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Earnings Quality as a link between Corporate Governance Implementation and 
Firm Performance
Istianingsih

Economics and Business Faculty, Universitas Bhanyangkara Jakarta Raya, Jakarta, Indonesia

ABSTRACT
This research finds empirical evidence for the role of earnings quality as a mediator between good 
corporate governance (GCG) mechanisms and firm performance. The sample is 570 data manufactur-
ing companies listed on the Indonesia Stock Exchange from 2015 to 2019. This research used multiple 
regression analysis. GCG mechanisms in this study measured by the proportion of independent board 
of commissioners, audit committee expertise, and frequency of audit committee meetings. The result 
shows that the proportion of independent board of commissioners and audit committee expertise 
does not affect earnings quality. On the other hand, institutional ownership and frequency of audit 
committee meetings affect earnings quality. However, the proportion of independent board of 
commissioners affects company performance. Institutional ownership, the frequency of audit com-
mittee meetings, audit committee expertise in accounting, and earnings quality do not affect 
company performance. This study provides a basis for investors to see the quality of GCG implemen-
tation which is a determinant of earnings quality as an investment consideration.
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1. Introduction

Financial information cannot reflect all the changes in the 
operating activities of a business (Lev & Zarowin, 1999). 
Thus, companies should be more concerned about the 
importance of managing non-financial information to 
external parties (Faysal, Salehiet, and Moradi 2021). Non- 
financial information includes complementary informa-
tion and other reporting tools, such as good corporate 
governance (GCG) implementation (Istianingsih, 2020; 
Istianingsih, Trireksani, & Manurung, 2020). This infor-
mation is available in the annual reports of companies 
selling their shares on the Indonesia Stock 
Exchange (IDX).

Information about the activities of companies listed on 
the IDX must be presented in their annual reports. The 
obligation to present these financial reports is 
a requirement set by the competent institution in 
Indonesia – the OJK (Financial Services Authority). 
Business actors, such as management or financial accoun-
tants, might feel obliged to present reports with good com-
pany performance even if the performance is otherwise 
because management’s performance can be seen from the 
financial statements. One of the parameters used to measure 
performance is profit (Derbali 2021).

The agency theory implies an information asymmetry 
between the manager as an agent and the principal as the 
owner (Jensen & Meckling, 1976). Since managers have more 
information about a company’s internal condition and busi-
ness prospects than investors, management should present 
accurate reports about the company’s condition to investors. 
However, the information provided may not reflect the real 
condition of the company (Sisaye 2021). This is due to 
differences in the interests of the agent and the principal 
(Scott, 2015). With this conflict of interest, incomplete 

information (asymmetry) may be presented in the financial 
statements, thereby making the financial statements mislead-
ing. Information asymmetry can decrease the quality of 
earnings.

When examining the problem of business investment in 
Indonesia, we need to take a look at the uniqueness of the 
GCG problem in Indonesia. The first problem relates to the 
role of independent commissioners who recently became the 
target of several political elites to enter this area. Is it true that 
they are able to properly oversee the direction of public 
company policies and are able to become a bastion for 
investors’ representatives in Indonesia? Another problem 
regarding GCG in Indonesia is the ownership structure of 
a public company. One of the ownership that is expected to 
be able to mediate the GCG conflict is the institutional 
owner. The hope is that this type of owner will be able to 
dampen management’s desire to tamper with profits so that 
the quality of financial reports also improves. In addition, we 
can see the results of the ACGA assessment that although it is 
still below the regional average score, the auditor’s score 
ranking and auditor regulation have a high enough score. 
But whether the quality of the regulator’s audit, for example 
the audit committee, is sufficient to reduce earnings manage-
ment incentives that are detrimental to investors also needs 
to be examined more deeply.

This study analyzes the effect of GCG on earnings quality 
and the impact of earnings quality on the performance of 
companies in Indonesia, especially manufacturing compa-
nies listed on the IDX. We chose manufacturing companies 
listed on the IDX as the sample of this study because of the 
government’s policy to strengthen investment in the 2015– 
2019 RPJMN (National Medium Term Development Plan). 
The policy will be pursued by improving the investment and 
business climates to enhance the efficiency of the business 
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licensing process. It promotes inclusive investment, espe-
cially by encouraging domestic investors to play a more 
significant role (Bappenas, 2015).

The study period is from 2015 to 2019 due to the global 
economic crisis that occurred in 2008, which was quite 
challenging for the Indonesian economy. After the crisis, 
the government implemented various policies to maintain 
economic stability. Indonesia economy started recovering 
before 2015, so 2014 ended with more robust macroeco-
nomic stability performance and a process of economic 
adjustment towards a healthier direction (World-Bank, 
2014).

The virtue of this research lies in tracing the role of GCG 
which is specifically highlighted as a basis for investors in 
public companies in Indonesia. Institutional ownership and 
the characteristics of the audit committee will be discussed in 
terms of effectiveness in meetings and expertise in account-
ing issues so that it can be seen that it is related to efforts to 
improve earnings quality, which is the spotlight of many 
parties for the assessment of the performance of public 
company management.

This paper is structured as follows: With the first section 
being an introduction, the remainder of the paper is divided 
into six sections. Section 2 argues the background of this 
research, Section 3 presents a theoretical literature review, 
Section 4 shows an empirical literature review and hypoth-
esis development. Section 5 shows the research design con-
sisting of methodology, measurement of variables and 
research model, Section 6 presents descriptive analysis, 
results of hypothesis testing, and interpretation. Section 7 
presents the study’s summary and conclusions, limitations 
and scope for further research.

2. Background

One of the factors that is most likely to influence company 
performance is GCG (Man & Wong, 2013). GCG makes 
a company’s management more efficient. One way to achieve 
management efficiency is the application of an ‘actionless 
governance’ policy. Chen and Peng (2020) stated that an 
‘actionless governance’ policy is the best choice for all stake-
holders to achieve long-term sustainable development. To 
support the issue of sustainable development, there are many 
important activities that management can do, for example 
choosing the right supplier in the company’s global supply 
chain activities (Shalke, Paydar, & Hajiaghaei-Keshteli, 
2018). This ‘actionless governance’ can be attached to the 

proposition ‘to govern through non-interference’ to make it 
applicable in modern management. Thus, GCG’s contribu-
tion to corporate value creation is getting higher.

