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Abstract

This research aims to analyse the effect of firemperformance and corporate governance on derdsti
usage, to explain the effect of financial perform@ncorporate governance and derivatives usagéron f
risk and to elucidate the mediating role of derxed usage between financial performance and catpor
governance towards firm risk. The object of thise@rch is non-financial firms listed in Indones&ock
Exchange for the year of 2015. Current ratio, delgquity ratio, return on assets and total agset®ver
ratio are used to assess financial performance. ajiial ownership, independence of board
commissioners and commissioners’ education are tses$sess corporate governance. The firm risk is
measured by calculating the volatility of firm daditock returns. This research employs multiplegsgjon
analysis and path analysis. This research prowsi#rivatives usage has a negative relationstip fiwin
risk. There is evidence that the firms tend to hlaveer risk if using more derivatives products assi
management instrument. Furthermore, this reseamds that derivative usages has mediating rolehen t
relationship between total assets turnover andgetiom of independent commissioners towards firsk.ri

Keywords: financial performance, corporate governance, déviss usage, firm risk

1. Introduction

The development of Indonesia capital market shawady growth in recent years. By 2015, the
number of firms listed in Indonesian Stock Exchafi@X) rose to 521 units with the trading valueRyb
1,406,362 billion (IDX Statistics, 2015). A majdnallenge encountered by firms in IDX is concerriragv
they could deal with globalization, liberalizaticamd advanced technology. These three factors mast b
the firms’ productivity if they could handle theifhese factors, however, can also be a major thoahe
firms. Hanafi (2014) explains that the globalizatitiberalization and technology are the drivingtéas in
the increased risks of the firms.

Nowadays firms encounter a wide range of risksh @cinterest rates risk, exchange rate risk, marke
risk, credit risk, operational risk, technologykrighe risk of liquidation, changes in commoditycps,
global financial crisis and others (Saunders anth€lty 2014). Interest rate risk is related to riese rate
fluctuations, in which greatly affect firms with loleand loans for the costumers, as the interesthighly
affects the level of profits and losses from parfimg such activities. Exchange rate risk is relaied
fluctuations in the exchange rate which could l&adbsses for firms engaging in export and impord a
foreign trade transactions (Hanafi, 2014).

These risks can occur at any time and be diffitulavoid. As a result, many firms may experience
significant losses causing financial distress amdlennvestment problem. The financial problems
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encountered by the firms will greatly affect thieirsiness value. Therefore, all the risks will biteted in
the volatility of the firms’ value (Guay, 1999). &tcordance with the research done by Guay (1999) a
Bartramet al. (2008), that the firm risk can be measured bywvitiatility of stock returns, as the volatility
of the firm’s value is not easily accessible. Tigisearch will also use the stock return volatiityneasure
the firm risk.

Development of monthly stock returns on the nowdfitial industries can be observed in Figure 1.
There are eight sectors categorized for the namfifal firms. The fluctuations of monthly stockuwets
can be seen clearly in Figure 1. A fairly high fluettion is seen in agriculture sector, with thedstwstock
returns by -17.15% in August 2015, and the highgst5.56% in May 2015. In addition, high fluctuaiso
also appear in miscellaneous industry, basic imgwstd chemicals. This shows that the firms arentpa
risk due to the volatility of the firm value aslegfted by the volatility of the stock returns.

Hanafi (2014) argues that corporate risk managemestticial to anticipate the risks. The applicatio
of corporate risk management aims to allow the dimmanage risk so that they can survive and optimize
such risks. Risk management theory by Freiadl. (1993), Hentschel and Kothari (2001) suggests that
firms can manage their risks by using derivativ@gay (1999) explains that the implementation of ris
management using derivatives is beneficial in langethe firm risk, such as the volatility of thenfi's
value, financial distress and underinvestment jgrobl

Firms in developed as well as developing countigge been using derivatives for years because this
instrument provides a way to manage financial rigkallin et al. (2001) found that 60% of firms in the
United Kingdom have been using one type of denreatiat least. Meanwhile, firms in Hong Kong that us
derivatives account for 37% (Yu et al., 2001). $zkr and Saito (2009) found 54% of firms in Braxie
derivatives. Nonethless, Lantara (2010) found tmdy 18.4% firms in Indonesia make use of derivediv
This number is considered very low compared to rotloeintries’. Therefore, research on the derivative
usage against the firm risk is ultimately needebhdonesia.

Several empirical studies have analyzed the relstip between derivative usages against the firm
risk. Guay (1999) identifies that firms using detives products experience a decline in the valatif
stock returns, interest-rate exposure and excheatgeexposure significantly when compared with §irm
that do not use derivatives. Hentschel and Kot{2001) found that the majority of firms in the Ut
States use derivatives to manage the firm's exposnd experience from a decreased risk. Research by
Bartram et al. (2008) found strong evidence thatube of derivatives is beneficial to reduce thal tand
systematic risks of the firms. In this case, furttesearch is needed to analyze the relationshipeles the
derivatives usage and the firm risk in developiogrdry like Indonesia.

