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Abstract: This study examines the expropriation that occurs in asset utilization due to tunneling.
This study aims to examine the effect of asset utilization on company performance. This study used
a sample of 130 companies in Indonesia to examine the effect of asset utilization on company
performance. This research uses simultaneous equation model with Three-Stage Least Square tech-
nique. The results showed that asset utilization has a positive and significant effect on company
performance. The result of the research shows that asset utilization which is managed and well
controlled has influence to improve company performance.
Keywords: company performance, asset utilization, expropriation, tunneling

INTRODUCTION

Expropriation can be done by majority
shareholder through company policy. Shleifer
and Vishny (1986) argue that majority share-
holders are more interested in using their con-
trols to gain private benefits. When the private
benefits of control are large, the majority share-
holder will seek to allocate the company’s re-
sources to generate the private benefits. The
way to obtain private benefits is through tun-
neling. Johnson et al. (2000) defines tunneling
as the transfer of resources out of the enter-
prise for the benefit of the controlling share-
holder. Transactions with related parties tunnel-
ing, among others: (1) cash payment transac-
tions; (2) asset purchases; (3) sale of assets;
and (4) asset exchange (Cheung et al., 2006;
Cheung, Qi, and Rau., 2009). Based on these
problems, agency conflicts in asset utilization if
not resolved with the correct mechanism and
do not find the right solution, it will affect the
company performance. Therefore, through this
research is expected to get the right solution to
do the control mechanism to asset utilization to
reduce agency conflict. The higher intensity of
agency conflict that occurs will affect the de-

crease in corporate performance due to in-
creased agency costs and conversely the lower
the intensity of the conflict will affect the in-
crease in corporate performance due to de-
creased agency costs. The issue of agency con-
flict needs to be examined and found the right
solution to perform a control mechanism on
asset utilization that affects the company’s per-
formance. Therefore, this study is focused on
resolving agency conflicts that occur within the
asset utilization due to tunneling.

LITERATURE REVIEW

Asset Utilization

Asset utilization is a measure of the com-
pany’s ability to produce (Ellis, 1998). Non-
utilized firm assets represent a loss in relation
to investments caused by inefficient use of as-
sets. In addition, assets that are not being prop-
erly utilized will have an effect on increasing
agency costs because managers do not act in
the best interests of the owners in using assets
owned by the company (Fleming, Heaney, and
McCosker, 2005). Previous research has shown
that manager behavior can be monitored by



Business and Finance Journal, Volume 4, No. 1, March 2019

16

shareholders to ensure that assets have been
used efficiently to increase shareholder value
(Ang, Cole, and Lin, 2000; Fleming, Heaney,
and McCosker, 2005; Singh and Davidson,
2003). This phenomenon is in line with the
assumption that the use of free cash flows for
excessive investment activities that are not re-
lated to the main activities of the company will
contribute to the level of efficiency in the use of
assets owned by the company. Several studies
related to asset utilization were performed by
Ang, Cole, and Lin (2000); Ade, Yustina (2008);
Jelinek and Struerke (2009); Iskandar, Bukit,
Sanusi (2012) examines the effect of ownership
structure on asset utilization. In addition, Ang,
Cole, and Lin (2000); Jelinek and Struerke
(2009); Wang Goerge Yungchih (2010); Iskandar,
Bukit, Sanusi (2012) also examines the effect of
debt policy on asset utilization. Another study
was conducted by Wang, Goerge Yungchih
(2010); Abdulla, Shah, and Khan (2012); Pourag-
hajan, et al (2013) examined the effect of asset
utilization on firm performance.

Company Performance

The quantity of performance is a measure
of the success of management in managing the
company (Mahadwarta, 2004). Performance is
an important part of investors’ motivation to
invest in companies. Therefore, which also needs
to be considered is the amount of return that
will be obtained by shareholders (Ismiyanti,
2007). Company performance is realized in
various activities to achieve corporate objec-
tives because each activity requires resources,
then the performance of the company will be
reflected from the use of resources to achieve
corporate goals (Herdinata, 2006). Therefore,
the company’s performance is the measurement
of the company’s achievement caused by the