The concept of GCG aims to achieve transparency in 
corporate management for all users of financial statements 
and protect the interests of shareholders and creditors. 
Financial reports are essential in making investors’ economic 
decisions because company performance can be reflected in 
the resulting financial reports (Istianingsih, 2020). Company 
performance is an essential factor because it is an input for 
investors to make investment decisions. Implementing GCG 
also increases a company’s profitability so that the company’s 
survival will be more secure.

A survey conducted by the Asian Corporate 
Governance Association (ACGA) in Asian countries 
shows that Indonesia is in the last position in implement-
ing GCG. The assessment covers five important aspects, 
including shareholder rights, fair treatment of share-
holders, the role of stakeholders, disclosure and transpar-
ency as well as the responsibility of the board of 
commissioners.

The survey shows that the implementation of GCG in 
Indonesian was only 34% as against a target of 80%. This 
result has been used as an international standard. Indonesia 
has a long way to go to reach the 80% target; therefore, the 
phenomenon of GCG requires the support of the govern-
ment. Evidence of the government’s concern can be seen 
from the issuance of various regulations governing GCG; 
one of them is the Minister of Finance Regulation Number: 
88/PMK.06/2015 of 2015, which is about the implementation 
of GCG in companies under the guidance and supervision of 
the Minister of Finance.

Figure 1 shows that the condition in 2018 did not change 
for the better in 2020. Indonesia only scored 34% for market 
valuation and ranks twelfth out of twelve countries surveyed 
by Asian Corporate Governance Association (AGGA). While 
many believe that GCG reform will increase competitive 
advantage (Alazemi and Al Omari 2020). Then what about 
the investment prospects and seen from the performance of 
companies in Indonesia which are merely a complement to 
sufferers in the assessment of the implementation of GCG in 
ASIA.

The hope that GCG is able to reduce information asym-
metry between stakeholders and improve the quality of earn-
ings on which investors’ appraisals are based is certainly 
worth reviewing. The performance of companies in 
Indonesia, which is one of the benchmarks for investment, 
then needs to be questioned again.

Figure 1. Indonesia CG rules scores by market average (2018) and (2020). Source: (ACGA Special Report 2020).
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When examining the problem of business investment in 
Indonesia, we need to take a look at the uniqueness of the 
GCG problem in Indonesia. The first problem relates to the 
role of independent commissioners who recently became the 
target of several political elites to enter this area. Is it true that 
they are able to properly oversee the direction of public 
company policies and are able to become a bastion for 
investors’ representatives in Indonesia? Another problem 
regarding GCG in Indonesia is the ownership structure of 
a public company. One of the ownership that is expected to 
be able to mediate the GCG conflict is the institutional 
owner. The hope is that this type of owner will be able to 
dampen management’s desire to tamper with profits so that 
the quality of financial reports also improves. In addition, we 
can see the results of the ACGA assessment that although it is 
still below the regional average score, the auditor’s score 
ranking and auditor regulation have a high enough score. 
But whether the quality of the regulator’s audit, for example 
the audit committee, is sufficient to reduce earnings manage-
ment incentives that are detrimental to investors also needs 
to be examined more deeply.

The impact of implementing GCG can be directly 
observed in increasing business value. But indirectly, it can 
also be seen through the quality of the profits generated 
(Kwong, Mohamad, and Keong 2020). When the implemen-
tation of GCG in a company is exemplary, the supervisory 
function, which is the essence of GCG towards management, 
goes well (Alazemi and Al Omari 2020). The quality of 
financial reporting increases.

The quality of this report is seen from the quality of 
reported earnings. So what will be seen from this research 
is the mediating role of earnings quality on the relationship 
between GCG implementation and the business value of 
a company.

Most of the previous studies have tested the impact of 
GCG on earnings quality on business value. However, 
I consider the missing bridge to see the direct effect of 
implementing GCG on business value. The implementa-
tion of GCG is mainly to reduce agency problems, namely 
information asymmetry. This information asymmetry can 
be reduced by the transparency of the company’s manage-
ment towards stakeholders. We know that one of the 
principles of GCG that must be met is transparency. 
Thus, information asymmetry can be reduced by imple-
menting a monitoring mechanism through the implemen-
tation of GCG. When the monitoring role is good, the 
direct impact is on improving the quality of earnings 
reported by management.

Earnings number is a catchy number that investors always 
glance at. So that when the quality of reported earnings 
increases, it will increase stakeholder confidence in the com-
pany’s management. This trust will increase the value of the 
business in the eyes of investors. Thus, the implementation 
of GCG can be seen as impacting the value of this business 
directly and through the quality of earnings reported by 
management.

For example, the practical side of this research is from the 
observations and results of previous research on the role of 
auditors and commissioners. The appointment of commis-
sioners in Indonesia is often based on the fact that they are 
former high-ranking officials but sometimes do not under-
stand financial statements.

When the implementation of GCG has been imitated, it 
should reduce earnings management so that the quality of 
financial reports increases. This increase in earnings quality 
will serve as a bridge connecting the impact of GCG imple-
mentation on company value in the eyes of investors. This 
paper is different from Elzahaby (2021), which tested the role 
of FP as a mediating relationship between GCG and EM with 
a sample of Egyptian listed firms during 2011–2017 using 
SEM. They found that FP significantly mediated the relation-
ship between GCG and EM. Thus, the main idea of this paper 
is the role of earnings quality as a mediator of the relation-
ship between GCG and business value.