Factors that can influence the firm risk other ththe derivatives usage is the firms’ financial
performance (Chun and Meharani, 1999; Hardwick and Adams, 1999; Prevost €t al., 2000). Empirical
research explains that when the firm has a weaniial performance, they tends to have higher risk.
Financial performance can be measured by usingdiahratio analysis consisting of current ratieturn
on assets, debt to equity and total assets turn@®ased on previous research, the firm's financial
performance is also thought to have an effect on the derivatives usage (Borokhovich et al, 2004; Nguyen
and Faff, 2003; Shu and Chen, 2003). The use of derivatives products is more frequent whenfiimes
experience financial problems and financial distress (Bartram et al., 2009; Lantara, 2012). Therefore, when
the financial performance of the firm is not goawegh, they will be motivated to use derivativesdurcts
to cope with the financial problems.

Earlier studies claim that firm risk can also be affected by corporate governance (Buckley, 2003;
Tsorheet al., 2011; Trinh et al., 2000). Empirical study explains that when a finas a good corporate
governance, the firm risk tends to decrease. Intiadd the corporate governance also influences the
corporate use of derivatives (Fama and Jensen, 1983; Borokhovich, 2004; Marsden and Prevost, 2004). The
empirical research indicates, when a firm has gmogorate governance, the firm will be able todslia
better financial decision, including the decisionuise derivatives as a risk management tool. Iraport
indicators of good corporate governance are theagotion of insider ownership, the proportion of
independent board of commissioner, and the educbhtokground of commissioners.

1.1 Aim of Study

This research aims to analyze the effect of thevaigves usage, financial performance, and corgorat
governance against the firm risk, as well as tifeuence of the financial performance and corporate
governance against the derivatives usage. Furthrerntiois study will analyze the role of mediation i
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derivatives usage between financial performancecangbrate governance against the firm risk.

1.2 Significance of Study

This research contributes in explaining the métjatole of derivatives usage between financial
performance and corporate governance towards fgky which is still limited in previous studies. &h
remaining paper is organized as follows. Sectiordi@usses study of literature and hypothesis
development. Section 3 descrives research methgygloBection 4 explain the results of study and
continued by section 5 with conclusion and reconuaéons.

2. Literature Review and Hypothesis Development
2.1 The Effect of Financial Performance on DeriwediUsage

The firm's financial performance reflects their segs in a given period to manage and control the
resources it owns. Financial performance can besuned by using financial ratio. Financial ratio dan
defined as a mathematical relationship between rumaber with another number (Paramasivan and
Subramanian, 2009). This relationship will produme index to evaluate the financial performance.
Financial ratio analysis can be employed to perforternal comparisons and external comparisons (Van
Horne and Wachowicz, 2008). By doing this, the wsialof the firm’s financial performance is eadier
perform. In assessing the financial performanceeiation to the use of derivatives, it is importéminote
the factos of Liquidity, Profitability, Leverage éthe Activity Ratio.

The firm's capacity to meet the current liabilites be measured by the Liquidity Ratio. Low lesfel
liquidity of the firm indicates the less satisfyiripancial performance. When the firm has shontrter
liquidity constraints, it is likely to use derivedis to fix the issue (Fro@t al., 1993). Liquidity problems
can be overcome with derivatives as a hedgingunmnt (Carter and Sinkey, 1998). By performing
hedging, the firm could reduce fluctuations in ttash flow and suppress the expected cost of finhnci
distress, so that it is able to maintain and inseghe level of liquidity (Igbal, 2015). Researghllantara
(2012) discovers a negative relationship betweemn ldvel of liquidity and the derivatives usage.
Gatopoulos and Louberge (2013) examine the facfiexting the firms to use currency derivatives in
Latin America and discover a negative correlatietwen liquidity and the derivatives usage. Lignyidi
can measured with current ratio.

Profitability Ratio reflects the firm's ability [generate net income. When a firm manages to achieve
high level of profitability, the firm is able to timize revenues and lower the operating costs f¥ame
and Wachowicz, 2008). High profitability levels shithat firms have better financial performance terti
to have a lower financial distress. In contrastné with a low profit will have low free cash floand have
difficulties in meeting their liabilities (Bartramt al., 2009). Therefore, firms with low profitabilhave a
tendency to do hedging using derivatives instrumentfitability ratio used for this research isurgt on
assets.

A firm posessing a fairly high degree of leveragé increase the cost of financial distress and the
risk of bankruptcy (Hardwick and Adams, 1999). Tlway lower the probability of financial distresddan
risk of bankruptcy by using derivatives through ¢ied (Froot et al, 1993). If the firm has an inGiegly
high level of leverage, it is in high need of datives. Therefore, an increase in the leverage et a
positive influence against the use of derivativiee higher leverage ratio of the firm would impazthe
more tendency to use derivatives. This conclusiooal$o based on previous research by Berkman and
Bradbury (1996), Gay and Nam (1999), and Haush&@®0), who found a positive relationship between
the debt ratio and the level of hedging using degives. They also found that higher leverage ratia
firm causes higher preference to use derivativea hedging instrument. The most well known leverage
ratio is debt to equity ratio.