complex and difficult decision-making process
of management, because it involves the effec-
tiveness of capital utilization, efficiency, and
profitability of the company’s activities. Cui
and Mak (2002); Zeitun and Tian (2007); Abor
Joshua (2007); Rayan, Kuben (2008) Jelinek
and struerke (2009); Wellalege and Locke
(2011); Abdullah, Shah, and Khan (2012) use
ROA as a measure of performance. On the
other hand, Faccio and Lasfer (1999); Zeitun
and Tian (2007); Rayan, Kuben (2008); Wang,
Goerge Yungchih (2010); Bosses, Pendleton, and
Toms (2011) use return on equity as a measure
of company performance. On the other hand,
Morck, Randall (1987); McConnel and Servae
(1990); Faccio and Lasfer (1999); Cui and Mak
(2002); Abor Joshua (2007); Koiki and Said
(2011); Ruan, Tian and Ma (2011); Wellalege
and Locke (2011) use Tobin’s Q as a measure
of company performance. The use of Tobins Q
describes what management will accomplish in
the future (Hu and Izumida, 2008b). Bozec and
Laurin, (2008) and Morck et al. (1998) states
that the value of Tobins Q captures the exist-
ence of agency costs arising from different
ownership structures. High Tobins Q indicates
that the company has good growth because of
the use of good assets in the company. Likewise
Chen (2001) states that the value of Tobins Q
shows the effectiveness of the use of resources
within the company. The smaller the value of
Tobins Q shows the greater the agency conflict
between the majority and minority shareholders
in the company. The magnitude of the agency
conflict between the majority and minority share-
holders reflects the expropriation made by the
majority shareholders through management of
minority shareholders. Conversely, the greater
the value of Tobins Q shows the more effective
monitoring by the majority shareholder of the
company’s management.
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at a lower price than to independent party
transactions. The sale of assets to the related
party below the fair price (tunneling out) will
affect the financial performance but indirectly,
through the loss of potential synergies between
the assets in-tunnel and the remaining assets
(Atasanov et al., 2007). Purchase of assets from
related parties above the fair price (tunneling

in) will reduce the profitability of the company.
Purchasing assets above fair value increases the
carrying amount of assets and increases depre-
ciation expenses, so the joint effect will reduce
return on assets. On the other hand, through
the application of control mechanisms to asset
utilization through institutional ownership and
debt policy, it effectively and efficiently controls
asset utilization so as to positively affect com-
pany performance. Therefore, an indication of
the transfer of resources out of the company
through tunneling does not occur. Therefore, a
high increase in asset utilization will be in line
with the high performance of the company as a
result of the application of strong control mecha-
nisms through institutional ownership and debt
policy by the company. Some studies have found
that asset utilization has a positive effect on
company performance, among others: Wang,
Goerge Yungchih (2010); Abdulla, Shah, and
Khan (2012); and Pouraghajan, et al. (2013).
The hypothesis of this research are:
Hypothesis 1: Asset Utilization Influence Posi-

tive and Significant to Performance Com-
pany

RESEARCH METHODOLOGY

The data used in this research is the com-
pany’s financial statement data, among others:
from balance sheet, income statement, cash
flow statement, and financial statement note,
and capital market data. All financial report

Relationship of Asset Utilization with Com-

pany Performance

The relationship between asset utilization
on company performance can be influenced by
transnational-related transactions that are indi-
cated by tunneling. Tunneling can occur based
on tunneled resources such as cash flow tunnel-
ing and asset tunneling (Atasanov et al., 2007).
Cash flow tunneling is a transaction that trans-
fers cash or current assets to a related party
(Atasanov et al., 2007). Transactions relating to
transactions that are indicated as cash flow
tunneling include the purchase or sale of goods
or services, payment of services to related par-
ties, and accounts receivable to related parties.
Asset tunneling is a transaction that transfers
long-term (tangible or intangible) assets from
(to) the company to (from) related parties
(Atasanov et al., 2007). Transactions related to
the assets of tunneling assets are transactions of
purchase or sale of assets to related parties.
Each form of tunneling has a different influence
on financial performance. Asset tunneling effect
on the balance sheet while cash flow tunneling
effect on income statement. Jian and Wong
(2003) found that firms use accounts receivable
transactions on a related party as a tunnel to
transfer the company’s outgoing resources.
Aharony et al. (2005) found that loan transac-
tions to related parties were used as a means of
tunneling after the IPO. Cheung, Jing, and Lu
(2009) find empirical evidence that public com-
panies in Hong Kong perform asset tunneling
through related party transactions. A public
company transacts assets with related parties at
a lower price than on an asset transaction with
an independent party. The Company purchases
assets from related parties at higher prices than
on independent party transactions, on the other
hand the company sells assets to related parties
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ASSET_UTt = Total Salest/Total Assetst x
100% ...................................................... (1.3)