3. Theoretical literature review

According to Scott (2015), agency theory explains the con-
tractual relationship between the principal and the agent. As 
an agent, a manager is responsible for maximizing the prin-
cipal’s profit, and in return, the agent will be given a fee, as 
stipulated in the contract. As principal, shareholders are 
assumed to have only an interest in improving financial 
performance or their investment in a company (Gómez, 
Lagos, and Gómez-Betancourt 2017). Conversely, the agent 
is assumed to receive financial compensation. This difference 
in interests underlies the efforts of each party to increase 
their profits (Kyere and Ausloos 2021). The existence of 
information asymmetry is a source of problems in this rela-
tionship because the principal does not have sufficient infor-
mation about the agent’s performance. But on the other 
hand, agents have more information about their capacities, 
work environment, companies and opportunities. This 
information gap is an opportunity for opportunistic profit 
engineering for management. One way to overcome infor-
mation asymmetry is through the implementation of GCG. 
With the principles of transparency, accountability, respon-
sibility, independence and fairness, it is hoped that GCG is 
able to improve the quality of earnings which is the reference 
for investment.

4. Empirical literature review and hypotheses 
development

4.1. Proportion of independent commissioners and 
earnings quality

The GCG mechanism is divided into two types – internal and 
external mechanisms (Istianingsih & Mukti, 2017). The 
internal mechanism is controlling a company by using its 
internal structures and processes, such as the general meet-
ing of shareholders (GMS), the composition of board of 
directors and board of commissioners, managerial owner-
ship, and meetings with the board of directors (Hamdan 
2018). By contrast, the external mechanism is controlling 
a company by using external structures, such as control by 
the market. Other external mechanisms that also influence 
the company’s control, such as the government. Research 
(Mousavi, Hafezalkotob, Makui, & Sayadi, 2021) finds that 
the government intervenes in determining optimal hotel 
prices in competitive situations. GCG mechanisms that are 
often used to determine the quality of earnings are the 
composition of an independent board of commissioners.
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Lin, Li, and Yang (2006) stated that the audit committee’s 
role in ensuring the quality of the company’s financial 
reporting is significant. They examined the relationship 
between size, independence, financial expertise, activity, 
stock ownership, and earnings management. They show no 
evidence of a negative relationship between committee char-
acteristics and earnings quality.

Alrayyes and Al Khaldy (2019) analyzed the impact of 
GCG rules on earnings management in 13 public compa-
nies on the Palestine Exchange. They use GCG proxies in 
the form of a board of directors size, CEO duality, inde-
pendence of the board of directors, property rights, num-
ber of board of directors meetings. Research by Alrayyes 
and Al Khaldy (2019) found a negative effect between the 
size of the board of directors and CEO duality and 
between earnings management. However, they show 
a positive impact on the board of directors’ independence 
and earnings management. There is no relationship 
between the board of directors meetings and internal 
ownership with earnings management.

Nasiri and Ramakrishnan (2020) stated that the propor-
tion of independent commissioners does not affect 
a company’s earnings quality. However Fama and Jensen 
(1983) stated that non-executive directors (independent 
commissioners) can act as mediators in disputes between 
internal managers and resolve management policies and 
advise management. Independent commissioners are in the 
best position to carry out the monitoring function to create 
an excellent CG company. Nasr and Ntim (2018) findings 
show that board independence is positively related to 
accounting conservatism. The existence of independent 
commissioners who are not affiliated with owners and man-
agers is a hope for the supervisory mechanism in order to 
reduce opportunistic profit manipulation opportunities. The 
higher the proportion of independent commissioners, the 
lower the chance for earnings management to increase the 
quality of earnings. Therefore, the following hypothesis is 
proposed: 

Hypothesis 1 (H1): The proportion of independent com-
missioners affects earnings quality.

4.2. Institutional ownership and earnings quality

Institutional investors usually have better skills in financial 
reporting. They are smart investors in analyzing financial 
statements. Institutional owners play a role in monitoring 
company performance and preventing fraud in financial 
statements. Nasiri and Ramakrishnan (2020) found that 
companies’ institutional ownership can affect the quality of 
reported earnings. The higher the institutional ownership, 
the lower the opportunity for opportunistic earnings man-
agement. The higher the institutional ownership, the better 
the quality of the reported earnings will be. Therefore, the 
following hypothesis is proposed: 

Hypothesis 2 (H2): Institutional ownership affects earn-
ings quality.

4.3. Frequency of audit committee meetings and 
earnings quality

The audit committee oversees the financial reporting process 
of a company. The effectiveness of the audit committee is 
reflected in their activities in attending meetings with the 
board of directors and providing input to management. It is 
assumed that an audit committee’s effectiveness in 
a company will minimize the possibility of manipulating 
reported earnings. Hamdan (2020a) examined the impact 
of audit committee diligence/meetings on earnings quality 
in 23 industrial companies from the Gulf Cooperation 
Council (GCC) financial market during the 2014–2018 per-
iod. Hamdan (2020b) reveals that audit committee persis-
tence/meeting has no impact on earnings quality. On the 
other hand, Wasan and Mulchandani (2019) showed that the 
frequency of audit committee meetings affects earnings qual-
ity. The more active they participate in meetings, the more 
effective the complaint committee is and the better the qual-
ity of earnings reported by management. Therefore, the 
following hypothesis is proposed: 

Hypothesis 3 (H3): The frequency of audit committee 
meetings affects earnings quality.

4.4. Audit committee expertise in accounting and 
earnings quality

Kwong, Mohamad, and Keong (2020) mentioned that one of 
the key determinants of an audit committee’s effectiveness is 
its finance expertise. Fraud and restatement of earnings are 
more prevalent when the members of the audit committee 
are not competent in finance. Elghuweel, Ntim, Opong, and 
Avison (2017) examined the impact of the GCG mechanism 
on the earnings management behavior of 116 companies in 
Oman. They found that the GCG mechanism had an impact 
on EM. However, they found no evidence that board size, 
audit firm size, and a CG committee affect EM. Albedal, 
Hamdan, and Zureigat (2020). found a relationship between 
audit committees and earnings quality of 40 companies listed 
on the Bahrain Stock Exchange during 2013–2017. Nasiri 
and Ramakrishnan (2020) found a negative relationship 
between audit committee expertise in accounting and 
finance and earnings quality. Therefore, the following 
hypothesis is proposed: 

Hypothesis 4 (H4): Audit committee expertise in account-
ing affects earnings quality.