Activity Ratio measures the firm's level of effeetness in managing its own assets to generategorofi
Total Assets Turnover ratio is an activity thabisen used. The high ratio indicates the firm'sligbito
manage its assets well, so it is capable of gengratptimum profit (Horne and Wachowicz, 2008).
Conversely, the low activity ratio reflects thaetfirm does not use its assets effectively so dstmo
produce maximum profit. This makes the firm encounter financial problems like cash shortfalls; hence it
requires the derivatives products to fix the is@dguyen, 2011). Total assets turnover ratio candsal to
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measure firms’ activity ratio.
Based on the theoretical explanation above, sehgpaltheses are proposed as follows:

Hypothesis la: Current Ratio has negative andfgigni effect on derivatives usage.
Hypothesis 1b: Return on Assets has negative gmifisant effect on derivatives usage.
Hypothesis 1c: Debt to Equity Ratio has positivd aignificant effect on derivatives usage.
Hypothesis 1d: Total Assets Turnover has negatidesignificant effect on derivatives usage.

2.2 The Effect of Corporate Governance on Derieatisage

Corporate governance is a structure consisting hafreholders, Board of Directors, Board of
Commissioners and the managerial hierarchy. Gogdemmentation of corporate governance will benefit
the firm, especially for the increased quality @saource supervision (Chen et al.,, 2001). Quality
supervision will enhance the firm's ability to pide the best financial decisions for the firm, iihg in
the decision to use derivatives (Oshuoha, 2013j)p&ate governance has three indicators, namely the
proportion of managerial ownership, the proportioihindependent Commissioners and background
knowledge of the Commissioners that all are mupuafluential in the use of derivatives.

The structure of ownership is another contribufiactor of corporate governance which may affect
the derivatives usage. In his research, Lantara2P8xplains that the bigger proportion of stocised
by the managerial positions indicates that the fias a greater motivation to use derivatives tocedhe
risks and enhance the value. This is because thedRd Directors and Board of Commissioners aré qfar
shareholders that have the same purpose with ottremon shareholders, increasing the firm’s value.
Tufano (1996) found empirical evidence that manadeaving greater share ownership tend to use
derivatives to reduce the risk of changes in thd gaie.

The proportion of independent Commissioners caacaffirm’s decisions to choose derivatives. A
stronger urge to make decisions that are realljul$er shareholders tend to be from the indepehden
Board of Directors (Fama and Jensen, 1983). Thebraesthave an active role in the firm's decisionge
derivatives for hedging, solely for the benefit tbe shareholders (Borokhovich, 2004). Osuehal.
(2000) found that the composition of the Boardrisralicator of the most powerful corporate govengan
that affects the derivatives usage. Thereforeptbger proportion of independent Board of Directarsl
Board of Commissioners will lead to higher tendeticgorporate use of derivatives.

Educational background is a reference that canskd to measure the insight and knowledge of the
Board of Commissioners. If the Board of Commissisneas good knowledge and insight, they will
understand the risk management. When the Boardoofindssioners have proper knowledge on risk
management, it would support the firm’s decisioremnploying derivatives (Buckley, 2003). Therefdre
Board of Commissioners with higher education bagokgd will increase the firm's tendency to use
derivatives.

Based on the theory and empirical concepts destribeviously, the hypotheses can be constructed as
follows.

Hypothesis 2a: Managerial ownership has positivesagnificant effect on derivatives usage.
Hypothesis 2b: Independence of board of commisstohas positive and significant effect on derivediv
usage.

Hypothesis 2c: Commissioners education has positidesignificant effect on derivatives usage

2.3 The Effect of Financial Performance on FirmkRis

Liquidity Ratio reflects the firm's ability to me#$ short-term needs by using current assets.Idhe
level of liquidity demonstrates the inability ofetfirm to meet the short-term needs (Van Horne 8200
can be noted that the low level of liquidity ofiarf reflects the bad corporate financial perfornea@hen
a firm has a high level of liquidity, the firm has financial problems, so that the risk decreaBeaveret
al. (1970) investigate the influence of market factansl accounting on the systematic risks of firm and
found a significant correlation between the negafievel of liquidity and the systematic firm risk.
Empirical research by Biase and Apolito (2012) ewidence that the level of liquidity affects nigely
and significantly to the firm risk on banks in ital

Van Horne and Wachowicz (2008) explain that firnofpability shows the ability to generate net
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income. When the firm is able to generate a pasitigt income, the firm is able to invest property a
reduce operational costs effectively. Thus, higbfifability ratio shows the firm has no significant
financial problems. Besides, the increased prdfitaiatio also proves the firms has good perfoncea so
that the firm risk tends to be low. Chun and Mehard999) conduct a study on the influence of
accounting variables against the systematic fisk i Malaysia. They found the level of profitatyilis
the most important factor in influencing the sysaéim firm risk. In addition, a negative and sigo#int
relationship between profitability and systematsk lis also found by Biase and D'Apolito (2012)banks

in Italy.

Leverage of the firms shows to what extent the ditmse debt to finance the assets. When they have a
high solvency level, they would also have largetdeioms with a large debt on the capital structuoaild
experience increased costs of financial distresshwin later are associated with the increased faskd
by the firms (Hardwick and Adams, 1999). Empiricedearch by Mandelker and Rhee (1984) indicate that
the operating leverage and financial leverage hgwostive influence on the systematic firm risk.
Furthermore, Biase and D'Apolito (2012) confirmtttiee systematic firm risk and leverage have angtro
and positive correlation.

