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Abstract
The purpose of this research is to find out whether some element of good corporate governance can affect
the occurrence of earnings management with audit quality as a moderating variable in manufacturing
companies listed in Indonesian Stock Exchange during 2017-2019. The independent variables include
institutional ownership, independent board of commissioner, and audit committee with audit quality as a
moderating variable. The dependent variable is earnings management which is measured by discretionary
accrual with Modified Jones Model. The population of this research is 193 samples from companies listed
at Indonesian Stock Exchange during 2017-2019. The sampling method used in this research is purposive
sampling method. In addition, the data analysis method used is descriptive statistics, classical assumption
test, multiple regression analysis, and sub-group moderated regression analysis. The result of this research
indicates that the good corporate governance, which is represented by independent board of commissioner
and audit committee have a negative effect while institutional ownership has effect on earnings
management. Audit Quality strengthens the influence of independent board of commissioner on earnings
management. However, audit quality cannot strengthen the influence of institutional ownership and audit
committee on earnings management.
Keyword: Institutional ownership, independent board of commissioner, audit committee, audit quality,
and earnings management.

1. Introduction
The last result of the accounting process is a financial statement, a very important source of
information in decision making for the users, both internal and external parties. Financial
statements are arranged based on accounting standards finance and the principles it has set within
a conceptual framework preparation of financial statements, with a purpose for the report to be
truly reliable and able to influence the users in decision making. Arranging financial reports
involving management, the board of commissioners, and shareholders for the process. Earnings
management known as financial statements misused by management will affect the profit shown
(Widyaningsih, 2017). Financial statements can be manipulated by inflating reported revenue as
the common objective. To inflate revenue, firms can either commit fraud or manage earnings.
Firms that have managed earnings, constrained in their ability to manage earnings (Perols &
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Lougee, 2011). Managers start and develop a practice called earnings management, a chance that
arises, born of opposing needs and relationships that cross among the different partners of the
company. Managers have multiple reasons to manipulate results explained by a literature review
(Jiang et al., 2020).
Good corporate governance is supposed to reduce fraud implemented by company managers and
by the company owner, which can improve and generate trust from various parties to the
company's performance as represented by the Financial Statements Company (Onasis, 2017).
The corporate governance structure ensures the distribution of rights and responsibilities among
the different parties in the organization and informs the decision-making rules and procedures
which are institutional ownership, independent board of commissioner, audit committee as the
independent variable in my research, and audit quality as moderating variable.
2. LITERATURE REVIEW
2.1.

Agency Theory

According to Jensen & Meckling (1976:308), one or more people (principal) involving other
people (the agent) who make a contract to carry out some services on their behalf which take part
delegating some decision-making authority to the agent is the definition of an agency
relationship. Agency problems arise when inside the work of the business enterprise there are
conflicts of interest. Agents and principals (managers and shareholders) or among the principals
such as shareholders and debtholders can make conflicts (Band, 1992).
2.2.

Earnings Management

Earnings management is an attitude or decision of company managers to increase or decrease the
level of profit on the company's financial statements. Managers make efforts, namely earnings
management in reporting company performance to trick users, especially internal parties, or as a
planned time for recognition of revenues, expenses, profits, and losses to reduce profit
fluctuations. (Damanik, 2020). Company insiders keep their post and get more advantage by
manipulating the financial information given to outsiders called earnings management. Usually,
this happens in the form of income manipulation and income smoothing (Wang & Campbell,
2012).
2.3.

Good Corporate Governance

According to the Cadbury Committee (1992), companies are directed and controlled by the
system of corporate governance, also it defines as a set of regulation that explains the
relationship among managers, creditors, shareholders, the government, employees, and internal
and external stakeholders in honor to their rights and responsibilities. The system that regulates
and controls the company to achieve balance is good corporate governance (Praptapa, 2009).
2.4. Audit Quality

Auditing serves as a tool that can be used to reduce uncertainty in the presentation of financial
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information. Auditing is also a process used to bring down the inconsistency among principals
and agents by employing external parties to authorize financial statements. So that audit quality
results can be used and help external parties to detect earnings management practices (Lidiawati
and Asyik, 2016).
2.5. The Effect of Institutional Ownership on Earnings Management