4.5. Institutional ownership and company performance

Institutional ownership is one of the tools used as 
a supervisory mechanism for managerial shareholders to 
influence company performance. Nasiri and Ramakrishnan 
(2020) and Koji, Adhikary, and Tram (2020) studied the 
relationship between institutional ownership and company 
performance. They found that institutional ownership affects 
company performance. Therefore, the following hypothesis    
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is proposed: 

Hypothesis (H5): Institutional ownership affects company 
performance.

4.6. The proportion of independent commissioners and 
company performance

The board of commissioners in a company focuses more on 
the monitoring function of the implications of directors’ 
policies. The commissioners’ role is expected to minimize 
agency problems that may arise between the board of direc-
tors and shareholders. Boshnak’s (2021) show that board size 
and independence, audit committee, and meeting frequency 
negatively impact firm performance However, Man and 
Wong (2013) and Nasiri and Ramakrishnan (2020) stated 
that an independent board of commissioners significantly 
affects firm value. The existence of an independent board of 
commissioners is a useful control tool of company perfor-
mance. Therefore, the following hypothesis is proposed: 

Hypothesis (H6): The proportion of independent commis-
sioners affects company performance.

4.7. Audit committee expertise in accounting and 
company performance

Audit committee members who have expertise in finance 
help shareholders to read reports that have been presented 
by management. Moreover, they can help shareholders to 
measure company performance. Bhutta et al. (2021) empiri-
cally examine the effect of managerial ability on firm perfor-
mance. Using a sample of 246 companies listed on the 
Pakistan Stock Exchange from 2009 to 2017, this study 
finds that more capable managers significantly improve com-
pany performance while less qualified managers significantly 
reduce company performance. Wasan and Mulchandani 
(2019) found that audit committee expertise in accounting 
has a significant effect on company performance. Therefore, 
the following hypothesis is proposed: 

Hypothesis 7 (H7): Audit committee expertise in account-
ing affects company performance.

4.8. The frequency of audit committee meetings and 
company performance

As required by the Financial Services Authority, in carrying 
out its functions, duties, and responsibilities, the audit com-
mittee may hold periodic meetings. During audit committee 
meetings, the committee reviews the company’s 
current year’s performance and offer recommendations. 
Boshnak (2021) examined the impact of GCG mechanisms, 
including board size, independence, meeting frequency, 
audit committee size and meeting frequency, CEO duality, 
and ownership concentration on Saudi listed companies’ 
operational, financial, and market performance. They show 
that board size and independence, audit committee, and 
meeting frequency have a negative impact on company per-
formance. In addition, they also prove that performance 
increases with the frequency of board meetings and concen-
tration of ownership. Therefore, the frequency of audit com-
mittee meetings can have a positive impact on company 
performance. Wasan and Mulchandani (2019) proved that 
the frequency of audit committee meetings affects company 
performance. Therefore, the following hypothesis is 
proposed: 

Hypothesis 8 (H8): The frequency of audit committee 
meetings affects company performance.

4.9. Earnings quality and company performance

Earnings quality is a profit that accurately describes 
a company’s profitability. Good quality earnings will 
lead to more informed investment decisions 
(Istianingsih, 2020; Istianingsih et al., 2020). The earnings 
quality of a company is related to the quality of manage-
ment’s decision-making process, which has an impact on 
company performance. Istianingsih and Mukti (2017) and 
Wasan and Mulchandani (2019) studied the effect of 
earnings quality on company performance and found 
that earnings quality significantly affects company perfor-
mance. Therefore, the following hypothesis is proposed: 

Hypothesis 9 (H9): Earnings quality affects company 
performance.

Figure 2. Research model.
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The relationships between the variables and indicators 
of each variable are depicted in Figure 2.

5. Research design

5.1. Population and sample

All the sampled companies are manufacturing companies 
listed on the IDX. The research observation period is 
from 2015 to 2019. The companies were selected based 
on specific criteria (purposive sampling). The criteria are 
manufacturing companies listed on the IDX from 2015 to 
2019; companies that did not make acquisitions or mer-
gers during the research period; those that published 
annual and audited financial reports during the 
research year (in rupiah); companies with data on the 
variables under consideration.

5.2. Types and sources of data

The secondary data used in this study – the financial state-
ments of manufacturing companies listed on the IDX from 
2015 to 2019 – is from the website of IDX.

5.3. Definition and measurement of variables

The proportion of independent commissioners is measured 
by dividing the number of commissioners from outside the 
company (independent) by the total number of the com-
pany’s board of commissioners. Information about the num-
ber of independent commissioners is from each company’s 
annual reports, the Indonesian Capital Market Directory, 
and the IDX.

Institutional ownership is company shares owned by 
an institution or institutions. The indicator used to 
measure institutional ownership is the percentage of 
the total shares of a company owned by institutional 
parties.

An audit committee is a committee formed by the board 
of commissioners to assist the board of commissioners to 
fulfill its supervisory responsibilities. Their job includes 
reviewing audited annual and financial reports, reviewing 
the financial reporting process and internal control system, 
and overseeing the audit process. OJK requires the audit 
committee to conduct regular meetings, at least once in 
three months. Data on the frequency of audit committee 
meetings are found in the company’s published annual 
report.

Apart from being required to hold regular meetings, at 
least once in three months, the audit committee must 
have at least one member with an educational back-
ground and expertise in accounting and finance. 
Information about the expertise of audit committee mem-
bers is presented in the company’s annual report.