Activity Ratio measures the firm's ability to maedts own assets. Brigham and Daves (2007) explain
that firms making large investment in assets butrgaless sales will have excessive operating assal
capital. This leads to the decline in the net déslk and the firm’s value. Total Assets TurnovertiBas
the ratio of the firm’s capability to measure thesimess activity in generating profit using theat@ssets
(Ross et al., 2012). Firms with high activity ratgarticularly the Total Assets Turnover Ratio, &dkie
ability to manage their assets optimally in accao#awith their capacity. Therefore, when firms héve
ability to manage assets properly, as shown wighhilgh Total Assets Turnover Ratio, the risks falbgd
the firms tend to decrease.

Based on the theoretical explanation, some hypethase given as follows:

Hypothesis 3a: Current Ratio has negative andfgigni effect on firm risk.
Hypothesis 3b: Return on Assets Ratio has negatidesignificant effect on firm risk.
Hypothesis 3c: Debt to Equity Ratio has positivd aignificant effect on firm risk.
Hypothesis 3d: Total Assets Turnover has negatigesignificant effect on firm risk.

2.4 The Effect of Corporate Governance on Firm Risk

Managerial ownership in firms would improve thenfs performance as it attracts the Board of
Directors and Board of Commissioners to carry detrtwork properly and efficiently in the surveiilee
(Brickley et al, 1988). When firms have manageoalnership, the Board of Directors and Board of
Commissioners are also becoming part of the shltetsy so that they have the same goals with ther ot
shareholders, namely enhancing the firm's value lam@ring risk. Empirical research by Jensen and
Murphy (1990) as well as Chung and Pruitt (1996@infb that board's ownership could improve the firm’s
performance. In addition, Chen et al. (1998) cotelthat the managerial ownership is effective toelo
the market risk. Furthermore, Capozza and Seguf3R2sum up that higher proportion of firms with
insider ownership tend to invest in assets thahateat risk and use the smaller proportion of debthe
capital structure, so that the total risk tenddeoline.

Agency conflicts in the firm lead to higher riskEthe firm. The independent Commissioner at the
firm might overcome the agency conflicts, so that tisks faced by the firm with high proportion of
independent Commissioners will be reduced (Tsothal,e2011). Empirical research suggest that the
independent directors is an important factor ini@ghg the firm’'s success. Empirical research codes
that firms owning a high ratio of independent dioes are facing lower frequency of financial pressu
(Elloumi and Gueyie, 2001). In addition, Daiy al. (2003) discover that firms with more independent
directors show the possibility of bankruptcy. Irmarate governance, especially in Indonesia, fishwsuld
have independent Commissioners of at least 30 perdedependent Commissioners and Directors
represent the outsiders. They have considerablystittee role and supervision. Therefore, the high
proportion of independent Commissioners reflectsdgcorporate governance that leads to the decreased
firm risk.

The knowledge and insight of the Board of Commissie can be measured by looking at the
educational level of the Board of CommissionerseWthe Board of Commissioners has a high degree of
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education, they will have the proper knowledge amgight. Buckley (2003) found that the board of
directors who have high education degree are abtéréct the firm to manage the risk properly. Henc
when firms have Board of Commissioners with highrde of education, the risks encountered by tine fir
will decline.

Based on the theory and empirical concepts stdtedea several hypotheses are given as follows:

Hypothesis 4a: Managerial Ownership has negatidesgnificant effect on firm risk.
Hypothesis 4b: Independence of Board of Commissohas negative and significant effect on firm risk
Hypothesis 4c: Commissioners Education has negatidesignificant effect on firm risk.

2.5 The Effect of Derivatives Usage on Firm Risk

Derivatives is a financial instrument which has thalue determined by the price of others
(McDonald, 2006). Hull (2009) explains that theidatives is a financial instrument which value dege
on the value of other underlying variables, andvégable is often the price of the traded assefges of
derivatives are options, swaps, forward contraantsl, futures contracts. One of the main objectieb®
firm in using derivatives is to lower the risks éacby the firm through hedging.

The classical theory of funding decision by Modigiiand Miller (1958, 1961) reveals that the firm's
risk management is irrelevant because the sharetsotdn publish a well diversified stock portfdhiothe
perfect capital markets assumption. However, ifitgeahere is no perfect capital market. Corporate
hedging theory developed by Smith and Stulz (19&&es that imperfect capital market creates aittond
that hedging is economically justified.

Research by Guay (1999) found that firms usingvdéries for hedging, experience decreased risks
significantly. The implementation of hedging by meaf derivatives is able to lower the firm riskg b
reducing the expected costs of financial distresd wering the costs for taxes (Gatopoulos and
Louberge, 2013). Therefore, if the firm can mantmgerisk by using derivatives through hedging, ftima
risk is probably lowered.

Based on the theory and empirical concepts provedelier, the hypothesis can be given as follows.
Hypothesis 5: Derivatives usage has negative andfisiant effect on firm risk.