4. Company performance
The use of Tobin Q proxy refers to Douma
et al., 2006; Thomsen, 2004; Chen, 2001;
and Wiwattanakantang, 2001. Company per-
formance is expressed in the symbol that is
Q. The formula used to describe the com-
pany’s performance (Q), as follows:
Qt = (Market Value of Equityt + Total
Debtt)/Total Assett x 100%..................... (1.4)

5. Return on Asset
Return on Assets ratio used in this study re-
fers to research Hermeindito (2012). The for-
mula used to describe Return on Assets, as
follows:
ROAt = Net Profitt/Total Assetst x 100% ... (1.5)

6. Asset Structure
Asset Structure used in this study refers to
research Hermeindito 2004. The formula
used to measure the size of the company, as
follows:
SA t = Total Fixed Assetst/Total Assetst x
100% ................................................... (1.6)

7. Return on Invested Capital
The Return on Invested Capital ratio used
in this study refers to the research of Chan
(2001) and Stephen and David (2009). The
formula used to describe Return on In-
vested Capital (ROIC), as follows:
ROICt = (NOPAT - Dividends Paid)t/(Long
Term Debt + Total Equity - Retained Earn-
ings)t x 100% ........................................ (1.7)
Information:
NOPAT = Net Operating Profit After Taxes
NOPATt = (Profit after tax)t + (Interest
paid)t

8. Managerial ownership
Managerial ownership in this research in the
form of dummy variable is the value of 1 for

data is obtained from Indonesian Capital Mar-
ket Directory 2001–2016 period and Indone-
sian Securities Market Database published by
Economic Faculty of Gadjah Mada University,
Indonesia. Furthermore, for capital market data
obtained from the report of Indonesia Stock
Exchange. The sample used in this research
are: (1) Companies in Indonesia that have been
audited from 2001 to 2016 and not included in
the financial industry; (2) The company under
study provides complete financial statement data
information for all periods of research; (3) The
company under study is not in the process of
acquisition, merger and delisting; (4) The firms
studied provide capital market data information
for all periods of study. The following sample
selection process has been done as many as 130
companies. Variables in this study include:
1. Institutional ownership

Institutional ownership is expressed in sym-
bol INST_OWN. The use of institutional
ownership percentage refers to Crutchley,
et al (1999) studies. The proportion used to
calculate the percentage of institutional own-
ership (INST_OWN), as follows:
INSTOWNt = Total Institutional Ownershipt/
Total Shares Stocks t x 100% …………(1.1)

2. Debt Policy
The proxy of debt policy is total debt di-
vided by total assets referring to Abor (2007).
Debt policy is expressed in the symbol of
LEVERAGE. The formula used to describe
the debt policy, as follows:
LEVERAGEt = Total Debtt/Total Assett x
100% ................................................... (1.2)

3. Asset Utilization
The use of proxy asset utilization refers to
Wang (2010). Asset utilization is expressed
in the symbol ASSET_UT. The formula used
to describe asset utilization (ASSET_UT), as
follows:
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companies that have managerial ownership
and 0 for others. This refers to research
Hermeindito (2012). Managerial ownership
is expressed in the symbol MGR_OWN_
DUM.
This research uses simultaneous equation
model with four empirical equations devel-
oped and tested based on research hypoth-
esis. This simultaneous equation model con-
siders non-linear functions in institutional
ownership variables and debt policy toward
asset utilization and firm performance. In
addition, it also considers the interdepen-
dence relationship between institutional
ownership and debt policy to examine the
control mechanisms in agency perspectives
on asset utilization and firm performance.
These four empirical equations can be for-
mulated, as follows:
Q = α1 + β11ASSET_UT + β12INST_OWN
+ γ11INST_OWN2 + β13LEVERAGE +
 γ12LEVERAGE2 + δ11MGR_OWN_DUM
+ δ12SA + δ13ROIC + δ14ROA + ε1

Information:
α, β, γ, and δ = Parameter Coefficients
ε = Residual
Q = Company Performance
ASSET_UT = Asset Utilization
INST_OWN = Institutional Ownership
INST_OWN2 = Institutional Ownership of
Squares
LEVERAGE = Debt Policy
LEVERAGE2 = Debt Squares Policy
MGR_OWN_DUM = Managerial Owner-
ship Dummy
ROIC = Return on Investment and Capital
SA = Asset Structure
ROA = Return on Asset

This research uses simultaneous equation
model with Three-Stage Least Square technique
to test the research hypothesis. To analyze the
identification capability of the existing simulta-
neous equation model the estimated reduced
form coefficient describes an endogenous vari-
able only a function of an exogenous variable
(Gujarati and Porter, 2012: 382). When this can
be solved then the equation has been identified
(identified). In addition, simultaneous equation
models in the study are identified by order and
rank conditions of identification to ensure iden-
tifiable capabilities (Gujarati and Porter, 2012:
382).