In this study, earnings quality is measured by the proxy 
for discretionary accruals in the modified Jones Model 
(Dechow, Sloan, & Sweeney, 1995) which was also used in 
Zalata, Ntim, & Choudhry (2019b). The model is written as 
follows 

TACCit¼Nit� � CFOit:

The total accrual value (TA), which is estimated with the 
ordinary least square (OLS) regression equation, is as 
follows: 

TACCit=Ait� 1¼β1 1=Ait� 1ð Þþβ2 ΔREVit=Ait� 1ð Þþβ3 PPEit=Ait� 1ð Þþe:

By using the regression coefficient above the value of non- 
discretionary accruals can be calculated with the following 
formula: 

NDAit¼β1 1=Ait� 1ð Þþβ2 ΔREVit=Ait� 1� � ΔRECit=Ait� 1ð Þþβ3 PPEit=Ait� 1ð Þ:

Furthermore, the discretionary accruals (DA) can be calcu-
lated as follows: 

DACCit¼ TACCit=Ait� 1� � NDAit 

The variables used in the equations above are defined below:
DACCit = Discretionary accruals of company i in period t
NDAit = Non-discretionary accruals of company i in per-

iod t
TACCit = Total accruals of company i in period t
Nit = Net income of company i in period t
CFOit = Cash flows from operating activities of company 

i in period t
Ait-1 = Total assets of company i in period t-1
ΔREVit = Change in company’s revenue in period t
PPEit = Fixed assets of company i in period t
ΔRecit = Change in receivables of company i in period t
e = error term
If the total accruals are the same as non-discretionary 

accruals (TACCit = NDAit), or DACCit = 0, it implies that 
the company does not carry out earnings management. If the 
value of discretionary accruals is further away from 0, it 
indicates that the company has a low earnings quality.

In this study, return on assets is used as a proxy of 
company performance and is defined as follows: 

ROA ¼
Net profit after tax

Divided by total Aset 

5.4. Analysis technique

Descriptive statistical analysis methods, data normality test, 
classical assumption test, and hypothesis test are used in this 
study. Based on the influence of CG and leverage on earnings 
quality, the first regression equation is as follows 

DACCit¼ β0þ β1:ICPitþβ2:INSTOWNERitþ

β3:MEETINGitþβ4:EXPERTitþ β5:Levitþe
(1) 

The variables in Equation (1) are defined below:
DACCit = Discretionary accrual as a measurement of 

earnings quality
β0 = Constant
β1 – β6 = Regression coefficient
ICPit = Proportion of independent commissioners of 

company i in period t
INSTOWNERit = Institutional ownership of company i in 

period t
MEETINGit = Frequency of the company i’s audit com-

mittee meetings of company i in period t
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EXPERTISEit = Audit committee members accounting 
expertise of company i in period t

e = error term
A second regression equation is used to test the hypoth-

esis about the effect of CG and earnings quality on company 
performance as follows: 

PERFORMit¼ β0þ β1:ICPitþβ2:INSTOWNERaitþβ3:MEETINGitþ

β4:EXPERTIitþβ5:Levitþ β6:DACCitþe
(2) 

The variables in Equation (2) are defined below:
PERFORMit = Firm performance of company i in period t
β0 = Constant
β1 – β6 = Regression coefficient
DACCit = Earnings quality of company i in period t
ICPit = Proportion of independent commissioners of 

company i in period t
INSTOWNERit = Institutional ownership of company i in 

period t
MEETINGit = Frequency of the company i’s audit com-

mittee meetings of company i in period t
EXPERTISEit = Audit committee members accounting 

expertise of company i in period t
e = error term

6. Empirical results and discussion

6.1. Empirical results

6.1.1. Descriptive object of research
We obtained 141 manufacturing companies from the IDX 
website (www.IDX.co.id). After -employing a purposive 
sampling method based on predetermined criteria, 
a sample of 114 companies was obtained. The study period 
is five years, so the total years of observation 570.

6.1.2. Descriptive statistic
Descriptive statistical analysis was used to determine the 
trend of each research variable.

Table 1 shows that PT Tiga Pilar Sejahtera Food Tbk had 
the lowest ICP value (0.200) in 2016. The company with the 
highest ICP value (0.600) from 2015 to 2019 is PT Suparma 
Tbk. The average value of PDKI is 0.40006, indicating that, 
on average, the proportion of independent board of commis-
sioners is 40%.

Table 2 shows the frequency of audit committees meet-
ings ranges from 2 to 13 times a year with an average value of 
six times. PT Lion Metal Works Tbk had the lowest (twice) 
frequency of audit committee meeting. PT Surya Toto 
Indonesia Tbk had the highest frequency of audit committee 
meeting (13). The mean of the frequency of audit committee 
meeting indicates that, on average, the manufacturing com-
panies held approximately six meetings a year. This number 
meets the requirement of the Financial Services Authority 
Regulation No. 55/POJK.04/2015 which states that an audit 
committee is required to hold regular meetings at least once 
in three months or four times a year.

The number of audit committee members with expertise 
in accounting ranges from 0 to 3 with an average of 1.8. The 
mean value is 1.8, indicating that, from 2015 to 2019, on 
average, approximately two members of the audit commit-
tees of the manufacturing companies had expertise in 
accounting. This number meets the requirement of the 
Financial Services Authority Regulation No.55/POJK.04/ 
2015 about the Establishment and Guidelines for Audit 
Committee Work Implementation Chapter II article 7 (e). 
It states that “audit committee members must have at least 1 
(one) member with educational background and expertise in 
accounting and finance

The values of earnings quality range from 0.0002 to 
0.2100, with an average value of 0.052939. The lower the 
discretionary accruals value, the higher the earnings quality. 
The value of company performance has average value of 
0.0477. Company performance measures a company’s ability 
to generate profits at a certain level of income, assets, and 
share capital.

6.1.3. Hypothesis test
Table 3 shows that the R Square’s value is 0.161; this means 
that 16.1% of the variation in earnings quality can be 
explained by the proportion of independent commissioners 
(ICP), institutional ownership (INSTOWNER), frequency of 
audit committee meetings (MEETING), and audit 

Table 1. Market category scores of good corporate governance in Asia.