2.6 The Mediating Role of Derivatives Usage BetwEgrancial Performance towards Firm Risk

Based on the given empirical studies, the finanmaformance which consists of current ratio, debt
equity ratio, return on assets, and total asset®ver, can influence the derivatives usage. Wherfitms
have poor financial performance, they tend to usgvdtives product as risk management instrument to
lessen the financial distress. Empirical studie® ahdicate that financial performance can infligeitee
firm risk. When the firms have better financial foemance, the firms tend to have lower risk. Iniadd,
according to previous studies derivatives usagdardarence firm risk negatively. The next hypothesan
be formulated as follows:

Hypothesis 6a: Derivatives usage plays a mediatiiggbetween current ratio towards firm risk.
Hypothesis 6b: Derivatives usage plays a mediatifggbetween return on assets towards firm risk.
Hypothesis 6¢: Derivatives usage plays a mediatitgbetween debt to equity towards firm risk.
Hypothesis 6d: Derivatives usage plays a mediabiegbetween total assets turnover towards fira ris

2.7 The Mediating Role of Derivatives Usage Betw€ermporate Governance towards Firm Risk

Based on the empirical studies presented abovpp@ie governance comprising the proportion of
managerial ownership, the proportion of independemtnmissioners, and the education background of
Commissioners, influence the derivatives usage thedfirm risk. Empirical studies indicate that the
companies with good corporate governance, tendsé more derivatives product as risk management
instrument. Previous studies also suggest thatocate governance influence firm risk negatively.
Furthermore, empirical research suggest that thealies usage also influences the firm risk. et
hypotheses can therefore be formulated as follows:

Hypothesis 7a: Derivatives usage plays a mediatitggbetween managerial ownership towards firm. risk
Hypothesis 7b: Derivatives usage plays a mediatiolg between the independence of board of
commissioners towards firm risk.
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Hypothesis 7c: Derivatives usage plays a mediatihg between commissioner education towards firm
risk.

3. Research M ethodology
3.1 Population and Sample

The population of this research is non-financiamé listed on the IDX in 2015. This research
employs purposive sampling method. The samplintgrizi used in this study were: (1) non-financieh
listed on the IDX by 2015, (2) firms using derivats and supplying data on the total value of déviea.
This research employed cross section data basetieosampling technique and criteria, and then the
samples that met the criteria were 54 firms.

3.2 Data Sources

This research used quantitative data on non-figdricims listed on IDX by 2015. The data were
secondary data, where the current ratio, returragsets ratio, debt to equity ratio, total asseatsotrer
ratio, the proportion of managerial ownership, greportion of independent Commissioners, Board of
Commissioners education, the use of derivatives tlaa risks of the firms where obtained by analgzime
financial statements and the annual report ofithesfpublished on IDX website.

3.3 Variables and Measurements

The independent variable in this study are asvi@ldCurrent Ratio, Return on Assets, Debt to Equity
Ratio, Total Assets Turnover, and Corporate Governance that consists of Managerial Ownership,
independence of board of commissioners and conmoniess’ education. The dependent variable in this
study is firm risk. The mediating variable in tkisidy is the derivatives usage.

The Current Ratio is calculated by dividing currassets with current liabilities. Return on assets
calculated by dividing the net income by the firtiag&l assets. Debt to equity ratio is measureditiging
the firms’ debts with the firms’ capital. The totassets turnover ratio is measured by dividing rtee
income by the total assets. The proportion of manabownership is measured by dividing the nundfer
shares owned by the Board of Directors and Boafoohmissioners with the total number of sharefef t
firms. Then, the independence of board of commigs® is determined by dividing the number of
independent Commissioners and the total membersh@fBoard of Commissioners in the firms.
Commissioners’ education is indicated by looking vatether the Commissioners have education
background in undergraduate, master, or PhD leveld related field. The derivatives usage is as\by
calculating the natural logarithm of the total valf derivatives. The firm risk is measured by ghkiting
the volatility of daily stock returns.

3.4 Empirical Model

The empirical model of this research can be obsemd-igure 2. The research employs multiple linear
regression analysis and path analysis to test fipotheses in this study. Multiple linear regression
equations from the empirical model of this reseaa be written below:

Equation Modd 1:
DERIV =g + b;CR + B,ROA + bsDER + h,TAT + b;sMO + byglBC + b;CE +¢;
Equation Modd 2:

RISIKO= & + 15,:CR + B,ROA + sDER + B TAT + b,sMO + byglBC + b,7CE + bsDERIV + ¢,
Description:
RISK = Firm risk, DERIV = The Derivatives usage, GRCurrent Ratio, ROA= Return on Assets,

DER = Debt to Equity Ratio, TAT = Total Assets Tawer, MO = Managerial Ownership, IBC =
Independence of Board of Commisioners, CE = Cononisis’ Education
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4.Results and Discussions

The first empirical evidence this study found isttamong 435 non-financial firms registered in
the IDX, 54 of them or 12,44% used derivatives. Pheportion of the derivatives users and the non-
users can be seen in Table 1.

The test using regression analysis need some epggits to produce goodness of fit. The
requirements include residual and the classicalnagons. The results of classical assumptiondastbe
seen in Table 2 for Equation Model 1 and TablerEfguation Model 2.

The equations of the empirical models of 1 and Ztntbe requirements of normality error,
multicolinierity, heteroscedasticity, goodnessigfidut for the autocorrelation test, the modelsndb meet
the classical assumptions as required in the rsigresequation model (ordinary least square). Both
Equation 1 as well as Equation 2 show inconclusadsilts. This means, it could not yet be ascenthine
whether the equations have problems in autocoivalabr do not have problems of positive
autocorrelation. According to Emory and Cooper @0@roblems in autocorrelation can be ignored as
long as the objectives of the research are onlgntow and describe phenomena that happened, not to
predict. Then, the empirical models for Equatioantl 2 can still be used to explain empirical phegrwen
that occured in the IDX, and thus the analysispraceed.

