control _(_ ltems Disclosed o COSO
Control Disclosure D(ijOIlltrOIr [CIndex = (Toml Disclosure Items) x 100% Framework
Index (X4) sclosure
Enterprise ERM Enterprise
Risk Disclosure Risk ERM Index = (ZDisclosedERMltems) x 100% COSO ERM
Management Index (X5) Management X =\ Total ERM Ttems ’ Framework
(X3) Disclosure
Slﬁzalgi?:lhty Environmental | Environmental ENV = ( YENV Items ) « 100% GRI
IZY) & Aspect (X6) Disclosure ~ \Total ENV Items ° Standards
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. Sub- . Measurement
Variable variable(s) Indicator(s) Measurement Method
Social Aspect Social soC - ( YS0C Items ) < 100%
(X7) Disclosure ~ \Total SOC Items °
Governance Governance cov — ( Y GOV Items ) « 1009
Aspect (X8) Disclosure = \Total GOV Items ’
Market Price PRV — Market Price per Share Market
Enterprise | Price-to-Book- | per Share and - Total Equity Valuation and
Value Value (Y) Book Value Number of Shares Outstanding Annual
per Share Report

Source : Multiple sources, processed by authors (2025).
The measurements in this study were selected based on data availability across companies and
their widespread use in prior research and practice particularly in Indonesia. Managerial
compensation was obtained from annual reports and then standardised with natural logarithms
to reduce skewness in monetary values. Board size was measured by the total number of
directors. Good Corporate Governance Index was derived from the ASEAN CG Scorecard,
which provides a widely recognised assessment for governance in Indonesia. Internal control
disclosure was measured using the COSO framework, while enterprise risk management
disclosure followed the COSO ERM framework. Sustainability reporting was assessed using
the Global Reporting Initiative (GRI) Standards, which are widely applied, but then divided
into environmental, social, and governance aspects to see which aspects influences the market
the most rather than just viewed as one aspect.
Enterprise value was proxied by the Price-to-Book Value (PBV), and it was chosen because it
is consistently available across companies listed on the Indonesia Stock Exchange and is widely
used in prior research. In addition to that, PBV also captures how the market values a company
relative to its net assets and provides more consistent measurement than alternative
measurement such as Tobin’s Q.

4. Research Results
4.1 classical assumption tests results
For this study, classical assumption tests were conducted prior to the multiple linear regression
analysis to ensure the validity of the data used for the regression model. The normality test is
conducted through the Kolmogorov—Smirnov test, which produced Asymptotic significance
value of 0.200, exceeding the 0.05, which indicates the residual in the data used is distributed
normally. This result was further supported by the P—P plot, where data distributions points
closely followed the diagonal line, and by the histogram, which the data was distributed closely
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normal distribution curve (Bell Curve).

For heteroskedasticity testing, scatterplot and the Glejser test were used, which the results
showed that all variables in this study had significance values greater than 0.05, indicating
constant variance in the residuals, thus no heteroskedasticity problem detected. The Durbin—
Watson statistic shows the value of 1.967 fell between the upper bound (1.8467) and the lower
bound of 4 — 1.8467 (2.1533), indicating the absence of autocorrelation. Lastly, all tolerance
values for all the variables in this model exceeded 0.10 and all VIF values were below 10,
indicating that multicollinearity is not present. Collectively, these results confirm that the
regression model in this study meets the classical assumptions required for the Best Linear
Unbiased Estimator (BLUE).

4.2 Multiple Linear Regression Result and Hypotheses Testing

For this study, multiple linear regression analysis was conducted after confirming that the
dataset used in this study confirmed to satisfy all requirements of the classical assumption tests.
This analysis was used to evaluate the effect of each independent variable on the dependent
variable. The results also include the #-test to evaluate the partial significance each independent
variable on the dependent variable. The multiple linear regression outputs, including

coefficients, significance levels, are presented in Table 2. below.