Number Market
Total 
(%) Key CG Reform Theme and Questions

1 Australia 71 Bank governance needs overhaul, time for 
a federal ICAC

2 Hong Kong 60 Going Backwards on DCS, about to go 
forwards on audit regulation

3 Singapore 59 Going backwards on DCS, reform direction 
reflects contradictory Idea

4 Malaysia 58 Can new government rid the system of 
corruption and cronyism?

5 Taiwan 56 Moving forward, yet piecemeal reforms 
hinder progress

6 Thailand 55 Moving forward, yet corruption and decline 
in press freedom are concerns

7 India 54 Bank governance needs overhaul, new audit 
regulator disappoints

8 Japan 54 Heavy focus on soft law needs to be 
balanced with hard law reforms

9 Korea 46 Stewardship code gaining traction, but sadly 
so in DCS

10 China 41 Reinforcement of Party Committees raises 
numerous questions

11 Philippines 37 CG reform low on the government’s 
priorities, direction unclear

12 Indonesia 34 CG reform low on the government’s 
priorities, direction unclear

Source: Ramli and Erna (2021).

Table 2. Description of research variables.

N Minimum Maximum Mean Std. Deviation

ICP 570 0.200 0.600 0.401 0.081
INSTOWNER 570 0.462 0.996 0.737 0.161
MEETINGS 570 2.000 13.000 5.658 2.665
EXPERTISE 570 0.000 3.000 1.800 0.993
ACCRUAL 570 0.000 0.210 0.053 0.042
PERFORM 570 −0.220 0.240 0.048 0.077
Valid N (listwise) 570

Table 3. Determination coefficient test (1).

Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate

1 0.401a 0.161 0.124 0.389
aPredictors: (Constant), ICP, INSTOWNER, MEETING, EXPERTISE. 
bDependent Variable: ACCRUAL.
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committee expertise in accounting (EXPERTISE). Moreover, 
the remaining 83.9% is explained by other factors outside the 
regression model.

Table 4 shows the significance value of 0.001 is smaller 
than the threshold of 0.05, which means that the model is 
good and can be used to predict the hypothesis.

6.1.4. Regression test for Model 1
Table 5 shows the regression coefficient of ICP is −0.087, 
implying that a 1% increase in ICP reduces discretionary 
accruals by 0.087, assuming that earnings quality increases 
as the other independent variables remain constant. The 
results of the hypothesis test indicate that ICP has 
a significance value of 0.059. H1 is rejected. Therefore, the 
proportion of independent commissioners does not affect 
earnings quality.

INSTOWNER has coefficient 0.062, and significant so H2 
is accepted. Therefore, institutional ownership has 
a significant effect on earnings quality.

The MEETINGS coefficients −0.003, and significant. H3 is 
accepted. Therefore, the frequency of audit committee meet-
ing has a significant effect on earnings quality.

The variable of EXPERTISE is −0.003, implying that a 1% 
increase in EXPERTISE reduces discretionary accrual by 
0.003. EXPERTISE has a significance value so H4 is rejected. 
Therefore, audit committee expertise in accounting does not 
affect earnings quality.

Table 6 show that the R Square’s value is 0.344, implying 
that ICP, KI, KA, meeting frequency, KA membership exper-
tise, leverage, and earnings quality (DACC) explain 34.4% of 
the variation in company performance. Thus, other factors 
outside the regression model explain 65.6% of the variation.

Table 7 show the significance value of 0.000 is less than 
0.05 so Model 2 is good to predict the hypothesis.

Table 8 show the regression coefficient of ICP is signifi-
cant and implies the proportion of independent commis-
sioner affects company performance. The regression 
coefficient of INSTOWNER has a significance value so insti-
tutional ownership proofed affects company performance.

The MEETINGS variable has a significance value greater 
than 0.05, implying that the result is not significant. While 
the EXPERTISE value is not significance. The audit commit-
tee expertise in accounting does not affect company perfor-
mance. The coefficient of DACC is greater than 0.05, 
implying that earnings quality does not affect company 
performance.

6.2. Discussion

6.2.1. The effect of the proportion of independent board 
of commissioners on earnings quality
H1 predicts that the proportion of independent commis-
sioners affected the quality of earnings in manufacturing 
companies listed on the IDX from 2015 to 2019 
(0.059 > 0.05). However, this study finds that the proportion 
of independent commissioners does not affect earnings qual-
ity, so H1 is rejected.

This result is consistent with those in the studies of Wasan 
and Mulchandani (2019) and Al-Absy and Ntim (2020) who 
found that the proportion of independent commissioners 
does not affect earnings quality. This result is due to the 
weak competence and integrity of the independent board of 
commissioners. Al-Absy and Ntim (2020) revealed that, gen-
erally, a company’s independent commissioners are only 
a formality to meet regulatory requirements since the major-
ity shareholder still plays an important role. The intermedi-
ate portion of a company’s independent board of 
commissioners is only 40%, and this value is not enough 
enough to provide adequate control over management per-
formance. Although, in theory, the presence of independent 
commissioners increases management’s independence, if 
they are the minority, it does not maximize the independent 
board of commissioners’ right to function. The proportion of 
independent commissioners is not a significant factor in the 
effectiveness of supervising a company’s management.

Table 4. Model test.

ANOVAb

Model Sum of Squares df Mean Square F Sig.

1 Regression 0.033 5 0.007 4.368 0.001a

Residual 0.173 114 0.002
Total 0.206 119

aPredictors: (Constant), ICP, INSTOWNER, MEETING, EXPERTISE. 
bDependent Variable: ACCRUAL.

Table 5. T-test result for Model 1.

Model

Unstandardized 
Coefficients

Standardized 
Coefficients

t Sig.B
Std. 
Error Beta

1 (Constant) 0.044 0.025 1.760 0.081
ICP −0.087 0.045 −0.168 −1.911 0.059
INSTOWNER 0.062 0.023 0.240 2.709 0.008
MEETINGS −0.003 0.001 −0.214 −2.231 0.028
EXPERTISE −0.003 0.004 −0.067 2.780 0.481

aDependent Variable: ACCRUAL.

Table 6. Coefficient determination model summary.

Model R R Square Adjusted R Square Std. Error of the Estimate

1 0.587a 0.344 0.309 0.064
aPredictors: (Constant, ICP, INSTOWNER, MEETING, EXPERTISE, ACCRUAL). 
bDependent Variable: DISCREV.