The test on regression was carried out by multiptgession using SPSS program. The summary of
the results of regression test on Equation 1 caseba in Table 4 below. Based on Table 4, the ssigne
equation can be written as follows:

DERIV = -0,050CR + 0,034ROA + 0,169DER - 0,276 TAD,£16MO + 0,242IBC - 0,296CE.

The amount of R-square of 0.238 and F-count 2.0f4 the sig-F = 0.068 suggest that the independent
variables in the model are able to explain 23.8¢mron the level of significant 10%, while thetg8.2%

can be explained by other variables outside theetnod

The statistical test results of beta coefficienD50 and sig-t = 0.717 indicate that the curretibra
(CR) has a negative but not significant effect lom derivatives usage (DERIV), and thus Hypothesis1
rejected. The current ratio shows a small influence agahmstderivatives usage. This result shows that the
non-financial firmsin Indonesia are paying morejation to the ratio of activity in deciding the matives
usage.

The statistical test results of beta coefficierit®.034 andsig-t = 0.821 show that the return on assets
(ROA) has a negative and not significant effectttos derivatives usage (DERIV), thus Hypothesisslb i
rejected. Return on assets is not the main driving factarsing derivatives. This is because the high profi
is not necessarily invested in derivatives, butotimer assets such as stocks and bonds or for lsgsine
expansion.

The statistical test results of beta coefficien0df69 and sig-t = 0.218 show that debt to equaitior
(DER) shows a positive but not significant effegamst the derivatives usage (DERIV), then Hypadthes
1c isregjected. Debt to equity ratio denotes a small influencette use of derivatives. This is because of
high debt levels will encourage the firms to parioxell.

The statistical test results of beta coefficient-@2276 and sig-t = 0.070 describe that the tosslets
turnover (TAT) has a negative and significant dffegainst the derivatives usage, then Hypothesis 1d
accepted. The total assets turnover ratio is negativeljugritial, meaning the ratio is used as a measure to
improve the derivatives usage or act as a risk gemant tool.

The statistical test results of the beta coeffitseri 0.116 and sig-t = 0.397 explain that the rgenal
ownership (MO) indicates a positive but not sigrafit effect on the derivatives usage (DERIV), thus
Hypothesis 2a isleclined. The proportion of managerial ownership is notrarg driving factor in the
corporate use of cderivatives. This is becauseptbportion of managerial ownership in the Indonesia
firms is still relatively small.

The statistical test results of beta coefficierit®.842 and sig-t= 0.088 indicate that the indepecd
of board of commissioners gives a positive andiggmt effect on the derivatives usage, then Higpsis
2b isaccepted. The independence of board of commissioners hassiive influence, meaning that the
greater proportion of independent commissioneesfirm leads to more intense use of firm’s derivedi

The statatistical test results of the beta coeificF0.296 and sig-t = 0.028 indicate that edunatib
Commissioners (CE) brings a negative and signifieffect on the derivatives usage (DERIV), thus
Hypothesis 2c isgected. Education background of the Commissioners shomesgative effect on the use
of derivatives, because the higher level of edooatif the Commissioners will cause them to dirbet t
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firms to use various techniques of risk managermeatldition to using derivatives.

The results of this study provide empirical conitibns that the total assets turnover, is a majotof
affecting the corporate financial performance ie thecision to use derivatives as a risk management
instrument. When the firms experience a drop ialtassets turnover, they will have more intenseaifise
derivatives. This finding supports the risk managetiheory and fit with previous findings of resdaby
Bartramet al. (2009) and Nguyen (2011). However, the resultshaf study do not fit with previous
research results from Haushalter (2000), Allayanid Weston (2001) and Lantara (2012), that theentirr
ratio, return on assets and debt to equity raticetate with the derivatives usage.

The summary of the regression test results of Emud#lodel 2 can be seen in Table 5. Based on
Table 5, the regression equation can be writtéfolEsvs:

RISK = 0,048CR - 0,131ROA - 0,101DER + 0,2080TAT0;227MO + 0,105IBC + 0,294CE -
0,281DERIV

The R-square value of 0.333 and F-count of 2.81th wig-F = 0.013 suggest that the independent

variables in the model could explain by 33.3 petaam the 5% level of significance, while the rest

66.7 percent is explained by other variables nattineed in the model.

The results of the statistical test suggest tha betfficient of -0.050 and sig-t = 0.717, so that
that the current ratio (CR) not significantly affeadhe firm risk (RISK) in a negative way, then
Hypothesis 3a isejected. Current ratio only brings the small influence tre risks encountered by
the firms. This is because the risks are strongfjyénced by external factors outside the firms.

The results of the statistical test of -0.131 hmtafficient and sig-t = 0.358 explain that the ratu
on assets (ROA) has a negative yet not signifiedfiect on the firm risk (RISK), and thus Hypothesis
3b isrgjected. The firms’ return on assets provide minor influenThis is because the risks that the
firms would face are highly influenced by the extrfactors.

The results of the statistical test suggest tha beefficient of -0.781 and sig= 0.439; it means
that the debt to equity ratio (DER) affects therfirisk (RISK) insignificantly and negatively, then
Hypothesis 3c isgjected. Debt to equity ratio has minor influence on threnfrisk. This is because
the firm risk is highly affected by external factavutside the firms.