According to Jensen & Meckling (1976), institutional ownership has an important role in
minimizing agency conflicts that occur between managers. High institutional ownership can
influence and minimize the occurrence of earnings management practices because it is able to
oversee management actions in the presentation of financial statements.
The successful research that can show Institutional Ownership has a negative effect on earnings
management are research results by Ajay and Madhumathi (2015), Sudiyanto (2016), Onasis
(2017).
H1: Institutional Ownership has a negative effect on Earnings Management.
2.6. The Effect of Independent Board of Commissioner on Earnings Management

A board consisting of a larger independent board of commissioners has strong control over
management decisions and it is the best position to carry out the monitoring function to create a
company with good corporate governance so it can influence the possibility of deviations by
managers (Suri & Dewi, 2018).
The successful research that can show independent board of commissioner has a negative effect
on earnings management is research results by Syahreza et al. (2016), and Fatmawati (2018).
H2: Independent Board of Commissioners has a negative effect on Earnings Management.
2.7. The Effect of Audit Committee on Earnings Management

The greater the number of audit committees within the company can increase the supervisory
functions so that the quality of reporting carried out by management is guaranteed and it can
minimize the actions of the management in doing earnings management practices (Lidiawati &
Asyik, 2016). The successful research that can show audit committee has a negative effect on
earnings management is research results by Yendrawati (2015),and Lidiawati & Asyik (2016).
H3: Audit Committee has a negative effect on Earnings Management.
2.8. Audit Quality as a Moderating Effect on Institutional Ownership on Earnings Management

The size of the public accounting firm will greatly affect the independence and ability to
detecting earnings management made by the company, so the big four public accounting firm
can be said to be more capable of detecting earnings management than the non-big four public
accounting firm (Hasty & Herawaty, 2017).
H4: Audit Quality strengthens the Influence of Institutional Ownership on Earnings
Management.
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2.9. Audit Quality as a Moderating Effect on Independent Board of Commissioner on Earnings

Management
If a company increases the number of independent boards of commissioners and were added by
using the big four public accounting firm, the potential for earnings management in the company
can greatly reduce. This research in line with (Boedhi & Ratnaningsih, 2015), that audit quality
affects earnings management.
H5: Audit Quality strengthens the Influence of the Independent Board of Commissioner on
Earnings Management.
2.10.

Audit Quality as a Moderating Effect on Audit Committee on Earnings Management

An auditor is a person who is entrusted with assessing, examining, or auditing the financial
statements of an entity by following established procedures in professional standards. The
quality of an auditor will determine the quality of the inspection carried out. Especially with the
financial scandals that had occurred lately (Damanik, 2020). This research in line with Boedhi &
Ratnaningsih (2015), that audit quality affects earnings management.
H6: Audit Quality strengthens the Influence of Audit Committee on Earnings
Management.
2.11.

Research Model
Figure 1. Research Model

Institutional Ownership (X1)
Earnings Management (Y)
Independent Board of
Commissioner (X2)
Audit Committee (X3)
Audit Quality

2.12. RESEARCH DESIGN



Research Type
This research was conduct quantitative research with a correlational approach to finding
out whether some element of good corporate governance can affect the occurrence of
earnings management with audit quality as a moderating variable.



Research Object
The object of this research was the earnings management in the manufacturing
companies, institutional ownership, independent board of commissioner, and audit
committee with audit quality as a moderating variable.



Population and Sample
The population in this study were manufacturing companies listed on the Indonesian
Stock Exchange (IDX) for the 2017 -2019 period. There are 193 manufacturing
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companies listed on the IDX, and only 38 manufacturing companies that are publish
successive financial reports over research period.
The research sample was taken with the purposive sampling method. From 38
manufacturing companies listed on the IDX. There are 14 companies do not contain the
required data and 8 outliers. So that only 16 companies can be processed.
 Types and Data Sources
Research data was in the form of secondary data sourced from manufacturing finance
reports and annual reports for 2017-2019 compiled from the IDX website and Fact Book
with documentation techniques.
2.13. OPERATIONAL DEFINITIONS OF RESEARCH VARIABLES