Table 2. Multiple Linear Regression Results and t-Test Results
Coefficients?
Unstandardized Standardized Collinearity
Coefficients Coefficients Statistics
Model B Std. Error Beta t Sig. Tolerance |VIF
1 (Constant) [-8.454 11.342 -.745 1457
X1-MC  1.551 135 -.427 -11.462 <.001 |.898 1.114
X2 -BS 2.639 146 841 18.037 [<.001 (571 1.750
X3 - GCGp.470 11.481 018 476 .634 .882 1.134
Index
X4 -1C 287 3.400 .003 .085 .933 729 1.372
X5-ERM 6.011 2.734 .090 2.198 .030 741 1.350
X6 - ENV  [-2.373 1.503 -.068 -1.579 117 671 1.491
X7-SOC #4.439 1.293 .140 3.433 |<.001 |750 1.334
X8 - GOV 6.445 2.004 143 3.217  .002 627 1.594
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Unstandardized Standardized Collinearity
Coefficients Coefficients Statistics
Model B Std. Error [Beta t Sig. Tolerance |[VIF
a. Dependent Variable: Y - PBV

Source: Output SPSS 29, processed by authors (2025)

The multiple linear regression result and hypotheses testing results indicate that not all
independent variables of this study have a significant effect on enterprise value as measured by
Price-to-Book Value, which also indicates that not all independent variables in this study are
the significant determinants of enterprise value.

Managerial compensation has a probability significance value of less than 0.001 and a
regression coefficient of -1.551, indicating that managerial compensation has a significant
negative effect on enterprise value. A higher managerial compensation based on this result,
tends to decrease enterprise value, possibly due to increased agency costs which indicates the
failure of managerial compensation as a tool to reduce the misalignment of managerial interest
with the stakeholders.

Board Size also shows a probability significance value of less than 0.001 and a regression
coefficient of 2.639, indicating that board size has a significant positive effect on enterprise
value. This implies that larger boards of directors help to increase enterprise value by providing
a broader strategic capacity and decision-making which directly support firm growth. For
Enterprise Risk Management, the result shows a probability significance value of 0.030 with a
coefficient of 6.011, suggesting that stronger risk management practices that were integrated
comprehensively with the business operation of the company contribute positively to increase
enterprise value.

Moreover, the Social Aspect disclosure items disclosed in sustainability reporting also has a
probability value of less than 0.001 with a coefficient of 4.439, indicating that the more an
enterprise disclosed their social responsibility aspect then the higher enterprise value.
Governance Aspect also has a probability value of 0.002 which is less than the significance
threshold of 0.05 and a coefficient of 6.445, indicating a significant positive effect, suggesting
that stronger governance disclosures are more valued by the market as it provides the
stakeholder a more transparent on governance practices of the company.

In contrast, the GCG Index has a probability value of 0.634 and a coefficient of 5.470. This

may due the GCG Index focuses more on regional governance standards which was based on
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the ASEAN CG Scorecard, which might not align with global investor expectations or facilitate
international comparability compared to the Governance Aspect which use GRI Standards, that
can limit its influence on global market perception.

Internal Control with a probability value of 0.933 and a coefficient of 0.287. This may be
explained as Internal Control Disclosure may be limited in detail or perceived by investors as
compliance-oriented, thus failing to generate a better enterprise value. As for the Environmental
Aspect with a probability value of 0.117 and a coefficient of -2.373 do not have a statistically
significant impact on enterprise value, this result may indicate that Environmental disclosures
in ASRRAT Company are either insufficient in quality or not prioritized by the market in
Indonesia compared to other sustainability aspects, thus limiting their effect on enterprise value.
Furthermore, the F-test was used to evaluate whether all independent variables simultaneously
have a significant effect on enterprise value. In addition to that, the coefficient of determination
was also examined to determine the proportion of variance in enterprise value explained by the
all the independent variables in this study, providing an indication of this regression model’s

goodness of fit. The results are presented in Table 3. and Table. 4. Below.

Table 3. F-test Result
ANOVA?
Model Sum of Squares |df Mean Square |F Sig.
1 Regression  [9540.426 8 1192.553 82.523 <.001°
Residual 2080.961 144 14.451
Total 11621.387 152

a. Dependent Variable: Y - PBV

b. Predictors: (Constant), X8 - GOV, X3 - GCG Index, X1 - MC, X5 - ERM, X4 - IC, X7 - SOC,
X6 - ENV, X2 - BS

Source: Output SPSS 29, processed by authors (2025).