The results of the statistical test show 0, 20& lweiefficients and sig= 0.162; it means the total
assets turnover (TAT) has an insignificant and tiggaffect against the firm risk and thus Hypoikes
3d isrejected. Total assets turnover denotes a small influentehe firm risk. This is because the
risks that the firms bear, are the impact of théemal factors. However, the total assets turnover
brings an indirect influence on the firm risk thgiuthe derivatives usage.

The results of the statistical test which indictite beta coefficient of -0.227 and sig-t = 0.086
suggest that the managerial ownership give a negatnd significant effect on the firm risk, then
Hypothesis 4a isccepted. Managerial ownership proportion affects negatively; it means when the
firms have share ownership from the managerial rémre is a tendency for decreased firm risk.

The results of statistical test with 0.105 betafficients and sig-t = 0.440 describe that the
independence of board of commissioners (IBC) a$féctan insignificant and negative way on the firm
risk (RISK), and thus Hypothesis 4brigjected. The independence of board of commissioners has a
quite small influence on the firm risk. Howevershows an indirect influence on the firm risk ireth
use of derivatives.

The results of the statistical test of 0.294 betefficients and sig-t = 0.029 indicate that
commissioners education (CE) provides a positivd amnificant effect on the firm risk, then
Hypothesis 4c is rejected. Education backrounchef@Gommissioner allows for an indirect influence
to the firm risk through the use of derivatives.ghier education level of the Commissioners will
correlate with the lower use of derivatives andsththe business risks turn to be higher.

The results of the statistical test indicate theiewaf beta coefficient of -0.281 and sig-t = 0.050
This finding points out that the derivatives usagevides a significant and negative effect on tine f
risk, then Hypothesis 5 &ccepted. The derivatives usage suggests the negativeteffexaning when
the firms use derivatives as a risk managementumsint properly, the upcoming risks tend to
decline.

The results of this study provide empirical conitibns that the proportion of the independent
Commissioners, is a major factor of corporate goaece that affects firm decisions in the derivative
usage as a risk management instrument. The higiogion of independent Commissioners will enhance
the derivatives usage. This finding supports tle®ih of corporate governance and risk managemésat. T
result of this research also fits with previousessh by Borokhovich (2004) and Osuoha et al (2015)
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However, it does not fit with previous researcmfrdufano (1996) and Lantara (2012), that the pribgor

of managerial ownership and education backgrour@oofimissioners can affect the derivatives usage.
The test on mediating role is carried out to idgniihether a variable serves as a mediating vagiabl

between the dependent variable and the indepenrdeable (Ghozali, 2011). To test the influenceths

mediating variable, path analysis is used. If thsults of the regression analysis on Equation 1 and

Equation 2 are included in the research empiricadeh the path analysis can be seen in Figure 3.
According to the path analysis, the Total Assetnduer (TAT) and the independence of board of

commissioners (IBC) have an indirect influence agiaithe firm risk. Therefore, Hypothesis 6d and

Hypothesis 7b araccepted. The research result provides empirical contrduthat financial performance

has an indirect influence on the firm risk. Thedstalso found the mediating role of the derivatiusage

on the relationship between total assets turnowértlae firm risk. The total assets turnover is proto be

negatively and significantly influential on the tettives usage. In addition, the derivatives usagegoven

to have a negative and significant effect agaimstderivatives usage. Following these findingstethe a

gradual influence between total assets turnoveryate/es usage, and the firm risk. The study also

identifies the mediating role of the derivativeages on the relationship between the independenbeasti

of commissioners and the firm risk. The independeoicboard of commissioners is indicated to give a

positive and significant influence on the derivativusage. In addition, the derivatives usage appear

provide a negative and significant effect on thevddives usage. Based on these findings, therébben

an influence between the independence of boardrofrissioners, the derivatives usage, and the fska r

5. Conclusions and Recommendations

This research concludes that the total assets wernbas a negative and significant influence in the
derivative usage. It shows that when the firms erpee a decline in financial performance as seem fthe
activity ratio, they would respond it by enhancitige use of derivatives as a risk management tddis
research also finds that the independence of bafacdmmissioners has a positive and significariigrice on
the use of derivatives. This reflects that the &irwith bigger proportion of independent commissisrigave a
tendency to increase the derivatives usage assanuiment to manage the risks of the firm. Furtheenthe
proportion of managerial ownership has a signifiGard negative impact against the firm risk. Thiswgs that
when the firms have higher proportion of managesiahership, they tend to have a lower risk. Thiseegch
also proves that the derivatives usage has a mignifnegative influence to the firm risk. It ingdi that the
firms with higher derivatives usage tend to hawedo level of risk. In addition, the study provestttihe
derivatives usage has mediating role on the reigkip between total assets turnover and the fisin kHence,
when the firms experience a drop in the total assehover, they tend to increase the use of déres so that
the potential risks could decline. Corporate gomeoe, as measured by the independence of board of
commissioners, has indirect influence against ittme fisk, with the derivatives usage as the medgatiariable.
These findings reflect that the firms with higheomortion of independent commissioners tend toease the
derivatives usage, in the effort to anticipate lweer the potential risks of the firms.