Dependent Variable (Y)
Earnings management is a decision to choose which course of action taken by managers
to influence profits and to achieve some specific goals of reported earnings (Scott, 2009).
Measurement of earnings management using The Modified Jones Model formula
(Dechow et al., 2015). Discretionary accrual is an accrual component that has
possibilities for managers to intervene in manipulating company profits.
𝐃𝐀𝐂𝐂ᵢₜ

𝐓𝐀𝐂𝐂ᵢₜ/𝐀ᵢₜ − 𝐍𝐃𝐀𝐂𝐂ᵢₜ

(1)



Independent Variable (X)
The independent variables in this study are institutional ownership, independent board of
commissioner, and audit committee.
 Institutional Ownership
According to Jensen and Meckling (1976), institutional ownership has an important role
in minimizing agency conflicts that occur between managers and shareholders.
Institutional ownership is a factor from external parties that participate in investing and
can detect earnings management. Institutional ownership can be seen from the total
percentage share ownership of government institutions.
Number of institutional
shares



=

Number of shares ownedby institution
Number of outstanding shares

X 100%

(2)

Independent Board of Commissioner
Independent commissioners have the main responsibility to encourage the
implementation of the principles of good corporate governance. The existence of
independent commissioners in the company serves as a counterweight in the retrieval
process use decision to protect minority shareholders and other parties related to the
company (Widyaningsih, 2017). Indicators for measuring independent board of
commissioner adopted from (Riadiani & Agus Wahyudin, 2015), calculated from the
percentage of the number of independent commissioners from outside the company
divided by the total number of commissioners inside the company.
The number of
members of the
board of
commissioners

=

The number of the independent board of
commissioners
The total number of commissioners from the company

X 100%

(3)
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2.14.



2.15.

Audit Committee
The Audit Committee is a body or committee formed by the board of commissioners to
assist in conducting checks, examinations, and research. In principle, the main task of the
audit committee is to assist the board of commissioners in performing the supervisory
function of company performance (Lidiawati & Asyik, 2016). This study measured the
audit committee by the total number of the audit committee.
(4)
Audit Committee = the total number of the audit committee
Moderating Variable
Audit Quality
Audit quality and the auditor are very important because as a form of assessment of the
professional results of an auditor. Especially, in detecting, analyze, and report results to
audit findings on client financial statements (Wiryadi and Sebrina, 2013). Audit quality is
explained in dummy variables based on the external public accounting firm used by the
company. Company those audited by big four public accounting firm have high quality
(1), while non-big four public accounting firm have a low quality (0). The big four public
accounting firms are Deloitte, Ernst and Young, KPMG, and PricewaterhouseCoopers
(Hasty & Herawaty, 2017).
DATA ANALYSIS METHOD

The data analysis method in this study was carried out with descriptive statistics, classical
assumption test (normality test, multicollinearity test, heteroscedasticity test, autocorrelation
test), multiple regression analysis, and sub-group moderated regression analysis. Data processing
is done by SPSS 25.
3. RESULTS
Table 2. Purposive Sampling Procedure.
Source: The result of the author

No.
1.
2.

2.

3.
Research data
sample = n
Final Sample
Companies

Description
A manufacturing company listed on the IDX
A manufacturing company listed on the IDX
2017-2019 period and publish successive
financial reports over research period
The company does not fulfill the
completeness data needed during the 20172019
Outliers

Population
193
38

(14)

(8)
16
48
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3.1.


Data Analysis
Descriptive Statistics

Table 3. Descriptive Statistics of Research Variables.
Source: Data processed use SPSS 25

Research Variables

N

Institutional Ownership (X1)
Independent
Board
of
Commissioner (X2)
Audit Committee (X3)
Audit Quality (Z)
Earnings Management (Y)

48
48

0.0508
0.3333

0.9250
0.6000

0.6982
0.4052

Std.
Deviation
0.2342
0.0811

48
48
48

2.0000
0.0000
-0.0115

4.0000
1.0000
0.0090

2.8333
0.6250
-0.0017

0.6631
0.4892
0.0039

Minimum

Maximum

Mean

Based on data in Table 3 above, it can be explained as follows:
N indicates the number of valid data for each variable is 48 data, while the number of
missing data is zero, it means that all of research data are ready to process uses regression
analysis. Audit committee variable has the highest value of minimum, maximum, mean
and standard deviation data. Meanwhile, earnings management variable has the lowest
value of minimum, maximum, mean, and standard deviation data.
3.2.