Table 7. Model 2 test.

ANOVAb

Model Sum of Squares df Mean Square F Sig.

1 Regression 0.241 5 0.040 9.877 0.000a

Residual 0.460 113 0.004
Total 0.701 118

aPredictors: (Constant, ICP, INSTOWNER, MEETING, EXPERTISE, ACCRUAL). 
bDependent Variable: DISCREV.

Table 8. T-test for Model 2.

Model

Unstandardized 
Coefficients

Standardized 
Coefficients

t Sig.B
Std. 
Error Beta

(Constant) 0.263 0.041 6.413 0.000
ICP −0.166 0.076 −0.174 −2.196 0.030
INSTOWNER 0.096 0.039 0.202 −2.493 0.014
MEETINGS 0.001 0.003 0.025 0.291 0.771
EXPERTISE 

ACCRUAL
0.002 
– 
0.159

0.007 
– 
0.153

0.022 
–0.086

0.261 
– 
1.039

0.795 
0.301

aDependent Variable: PERFORM.
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6.2.2. The effect of institutional ownership on earnings 
quality
H2 predicts that institutional ownership affected the earn-
ings quality of manufacturing companies listed on the IDX 
from 2012 to 2016. After testing the hypothesis, the signifi-
cance probability value (0.008) is less than 0.05 (0.008 < 0, 
05). Therefore, institutional ownership affects earnings qual-
ity, so H2 is accepted.

This result is inconsistent with those in the studies of 
Istianingsih and Mukti (2017), Nasiri and Ramakrishnan 
(2020) and Tehranian (2006), which state that institu-
tional ownership does not affect earnings quality. This 
study supports research conducted by Kwong et al. 
(2020) which stated that institutional ownership affects 
earnings quality. The results of this study show that, on 
average, 74% of the shares of the manufacturing compa-
nies listed on the IDX is owned by institutions. In carry-
ing out supervisory function, institutional ownership can 
influence financial reports prepared by management. 
However, management is more likely to report good 
company performance according to shareholders’ expec-
tations; this is due to investors who do not consider the 
numbers in financial statements; their only concern is the 
profits generated by the company.

6.2.3. The effect of the frequency of audit committee 
meetings on earnings quality
H3 predicts that the frequency of audit committee meetings 
affected the earnings quality of manufacturing companies 
listed on the IDX from 2015 to 2019. Therefore, the fre-
quency of audit committee meeting affects earnings quality, 
so H3 is accepted.

This result is consistent with the hypothesis formulated 
and does not support the research conducted by 
Hajawiyah, Wahyudin, Kiswanto, and Pahala (2020) 
which concluded that the frequency of audit committee 
meetings does not guarantee that the audit committee can 
monitor financial reports to detect inaccuracies. This study 
supports the studies of Kwong et al. (2020) and Koji et al. 
(2020) which stated that the frequency of audit committee 
meetings affects earnings quality. The descriptive statistics 
show that, on average, each company conducts approxi-
mately 6 (six) meetings in a year, indicating that the audit 
committee’s role has been carried out optimally. Audit 
committee meetings are held not only to comply with 
the provisions of the Financial Services Authority No. 55/ 
POJK.04/2015 about the Establishment and Guidelines for 
the Work Implementation of the Audit Committee, which 
requires the audit committee to hold regular meetings, at 
least once in three months but also audit committee meet-
ings are conducted to effectively to provide oversight of 
earnings quality.

6.2.4. The effect of the audit committee expertise in 
accounting on earnings quality
H4 predicts that audit committee accounting expertise 
affected the earnings quality of manufacturing companies 
listed on the IDX from 2015 to 2019. After testing the 
hypothesis, the significance probability value (0.481) is 
greater than the threshold of 0.05 (0.481 > 0.05). Therefore, 
audit committee expertise in accounting does not affect earn-
ings quality, so H4 is rejected.

This result is not consistent with the hypothesis formulated 
and supports the research conducted by Hajawiyah (2020) 
which stated that audit committee members’ education level 
does not influence earnings quality. The obligation of the 
audit committee to have audit members who have expertise 
in accounting and finance is only necessary to comply with 
regulatory requirements stipulated in the provisions of the 
Financial Services Authority about the Establishment and 
Guidelines for the Work Implementation of the Audit 
Committee. This regulation requires an audit committee to 
have at least one member with an educational background 
and expertise in accounting and finance. Audit committee 
members who have an educational background in accounting 
cannot necessarily adopt accounting standards and play an 
active role in controlling and supervision to improve earnings 
quality. As seen from the average value in the descriptive 
statistics, which shows a mean of 1.8, the earnings quality is 
also due to the low number of corporate audit committees 
with expertise in accounting.

6.2.5. The effect of institutional ownership on company 
performance
H5 predicts that institutional ownership affected the perfor-
mance of manufacturing companies listed on the IDX from 
2015 to 2019. After testing the hypothesis, the significance 
probability value of 0.014 is less than the threshold of 0.05 
(0.014 < 0, 05). Therefore, institutional ownership affects 
company performance, so H5 is accepted.

This result is consistent with the hypothesis formulated 
and support the research conducted by Koji et al. (2020) in 
Japan, which stated that institutional ownership has 
a significant effect on company performance. The average 
institutional ownership in this study is 73.6%, representing 
majority ownership and implying that institutional owner-
ship provides more oversight of company performance.

6.2.6. The effect of the proportion of independent board 
of commissioners on company performance
H6 predicts that the proportion of independent commis-
sioners affected the performance of manufacturing compa-
nies listed on the IDX from 2015 to 2019. After testing the 
hypothesis, the significance probability value (0.030) is less 
than 0.05 (0.030 < 0.05). Therefore, the proportion of inde-
pendent commissioners affects company performance, so H6 
is accepted.

This result is inconsistent with the hypothesis formulated 
and supports the research conducted by Koji et al. (2020) but 
following Laporšek, Dolenc, Grum, and Stubelj (2021). 
Independent commissioners who are not related to the com-
pany through family relationships, management, and share 
ownership will be more objective and not interfere with 
decision making and company performance.