As shown in Table 3 above, the F-test has a significance value of less than 0.001 with an F-
statistic of 82.523, indicating that all independent variables simultaneously have a significant
effect on enterprise value. This confirms that this regression model is valid to explain the

variations in enterprise value as measured by Price-to-Book Value.
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Table 4. Coefficient of Determination Result

Model Summary®

Std. Error of the
Model [R R Square  |Adjusted R Square [Estimate Durbin-Watson

1 .906* 821 811 3.8014624 1.967

a. Predictors: (Constant), X8 - GOV, X3 - GCG Index, X1 - MC, X5 - ERM, X4 - IC, X7 -
SOC, X6 - ENV, X2 - BS

b. Dependent Variable: Y - PBV

Source: Output SPSS 29, processed by authors (2025)

As shown in Table 4. above, the coefficient of determination (R-Square) is 0.821, meaning that
82.1 percent of the variation in enterprise value within the sample in this study is explained by
the independent variables included in the multiple linear regression model. This high value of
coefficient of determination indicates that the regression model has strong explanatory power.
The adjusted R-Square of 0.811 or 81,1 percent which accounts for the number of predictors,
indicates that the explanatory power of the regression model remains strong even after
correcting for potential overestimation. The remaining 17.9 percent of variation is attributed to
other factors not included in the model, which may include external economic conditions, or
other firm-level variables outside the scope of this study.

4.3 discussion

The discussion section examines the study’s findings in based on the perspective provided by
the grand theories used in this study and prior research, for managerial compensation as
previous research suggest that it can has a positive effect on enterprise value (Utomo et al.,
2021), but excessive or misaligned pay structures within the company may lead to adverse
outcomes (Uang & Hu, 2025). While competitive managerial compensation can motivate
managers (e.g. Directors) to engage in value-enhancing activities such as research and
development, excessive compensation often increases agency problems (Chen et al., 2019). In
such cases, managers may prioritize their personal interests, short-term benefits, or prestige-
driven projects over the long-term interests of shareholders or other stakeholders. This can take
resources away from projects that would bring lasting benefits for shareholders and other
stakeholders.

For ASRRAT-recognized companies, very high or poorly designed managerial compensation
can cause the same problems. These companies are expected to show a substantive commitment

to sustainability, but if their managerial compensation is not tied to actual sustainability
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performance, it can look like the ASRRAT recognition is being used mainly for image rather
than real impact by the stakeholders. As a result, even with ASRRAT recognition, investor trust
may fall, and enterprise value may also decrease.

Within the Indonesian context, empirical evidence suggests that although managerial
compensation can be linked to innovation, its positive effect can be weakened by governance
weaknesses (Bintarto et al., 2022). These conditions may foster cronyism, where close ties
between executives and directors reduce accountability. Correlated abnormal compensation
between CEOs and directors can also lower the likelihood of leadership changes even in periods
of poor performance, diminishing responsiveness to market conditions. Furthermore, excessive
managerial compensation can create a negative cycle in which stakeholder complaints about
high remuneration, which in turn drives managers to demand even higher pay, heightening
tensions and eroding investor confidence (Cho et al., 2025).

From an agency theory perspective, this reflects increased agency costs due to weak alignment
between managerial compensations and shareholder interests. Moreover, Stakeholder theory
suggests that disproportionate compensation for the managers may decrease the trust among
other stakeholders, thus weakening support for the company’s long-term strategies. Signalling
theory further implies that excessive managerial compensation sends a negative market signal
about governance quality and resource efficiency within the company, therefore discouraging
investment. Stewardship theory, which assumes managers act as stewards of the company, is
challenged here, as personal incentives seemed to override stewardship motives within the
context of the study. Lastly, in the perspective of legitimacy theory excessive managerial
compensation can erode social legitimacy, especially in contexts where governance integrity
the directly reducing enterprise value.

In this study, board size has a significant positive effect on enterprise value, indicating that a
larger board of directors can increase the enterprise value in ASRRAT-recognised public
companies. From the perspective of agency theory, a larger board of directors can reduce
agency costs by ensuring that sustainability commitments associated with ASRRAT
recognition are implemented effectively. Stewardship theory suggest that board of directors,
acting as stewards of the company, can use their collective expertise to guide the company
toward long-term success, particularly in aligning sustainability initiatives with strategic
objectives (Muazaroh et al., 2025).