Classical Assumption Test
Normality Test
Table 4. Normality Test Result.
Source: Data processed use SPSS 25
Kolmogorov
Asymp.
No
Variable
Smirnov
Sig.
Value
1
Standardized Residual
1.160
0.136

Judgment
Normal

From data in Table 4, it known that the asymptotic significant value of 0.136 is greater
than 0.05. Therefore, the data of regression model within study is revealed a normal
distribution.
 Multicollinearity Test
Table 5. Multicollinearity Test Result.
Source: Data processed use SPSS 25
No

Independent Variables

1
2

Institutional ownership (X1)
Independent
board
of
commissioner (X2)
Audit committee (X3)

3

Tolerance
0.938
0.863

VIF
Value
1.066
1.159

No multicollinearity
No multicollinearity

0.837

1.195

No multicollinearity

Judgment

The tolerance value of all variables is greater than 0.1 and, also VIF value of institutional
ownership, independent board of commissioner as well as the VIF value of audit
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committee variable each is less than 10. Hence, it can be stated that there is no
multicollinearity in regression model.


Heteroscedasticity Test
Table 6. Heteroscedasticity Test Result.
Source: Data processed use SPSS 25
No
1
2
3

Variables
Institutional ownership (X1)
Independent
board
of
commissioner (X2)
Audit committee (X3)

Sig. Value
0.875
0.348

Judgment
No heteroscedasticity
No heteroscedasticity

0.822

No heteroscedasticity

Refers to the result summary of heteroscedasticity test, it is obtained that significance value
of institutional ownership, independent board of commissioner as well as the significance
value of audit committee variable each is more than α (0.05). Hence, it can be stated that
there is no heteroscedasticity in regression model.
 Autocorrelation Test
Table 7. Result Summary of Autocorrelation Test.
No

DWstatistic

Value of
dU

Value of
4 - dU

Judgment

1

1.983

1.671

2.329

No autocorrelation

Based on data in Table 7, it shows that value of DWstatistic is 1.983. This value of DWstatistic
is compared with value of DWtable uses amount of research data (n) is 48; and total of
independent variables (k) of 3; thus, it can be determined the value of dU = 1.671. Because
value of DWstatistic is between dU (1.671) and 4 - dU (2.329), so it can be stated there is no
autocorrelation in the regression model within study.
 Multiple Regression Analysis
Table 8. Result Summary of Multiple Regression Analysis.
Source: Source: Data processed use SPSS 25
No.

Independent Variables

Regression
Coefficient
-0.0004
-0.0157

1. Institutional Ownership (X1)
Independent Board of
2.
Commissioner (X2)
-0.0033
3. Audit Committee (X3)
Constant
= 0.0145
Coefficient of Determination
= 0.288
Fstatistic
= 5.941

ttable

tstatistic

(one tailed)

-0.200
-2.373

>
<

-1.680
-1.680

-4.064

<

-1.680

3.3. Goodness of Fit



Coefficient Determination
Result summary of first multiple regression analysis in Table 8 shows that coefficient of
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determination (R square) is 0.288. It means that earnings management of manufacturing
companies listed on Indonesia Stock Exchange year of 2017-2019 can be explained by
institutional ownership, independent board of commissioner and audit committee variables
of 28.80 percent, while the remaining of 71.20 percent can be explained by the other
variables are not examined within study.
F-test
Based on the confidence level of 95% or the significant level () = 0.05 with degree of
freedom (df) = (k-1) = (4-1) = 3; and (n-k) = (48-4) = 44, it known that the Ftable value of
2.84 (Appendix 16). From multiple regression analysis result, it is obtained the Fstatistic
value of 5.941 is greater than Ftable value (2.84). Therefore, it can be explained that
institutional ownership, independent board of commissioner and audit committee variables
have the simultaneously effect on earnings management, or it can be stated that multiple
regression model within study is fit with the research data (goodness of fit).
Significance Partially Effect Testing by T-test
To test the significance partially effect of institutional ownership, independent board of
commissioner as well as audit committee on earnings management within study uses t-test
result. Based on the confidence level of 95% (α = 0.05) and degree of freedom (df) = (n-k)
= (48-4) = 44 with one tailed t-test, it known that the ttable value of 1.680 (Appendix 17).
From the result summary of multiple regression analysis in Table 9 above, it known that
tstatistic value of institutional ownership variable (X1) is -0.200, tstatistic value of independent
board of commissioner variable (X2) of -2.373 and tstatistic value of audit committee variable
(X3) is -4.064. T-test curve of multiple regression analysis can be described is as follows:





Figure 1. t-Test Curve

.

tX1 = -0.200

tX2 = -2.373
tX3 = -4.064
Rejection Area
of H0
-ttable = -1.680



Acceptance Area
of H0
0

Sub-Group Moderated Regression Analysis
 First Sub-Group Moderated Regression Analysis and Chow Test
To test fourth hypothesis which state that audit quality strengthens the influence of
institutional ownership on earnings management, it is used Chow-test based on first
sub-group moderated regression analysis results.
Table 9. Result Summary of First Sub-Group Moderated Regression Analysis and Chow Test.
Source: Data processed use SPSS 25
No
Measurers
Results
Fchow
Ftable
Judment
1 RSSr (Overall Group)
0.000718
2 RSSr1 (Big Four Group)
0.000332
Not
4.08
3 RSSr2 (Non Big Four 0.000376 0.649
Strengthen
Group)
4 RSSur (RSSr1 + RSSr2)
0.000708
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Based on the output of first sub-group moderated regression analysis in Table 9
above, it can be seen Restricted Residual Sum of Squares of overall group (RSSr) is
0.000718, Restricted Residual Sum of Squares of big four group (RSSr1) of
0.000332, and Restricted Residual Sum of Squares of non-big four group (RSSr2) is
0.000376. Based on these value and result calculation of first Chow-test in Appendix
12, it known that value of Fchow (0.649) is less than Ftable value with degree of
freedom (df) = (k) = 1; and (n1 + n2 – 2) = (30 + 18 - 2) = 46 is 4.08.
Second Sub-Group Moderated Regression Analysis and Chow Test
To test fifth hypothesis which state that audit quality strengthens the influence of
independent board of commissioner on earnings management, it is used Chow-test
based on second sub-group moderated regression analysis results.

Table 10. Result Summary of Second Sub-Group Moderated Regression Analysis and Chow Test.
Source: Data processed use SPSS 25
No
1
2
3
4



Measurers
RSSr (Overall Group)
RSSr1 (Big four Group)
RSSr2 (Non big four Group)
RSSur (RSSr1 + RSSr2)

Results
0.000709
0.000308
0.000323
0.000631

Fchow

Ftable

Judment

5.686

4.08

Strengthen

Data in Table 10 shows that Restricted Residual Sum of Squares of overall group
(RSSr) is 0.000709, Restricted Residual Sum of Squares of big four group (RSSr1)
of 0.000308, and Restricted Residual Sum of Squares of non-big four group (RSSr2)
is 0.000323. Based on these value and result calculation of second Chow-test in
Appendix 12, it known that value of Fchow (5.686) is greater than Ftable value (4.08).
Third Sub-Group Moderated Regression Analysis
To test sixth hypothesis which state that audit quality strengthens the influence of
audit committee on earnings management, it is used Chow-test based on third subgroup moderated regression analysis results.

Table 11. Result Summary of Third Sub-Group Moderated Regression Analysis and Chow Test.
Source: Data processed use SPSS 25
No
1
2
3
4

Measurers
RSSr (Overall Group)
RSSr1 (Big Four Group)
RSSr2 (Non Big Four Group)
RSSur (RSSr1 + RSSr2)

Results
0.000580
0.000217
0.000346
0.000563

Fchow

Ftable

Judment

1.388

4.08

Not Strengthen

Based on the output of third sub-group moderated regression analysis in Table 11
above, it can be seen Restricted Residual Sum of Squares of overall group (RSSr) is
0.000580, Restricted Residual Sum of Squares of big four group (RSSr1) of
0.000217, and Restricted Residual Sum of Squares of non-big four group (RSSr2) is
0.000346. Based on these value and result calculation of third Chow-test in
Appendix 12, it known that value of Fchow (1.388) is less than Ftable value with degree
of freedom (df) = (k) = 1; and (n1 + n2 – 2) = (30 + 18 - 2) = 46 is 4.08.
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3.4.