DATA ANALYSIS AND DISCUSSION

Hypothesis 1 estimates that asset utiliza-
tion affects company performance. This hy-
pothesis is tested by estimating based on simul-
taneous equations model and supported by qua-
dratic model. Table 1 presents the results of
hypothesis testing 1 which shows the effect of
asset utilization on company performance with
control variable that is managerial ownership
dummy, asset structure, and return on invested
capital, return on asset. The result of the fourth
hypothesis test by using simultaneous equation
model shows that asset utilization have positive
and significant effect to company performance.
This suggests that the control mechanisms car-
ried out on asset utilization through institu-
tional ownership and debt policy will affect the
company’s performance. The test result with
simultaneous equation model shows that the
asset utilization (β11 = 1,5488) asset coeffi-
cient is positive and significant at significance
level of 1%. Thus, hypothesis 1 which states
that asset utilization has a positive effect on
company performance is supported.
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Table 1 Simultaneous Equation Model Test Results subsidiary PT SUN has entered into a sale and
purchase agreement with PT BBA to purchase
80% of PT EFA shares and 70% of PT EFI shares.
Furthermore, PT SUN also paid off all debts of
PT EFA and PT EFI to PT BBA. Total agreed sale
and purchase transactions for stock purchases and
debt payments amounting to Rp985,000,000,000,-
. The payment amounted to Rp950,000,000,000,-
used to purchase PT EFA and PT EFI shares.
Whereas PT EFI and PT EFA have a bad perfor-
mance. PT EFI has a loss of Rp5.000.000.000,-
and PT EFA has a loss of Rp7.000.000.000,- and
the purchase is above the fair price. Furthermore,
Rp35,000,000,000,- is used to repay the debts of
PT EFA and PT EFI to PT BBA. On the other
hand, PT STA as a family company actually has a
total cash flow right in PT BBA 100% through
PT SOS and PT RIS, while the total cash flow
right in PT SUN is 60%. The controlling rights of
the controlling shareholder’s cash flow is greater
in PT BBA than in PT SUN. These cash flow rights
differences encourage tunneling of resources from
PT SUN with low cash flow rights to PT BBA with
high cash flow rights. Based on the events that
occur, the tunneling indication that occurred as
follows: (1) transactions conducted PT SUN per-
tained as cash payment transactions to the related
party ie PT BBA by issuing cash to buy shares of
PT EFI and PT EFA which has poor financial per-
formance and buying above fair price. The trans-
action actually causes losses in PT SUN and non-
controlling shareholders (PT TRA) and public
shareholders; (2) PT SUN pays PT EFI and PT
EFA debts to PT BBA. The transaction is benefi-
cial to the controlling shareholder (PT STA) due
to outflow cash flow from PT SUN which has a
low cash flow right flowing to PT BBA having high
cash flow right; (3) ownership of the company
(PT SUN) and related parties (PT BBA) are owned
by the same owner, namely the family company

Variabel Q 

INTERCEPT 5,1115 
 (3,11) *** 

ASSET_UT 1,5488 
 (2,59) *** 

INST_OWN -19,4296 
 (-3,0) *** 

INST_OWN2 17,4662 
 (3,1) *** 

LEVERAGE 2,1356 
 (5,39) *** 

LEVERAGE2 -0,0948 
 (-1,61) 

SA 0,7593 
 (7,03) *** 

ROIC -0,1259 
 (-2,83) *** 

ROA 1,0944 
 (8,12) *** 

MGR_OWN_DUM 0,3998 
 (2,94) *** 

R-squared 0,3404 
Adj. R-squared 0,2711 

Information:
*** = sig. 1%
** = sig. 5%
* = sig. 10%

When asset utilization can be properly con-
trolled it will affect the company’s performance.
Therefore, the active monitoring function within
the company becomes important so that expro-
priation through tunneling can be reduced and
even not. The action will have a positive effect
on the company’s performance. Here is an ex-
planation of the indication of tunneling that can
occur, such as PT SUN makes transactions with
PT BBA and both have the same controlling
shareholder that is family company of PT STA.
In addition, PT SUN and PT BBA have in com-
mon the person who serves as a commissioner
and director who is held by a family member of
the controlling shareholder. PT ASA through its
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(PT STA); (4) there are similarities between com-
missioners and directors held by family members
of the controlling shareholder (PT STA) at PT
SUN and PT BBA.