Further research needs to consider other finam@alormance variables such as the dividend yield in
influencing the use of derivatives and firm riskirfhermore, the research should also pay atteii@orporate
governance variables such as the internal auditgtize and institutional ownership in influencidgetuse of
derivatives. In addition, the next researchers magew how the derivatives usage gives impach#ofirm risk
in other developing countries to generalize redednedings and to compare the results with the cafe
Indonesia.
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Table 1
Proportion of the Derivative User Firms and the Non-Usersin all Non-financial Industriesin
IDX by 2015
Industry Derivatives Users Non-Derivatives
Users
Agriculture 2 19
(9,52%) (90,48%)
Minnin 5 38
9 (11,63%) (88,37%)
. : 8 55
Basic Industry and Chemicals (12,69%) (87.31%)
. 5 38
Miscellaneous Industry (11,90%) (88.,10%)
3 35
Consumer and Goods Industry (7.89%) (92.11%)
Property, Real Estate and Bulding 8 48
Construction (14,29%) (85,71%)
I . 10 43
Infrastucture, Utilities and Transportation (18,87%) (81,13%)
i 13 105
Trade, Services and Investment (11,02%) (88.98%)
Total 54 434
(12,44%) (87,56%)

Sourcewww.idx.co.id

Table 2 Classical Assumptions Results Equation Model 1

Normality Test . : - .
. - Multicolinearity | Heteroskedasticity | Autocorrelation
Independent Variable Kolm_ogorov Sig. (VIF) Test Test (DW-test)
- Smirnov

Current Ratio 0.712 0.691 1,131 t=-0,833 ; sig= 0,409 1,767
(CR)
Return on Assets 0.712 0.691 1,344 t=1,931 ; sig= 0,058 1,767
(ROA)
Debt to Equity Ratio 0.712 0.691 1,103 t=-1,372 ; sig= 0,177 1,767
(DER)
Total Assets Turnover 0.712 0.691 1,342 t=-0,420 ; sig= 0,676 1,767
(TAT)
Managerial Ownership 0.712 0.691 1,112 t=-1,749 ; sig= 0,087 1,767
(MO)
Independence of Board 0.712 0.691 1,158 t=-1,453 ; sig= 0,153 1,767
of Commissioners
(IBC)
Commissioners 0.712 0.691 1,026 t= 0,064 ; sig= 0,949 1,767
Education (CE)
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Table 3 Classical Assumptions Results Equation M odel 2

Normality Test

. - Multicolinearity | Heteroskedasticity | Autocorrelation
Independent Variable Kolmpgorov Sig. (VIF) Test Test (DW-test)
- Smirnov

Current Ratio 0.839 0.482 1,134 t=0,111 ; sig= 0,912 1,767
(CR)
Return on Assets 0.839 0.482 1,346 t=-0,067 ; sig= 0,947 1,767
(ROA)
Debt to Equity Ratio 0.839 0.482 1,141 t=1,701 ; sig= 0,096 1,767
(DER)
Total Assets Turnover 0.839 0.482 1,442 t=-0,127 ; sig= 0,899 1,767
(TAT)
Managerial Ownership 0.839 0.482 1,130 t=0,286 ; sig= 0,777 1,767
(PKM)
Independence of Boarg 0.839 0.482 1,235 t=-0,195 ; sig= 0,846 1,767
of Commissioners
(PKI)
Commissioners 0.839 0.482 1,141 t=-0,358 ; sig= 0,722 1,767
Education (PK)
Derivatives Usage 0.839 0.482 1,313 t=-0,223 : sig=0,824 1,767

(DERIV)
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Table4
Summary of the Regression Test Results on Research Empirical Model of Equation 1

Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
(Constant) 23.708 1.548 15.320 .000
CR -.085 .233 -.050 -.365 717
ROA .008 .033 .034 .228 .821
1 DER .203 .163 .169 1.248 .218
TAT -.965 521 -.276 -1.853 .070
MO .018 .021 116 .855 .397
IBC 5.050 2.893 .242 1.746 .088
CE -.981 432 -.296 -2.270 .028
Model R R Square | Adjusted R Squarq Std. Error of the
Estimate
1 488 .238 122 2.39208

a. Predictors: (Constant), PKM, DER, PK, ROA, CR|,HAT

Model Sum of Square| df Mean Square F Sig.
Regression 82.274 7 11.753] 2.054 .068
1 Residual 263.215 46 5.722
Total 345.489 53

a. Dependent Variable: DERIV
b. Predictors: (Constant), MO, DER, CE, ROA, CRCJBAT

Source: Dat#®utput SPSS 21
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Table5

Summary of the Regression Test Results of the Empirical Research in Equation 2

Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
(Constant) 3.842 1.344 2.859 .006
CR .031 .082 .048 372 711
ROA -.011 .012 -.131 -.928 .358
DER -.045 .058 -.101 -.781 439
1 TAT .270 .190 .208 1.420 .162
MO -.013 .007 -.227 -1.755 .086
IBC .818 1.050 .105 779 .440
CE .362 .160 .294 2.258 .029
DERIV -.104 .052 -.281 -2.015 .050
Model R Square | Adjusted R Squarq Std. Error of the
Estimate
1 577 .333 .215 .84105
a. Predictors: (Constant), DERIV, MO, ROA, CE, DERR, IBC, TAT
Model Sum of Df Mean Square F Sig.
Squares
Regression 15.917 8 1.990 2.813 013
1 Residual 31.831 45 707
Total 47.748 53

a. Dependent Variable: RISK

b. Predictors: (Constant), DERIV, MO, ROA, CE, DER, IBC, TAT

Source: Output Data of SPSS 21
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