Hypothesis Testing
First Hypothesis
Based on the result summary of multiple regression analysis in Table 8, it has got the tstatistic
value of institutional ownership variable (-0.200) is greater than -ttable value (-1.680). Thus,
Ho is accepted while Ha is rejected, so it can be seen institutional ownership has a negative
but no significant effect on earnings management. Therefore, first hypothesis within study
which states that institutional ownership has a negative effect on earnings management is
rejected.
Second Hypothesis
Refers to the result of multiple regression analysis, it has got the tstatistic value of
independent board of commissioner variable (-2.373) is less than value of -ttable (-1.680).
Thus, Ho is rejected while Ha is accepted, so it can be seen independent board of
commissioner has a negative and significant effect on earnings management. Therefore,
second hypothesis which states that independent board of commissioner has a negative
effect on earnings management is accepted.
Third Hypothesis
The result of multiple regression analysis in Table 8, it known that t statistic value of audit
committee variable (-4.064) is also less than value of -ttable (-1.680). Thus, Ho is rejected
while Ha is accepted, it known that audit committee has a negative and significant effect
on earnings management. Therefore, third hypothesis which states that audit committee has
a negative effect on earnings management is accepted.
Fourth Hypothesis
Based on Chow-test calculation result of first sub-group moderated regression analysis in
Table 9, it known that value of Fchow (0.649) is less than Ftable value (4.08). Therefore,
fourth hypothesis which states that audit quality strengthens the influence of institutional
ownership on earnings management is rejected.
Fifth Hypothesis
Refers to Chow-test calculation result of second sub-group moderated regression analysis
in Table 10, it known that value of (5.686) is greater than Ftable value (4.08). Therefore, fifth
hypothesis which states that audit quality strengthens the influence of independent board of
commissioner on earnings management is accepted.
Sixth Hypothesis

Following the chow-test calculation result of third sub-group moderated regression analysis in
Table 11, it known that value of Fchow (1.388) is less than Ftable value (4.08). Therefore, sixth
hypothesis which states that audit quality strengthens the influence of audit committee on
earnings management is rejected.

Hypothesis
H₁

Table 12. The Result of Hypothesis Test.
Source: The result of the author
Hypothesis Test
Test Result
Institutional Ownership has effect on
Rejected
Earnings Manangement
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H₂
H₃
H₄

H₅

H₆

Independent Board of Commissioners has a
negative effect on Earnings Management
Audit Committee has a negative effect on
Earnings Management
Audit Quality Cannot Strengthen the
Influence of Institutional Ownership
Earnings Management
Audit Quality strengthens the Influence of
the Independent Board of Commissioner on
Earnings Management
Audit Quality cannot strengthen the
Influence of Audit Committee on Earnings
Management