The relationship between asset utilization
on company performance can be influenced by
transnational-related transactions that are indi-
cated by tunneling. Cash flow tunneling can be
performed by a related party that transfers cash
or current assets to a certain party (Atasanov et
al., 2007). Transactions related to cash flow
tunneling may occur in the form of purchases
or sales of goods or services, payment of ser-
vices to related parties, and receivables to re-
lated parties (Atasanov et al., 2007). Other
things that can be done through related parties
transactions are the tunneling assets that move
the long-term assets (tangible or intangible)
from (to) the company to (from) related parties
(Atasanov et al., 2007). Transactions related to
the assets of tunneling assets may be transac-
tions of buying or selling assets to related par-
ties. Each form of tunneling has a different
influence on financial performance. Asset tun-
neling effect on the balance sheet while cash
flow tunneling effect on income statement. Tun-
neling occurs causing corporate losses that af-
fect the company’s performance. Jian and Wong
(2003) found that firms use accounts receivable
transactions on a related party as a tunnel to
transfer the company’s outgoing resources.
Aharony et al. (2005) found that loan transac-
tions to related parties were used as a means of
tunneling after the IPO. Cheung, Jing, and Lu
(2009) find empirical evidence that public com-
panies in Hong Kong perform asset tunneling
through related party transactions.

A public company transacts assets with
related parties at a higher price than on an asset
transaction with an independent party. The

Company purchases assets from related parties
at higher prices than on independent party
transactions. However, the company sells assets
to related parties at a lower price than to
independent party transactions. The sale of as-
sets to a related party below the fair price
(tunneling out) will affect the financial perfor-
mance but indirectly, through the loss of poten-
tial synergies between the assets in-tunnel and
the remaining assets (Atasanov et al., 2007).
Purchase of assets from related parties above
the fair price (tunneling in) will reduce the
profitability of the company. Purchasing assets
above fair value increases the carrying amount
of assets and increases depreciation expenses,
so the joint effect will reduce return on assets.
Therefore, through the application of control
mechanisms to asset utilization through institu-
tional ownership and debt policy, effectively
and efficiently can control asset utilization so as
to have a positive effect on company perfor-
mance. Therefore, the indication of the transfer
of resources out of the company through tun-
neling can be reduced. Therefore, a high in-
crease in asset utilization will be in line with the
high performance of the company as a result of
the application of strong control mechanisms
through institutional ownership and debt policy
by the company. Some studies have found that
asset utilization has a positive effect on com-
pany performance, among others: Wang, Goerge
Yungchih (2010); Abdulla, Shah, and Khan
(2012); and Pouraghajan, Tabari, Mansourinia,
and Emamgholipour (2013).

CONCLUSION

The test result using simultaneous equa-
tion model shows that asset utilization has posi-
tive and significant effect to company perfor-
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mance. This shows that the higher asset utiliza-
tion will affect the company’s higher perfor-
mance and the lower asset utilization will affect
the company’s lower performance. The impli-
cation of this research is that investors have an
interest in funding and investment related to
assets owned and managed within the company.
Therefore, the improvement of asset utilization
and company performance reflects the results
of the company’s planning, implementation, and
control processes carried out by the company’s
managers of existing assets. Therefore, inves-
tors also need to evaluate the behavior of man-
agers in making policies related to the utiliza-
tion of corporate assets. On the other hand,
investors also need to pay attention to the
creditor’s behavior in monitoring the financing
given to the company and pay attention to the
company’s ability to pay interest and principal
of maturing debt. In addition, owner behavior
in changing ownership composition involving
institutional ownership needs to be taken into
account so that the trade-off between the ex-
propriation effect and the monitoring effect due
to changes in the behavior of the owner (major-
ity shareholder) does not harm the investor
because the tunneling activity can be done by
the owner. The limitations of this study have
not controlled and differentiated the sample
based on the assumptions of high and low
institutional ownership estimation models and
high and low debt policies so that they can
produce results that differ from those expected
in the application of control mechanisms to the
agency conflict. Subsequent research can con-
sider the excess capacity of the use of assets
owned by the company and the size of the
company so as to maintain the level of effi-
ciency of asset utilization.
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