As per signalling theory, a larger board of directors in an ASRRAT-recognised public company

can sends a positive signal to the market that the company has the governance capacity to
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manage a credible sustainability reporting and compliance requirements. Stakeholder theory
states that a larger board of directors may allows for broader representation of stakeholder
interests, improving responsiveness to the expectations of investors, regulators, and the
community (Sepulveda-Nuiez et al., 2025). In Legitimacy theory’s perspective that having a
bigger board of directors may enhances the company’s societal legitimacy by ensuring
sustainability practices are credible, transparent, and aligned with societal values.

The GCG Index in this study shows no significant effect on enterprise value. While prior
research suggests that a high GCG Index score can improve market confidence and valuation
(Putra & Dewayanto, 2019), the results in this study indicate that the GCG Index may not fully
capture the governance aspects that investors value in ASRRAT-recognised companies. This
could be because the GCG Index is based on the ASEAN Corporate Governance Scorecard,
which emphasises regional standards that may not align with global investor expectations and
only within certain region like ASEAN.

Based on agency theory, a high GCG Index score may not reduce agency costs if the governance
practices measured are not substantive (Tan & Dipendra, 2024). Stakeholder theory also
suggests that governance standards that are less relevant to global stakeholders may fail to
enhance trust or engagement (Hamdouni, 2025). From a stewardship theory viewpoint, formal
compliance without strategic integration into sustainability efforts may limit the board of
director’s effectiveness as stewards of the company and legitimacy theory may suggest that if
the governance practices measured are not widely recognised internationally, their legitimacy-
enhancing effect on enterprise value may be minimal.

Internal Control also has no significant effect on enterprise value. Previous research notes that
internal control systems are mainly designed to provide reasonable assurance, not absolute
protection, against fraud or misstatement (COSO, 2013; Sutter & Somerhalder, 2023). In
ASRRAT companies, internal control disclosures may be perceived as compliance-driven
rather than as a signal of strong control and risk management, limiting the effect towards market
valuation. From the agency theory perspective, weak alignment between internal controls and
actual performance monitoring means agency costs are still high and remain a concern
particularly for shareholder (Martin et al., 2021). In addition to that, stakeholder theory suggests
that if stakeholders view internal control disclosures as routine compliance rather than value-
creation, stakeholder trust is not significantly improved (Chatzopoulou et al., 2024). Moreover,
signalling theory also implies that generic disclosures may fail to send a signal about efficiency

or governance integrity (Suprabha et al., 2024). Stewardship theory notes that without

www.I[JAME.com Page 359



International journal of applied management and economics,
7/

‘ Vol : 02, N° 15, Al t 2025 /
N W g Munlied Management & Econemics 0 usus L,/
\\ v ISSN : 2509-0720 '/'

N
N
N

P N i
N \IJAM E Imerllalllllla_l Journal

integration into strategic decision-making, internal controls alone do not fully empower
managers to act as effective stewards (Feng & Mohd Saleh, 2024). Whereas in the perspective
of legitimacy theory, if internal control disclosures are not perceived as credible, it means that
it fails to strengthen societal legitimacy, thus limiting their effect on enterprise value.
Enterprise Risk Management shows a significant positive effect on enterprise value, indicating
that comprehensive risk management is highly valued by investors, particularly in the context
of ASRRAT-recognised companies which sustainability in very important. Effective ERM not
only address traditional risks such as financial and business risks but also integrate
sustainability-related risks into corporate strategy, therefore supporting long-term operational
sustainability (Pecina et al., 2022). In ASRRAT companies, strong ERM also demonstrates that
sustainability is not just compliance-based but also integrated management practices, which
strengthens market trust thus increasing enterprise value.

From the agency theory perspective, ERM reduces agency costs by aligning managerial risk-
taking with shareholder risk preferences and ensuring that sustainability goals are not
compromised by unmanaged risks (Rashid et al., 2024). Whereas stewardship theory suggests
that managers acting as stewards use ERM to protect the organisation’s long-term viability,
which in turn benefits all stakeholders (Mitter et al., 2022) Signalling theory views that a strong
ERM framework sends a powerful market signal of strong and commitment to sustainable
operations. Based on legitimacy theory, proactive enterprise risk management may enhance
societal legitimacy by demonstrating that the company mitigates potential harms for the society
which can directly increase enterprise value.