Accepted
Accepted
Rejected

Accepted

Rejected

4. Discussion
 Direct Effect of Institutional Ownership on Earnings Management
Institutional ownership has effect on earnings management. This is because in general,
the institution investors do not carry out its role effectively as sophisticated investors who
can supervise or monitor the performance of management to limit management from take
an action or policies that will have an impact on earnings management action.
Institutional investors only run their role as transient investors (company temporary
owners) which instead only focuses on profits that are short term. This causal relationship
indicates the higher level of institutional ownership is not always followed by the lower
level of earnings management of manufacturing companies listed on Indonesia Stock
Exchange. Result within study is in line with the finding of prior studies conducted by
Mangkusuryo (2017); Purnama (2017) as well as Banjarnahor and Yando (2018),
concluded that institutional ownership (IO) has no significant effect on earnings
management.
 Direct Effect of Independent Board of Commissioner on Earnings Management
Independent board of commissioner has a negative effect on earnings management. This
evidence shows that the higher level of independent board of commissioner is always
followed by the lower level of earnings management of manufacturing companies listed
on Indonesia Stock Exchange year of 2017-2019. Previous studies concluded that
companies with a higher percentage of independent board of commissioners will be able
to reduce earnings management practices within the company. Which means earnings
management will decrease as far as independent board of commissioners increase. This
result was consistent with the finding of previous studies conducted by Syahreza et al.
(2016) as well as Fatmawati (2018), who concluded that independent board of
commissioner has a negative effect on earnings management.
 Direct Effect of Audit Committee on Earnings Management
Audit committee has a negative effect on earnings management. This causal relationship
can be explained that the higher level of audit committee is always followed by the lower
level of earnings management of manufacturing companies listed on Indonesia Stock
Exchange year of 2017-2019. An audit committee with an expert background in finance
is an effective party to reduce earnings management. This is because the audit committee
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of financial experts really experienced in analyzing problems in financial statements,
especially detecting fraud such as earnings management (Syahreza et al., 2016).
 Moderating Effect of Audit Quality in the Influence of Institutional Ownership on
Earnings Management
Audit quality cannot strengthen the influence of institutional ownership on earnings
management of manufacturing companies listed on Indonesia Stock Exchange. This
result indicates that manufacturing companies which were audited by big four public
accounting firm has not been able to strengthen the influence of institutional ownership
on earnings management.
 Moderating Effect of Audit Quality in the Influence of Independent Board of
Commissioner on Earnings Management
Audit quality strengthen the influence of independent board of commissioner on earnings
management of manufacturing companies listed on Indonesia Stock Exchange. This
result indicates that manufacturing companies which were audited by big four public
accounting firm has able to strengthen the influence of independent board of
commissioner on earnings management. It proven by the value of Fchow was greater than
Ftable value.
 Moderating Effect of Audit Quality in the Influence of Audit Committee on
Earnings Management
Audit quality cannot strengthen the Influence of audit committee on earnings
management of manufacturing companies listed on Indonesia Stock Exchange. This
result indicated that manufacturing companies which were audited by big four public
accounting firm has not been able to strengthen the influence of audit committee on
earnings management.
5. Conclusions
The conclusions obtained from the result of this study indicate that institutional ownership has
effect on earnings management while independent board of commissioner and audit committee
have a negative effect on earnings management. Audit quality strengthens the influence of
independent board of commissioner on earnings management. However, audit quality cannot
strengthen the influence of institutional ownership and audit committee on earnings
management.
6. Implication
Institutional ownership has effect on earnings management, this shows that institutional
ownership which are the majority shareholders such as banks, insurance companies, asset
management companies, investment companies, and ownership by other institutions will
encourage increased of optimal control over management actions, so if the institutional feel
dissatisfied with managerial performance, then they will liquidate their shares. This makes the
management parties feels pressured because of optimally supervision from the institutional side,
with this pressure management will try to make decisions carefully. Independent board of
commissioners has a negative effect on earnings management, this proves that the commissioner
can demonstrate independence in carrying out their duties, because it can guarantee the
transparency and disclosure of the company's financial statements, seek fair treatment of
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minority shareholders and other stakeholders to make the supervisory function run well. Audit
Committee has a negative effect on earnings management, this matter shows that the audit
committee is one of the factors that can trigger earnings management actions because audit
committee members have not carried their duties optimally. However, to reduce the occurrence
of earnings management, companies are expected work as well as possible in accordance with
applicable procedures such as, overseeing financial reports, overseeing external audits, and
analizing in depth the management carried out by management. Audit Quality as moderating
variable cannot strengthen the influence of institutional ownership and audit committee on
earnings management. However, audit quality strengthens the influence of independent board of
commissioner on earnings management, this proves that audit quality is one of the important
aspects to detect earnings management, by choosing a good auditor such as by choosing the big
four public accounting firm or choosing a competent auditor. A quality audit is an audit carried
out by a competent person and an independent person. A competent auditor is an auditor who has
technological capabilities, understands, carries out the correct audit procedures, and uses the
correct sampling method.
7. Research Limitation
 Indicators in this study were limited to the independent variables, namely institutional
ownership, independent board of commissioner, and audit committee with the moderating
variable audit quality, while many other variables can affect the earnings management
such as managerial ownership, company size, leverage and many more.
 This study only used a sample of data for 3 years, namely 2017-2019 with the research
object was the financial manufacturing companies.
 This study only used 16 samples of companies in the financial sector. The total of
manufacturing companies are 193 and the rest of it has been eliminated (Table 2). In the
next study, it is hoped that it can expand the research sample and increase the number of
variables used so that the research results will be more useful for various parties.
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