The findings reveal differing market responses to the three sustainability reporting aspects in
ASRRAT-recognised companies. Environmental disclosures (ENV) do not significantly
influence enterprise value, likely because investors perceive them as lacking depth, measurable
outcomes, or clear strategic integration (Li et al., 2024). In such cases, even with ASRRAT
recognition, environmental reporting may be seen as symbolic or prone to greenwashing,
limiting its market impact. Agency and stewardship theories perpectives environmental actions
should reduce long-term risks and protect resources, yet weak or compliance-based reporting
can weaken this positive impact. From a signalling and legitimacy perspective, vague and
compliance-based disclosures send a weaker market signal and fail to reinforce societal
approval, especially when investors prioritise short-term returns.

In contrast, the Social Aspect positively influences enterprise value in ASRRAT-recognised

companies, as credible disclosures on employee welfare, community engagement, and labour
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practices strengthen reputation, stakeholder trust, and operational stability. These initiatives
align managerial and stakeholder interests while signalling ethical commitment and reinforcing
legitimacy through tangible human impact. Similarly, Governance disclosures also has a
positive impact on enterprise value that because it can provide a globally comparable, credible
information disclosed as per GRI Standard, reassuring investors that sustainability report

disclosure are supported by transparent and accountable governance (Monteiro et al., 2024).
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Conclusion

In the context of ASRRAT-recognised public companies in Indonesia, enterprise value is not
only determined by the presence of sustainability recognition, but also by corporate governance,
internal control systems, risk management, and sustainability disclosures that is perceived by
the market. The results of this study indicates that ASRRAT-recognition alone is insufficient to
guarantee higher enterprise value, rather, the credibility, quality, and strategic alignment of
supporting internal mechanisms such as corporate governance, internal control, and enterprise
risk management to determine whether recognition translates into tangible enterprise value.
Negative effects of managerial compensation may suggest that excessive compensation can
undermine the credibility of sustainability commitments, signalling potential agency conflicts
and eroding stakeholder trust. Positive effects from board size and enterprise risk management
highlight the importance of diverse expertise and integrated risk governance in increasing
market trust. The market also highly values governance and social disclosures grounded in
internationally recognised standards, such as GRI standards, reflecting investor preference for
globally comparable and transparent sustainability disclosures. Conversely, the lack of
significant effect from the GCG Index, internal control disclosures, and environmental
disclosures suggests that regionally focused, compliance-driven, or less substantive reporting
is not in investor priorities.

For ASRRAT to serve as a force to increase of enterprise value, companies must ensure that
sustainability reporting is integrated within a strong governance structure, which directly linked
to performance-based incentives, and supported by transparent, globally credible disclosures.
Without these, ASRRAT risks being viewed as symbolic compliance rather than a meaningful
indicator of long-term value creation.

Companies especially ASRRAT-recognised companies can make their sustainability reports
more credible by ensuring that the sustainability reporting is tied to measurable performance
outcomes and integrated into day-to-day management functions and managers should embed
sustainability values and metrics directly into operational decisions, capital allocation, and risk
management processes within their operations. Moreover, the information disclosed should be
aligned with internationally recognised frameworks such as GRI, supported with verifiable
data, and linked to long-term targets rather than general statements. To strengthen credibility,
companies should also connect sustainability disclosures with performance-based incentives,
establish clear accountability for reporting quality, and where possible, obtain independent

assurance on the sustainability reporting, By treating sustainability reporting disclosures as part
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of business management rather than compliance, companies can deliver information that is
more transparent, decision-useful, and trusted by investors and stakeholders, therefore can help
to enhance enterprise value.

In addition, regulators should prioritise disclosure quality over formal compliance. Since
managerial compensation can negatively affect enterprise value when misaligned, regulators in
Indonesia may introduce clearer rules that tie remuneration disclosures to measurable
performance outcomes, including sustainability objectives. The lack of market response to the
GCG Index and internal control disclosures also indicates the need for regulators to strengthen
these aspects by updating governance scorecards and disclosure requirements so they better
reflect investor expectations and provide more useful information. These measures would
reduce symbolic reporting practices, improve transparency, and ensure that sustainability

recognition is more strongly linked to tangible enterprise value.
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