The result of the mediation test shows that 
t-count = 1.0333, which is less than t-table (1.98), with 
a significance level of 0.05. Therefore, there is no mediating 
effect of earnings quality on the relationship between the 
proportion of independent commissioners and company 
performance.

The mediation test results show that t-count = 1.2613, 
which is smaller than t-table (1.98), with a significance level 
of 0.05. Therefore, there is no mediating effect of earnings 
quality on the relationship between institutional ownership 
and company performance.
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6.2.7. The effect of the audit committee expertise in 
accounting on company performance
H7 predicts that audit committee expertise in accounting 
affected the performance of manufacturing companies listed 
on the IDX from 2015 to 2019. After testing the hypothesis, 
the significance probability value of 0.795 is greater than 
0.05. (0.795 > 0.05). Therefore, audit committee expertise 
in accounting does not affect company performance, so H7 
is rejected.

This result is not consistent with the hypothesis formu-
lated and does not support the research conducted by Wasan 
and Mulchandani (2019) which stated that audit committee 
expertise in accounting significantly affects company perfor-
mance. This study’s result supports the research conducted 
by Wasan and Mulchandani (2019) which stated that audit 
committee expertise in accounting does not affect company 
performance. On average, the sampled companies had two 
members who have expertise in accounting and finance, 
which is relatively low. Audit committee members who 
have expertise in accounting only fulfill existing regulatory 
requirements since the audit committee members may not 
necessarily influence company performance.

The results of the mediation test results show that 
t-count = 1.316, with a significance level of 0.05. The result 
indicates that there is no mediating effect of earnings quality 
on the relationship between an audit committee expertise in 
accounting and company performance.

6.2.8. The effect of audit committee meeting frequency on 
company performance
H8 predicts that the frequency of audit committee meetings 
affected the performance of manufacturing companies listed 
on the IDX from 2015 to 2019. After testing the hypothesis, 
the significance probability value of 0.771 is greater than 0.05 
(0.771 > 0.05). Therefore, the frequency of audit committee 
meeting does not affect company performance, so H8 is 
rejected.

This result is not consistent with the hypothesis formu-
lated and does not support the research conducted by Kwong 
et al. (2020) and Tehranian, Cornett, Marcus, and Saunders 
(2006). This study supports the research of Wasan and 
Mulchandani (2019) which stated that the frequency of 
audit committee meetings does not affect company perfor-
mance. This study indicates that an increase in company 
performance is not related to frequent audit committee 
meetings. The average number of the frequency of audit 
committee meetings is six times a year. However, these meet-
ings are not necessarily held to discuss the company’s per-
formance in the current year to improve the company’s 
future performance.

The mediation test results show that t-count = 1.375, 
which is smaller than t-table (1.98), with a significance level 
of 0.05, so it can be concluded that there was no mediating 
effect of earnings quality on the relationship between the 
frequency of audit committee meetings and company 
performance.

6.2.9. Effect of earnings quality on company performance
H9 predicts that earnings quality affected firm performance. 
After testing the hypothesis, the significance probability 
value is greater than the standard. Therefore, earnings qual-
ity does not affect company performance. H9 is rejected.

This result is not consistent with the hypothesis formu-
lated and does not support the research conducted by 
Febrilyantri and Istianingsih (2018) which stated that earn-
ings quality affects company performance. This study sup-
ports the research conducted by Gaio and Raposo (2011) 
which stated that the quality of earnings reported by man-
agement does not improve company performance. Thus, 
earnings quality is not one of the factors considered by 
investors when deciding to invest in companies because 
earnings quality cannot be used as a guide in decision mak-
ing since management can act optimistically when reporting 
company profits.

7. Summary and conclusion

Based on the research results, the following conclusions are 
drawn. The proportion of independent commissioners does 
not affect earnings quality. Institutional ownership has 
a negative effect on earnings quality. The frequency of audit 
committee meetings has a positive influence on earnings 
quality. Audit committee expertise in accounting does not 
affect earnings quality. The proportion of independent com-
missioners has a negative effect on company performance. 
Institutional ownership has a negative effect on company 
performance. The frequency of audit committee meetings 
does not affect company performance. Audit committee 
expertise in accounting does not affect company perfor-
mance. Earnings quality does not affect company 
performance.

This study’s results can be used by stakeholders, especially 
investors, to consider using CG to control those involved in 
managing a company to reduce the occurrence of agency 
problems. Following Muhamad et al. (2021) stated that the 
GCG mechanism plays an essential role in ensuring that 
stakeholders receive reliable and relevant financial informa-
tion regarding the company’s performance.

Companies are expected to implement GCG since, as 
shown by the survey results from the ACGA, the rate of 
the implementation of CG in Indonesia is low. The 
ACGA report indicates that the implementation of CG 
in Indonesian has only reached 36% of the 80% target, 
which is used as international standards. Thus, manage-
ment will show an excellent financial performance of 
a company to increase lenders’ trustworthiness. This 
paper agrees with Salehi and Moghadam (2019), which 
focuses on managerial characteristics and company per-
formance. The results of this study may be beneficial for 
investors to assess the company’s performance. They can 
estimate the value of their investment by looking at the 
implementation of GCG and the quality of earnings 
reported by the company (Hasheda and Almaqtarib 
2021. Earnings management practices will likely increase, 
so the reported earnings will be of less quality.

This study has several limitations that may affect the 
research results. These limitations are (1) the sample used 
was only 570 firm-year data, so it is possible to affect the 
generalization of the research results. (2) This research is 
limited to manufacturing companies listed on the IDX. The 
results of this study are expected to be used as a reference by 
academics who want to learn more about the influence of the 
proportion of independent board of commissioners, institu-
tional ownership, frequency of audit committee meetings, 
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audit committee expertise in accounting, and leverage on 
earnings quality of manufacturing companies while control-
ling for firm size. Further research can measure the interven-
tion variables with real earnings management models. 
Substitute following Zang (2011) that there is a trade-off 
between accrual earnings management and earnings man-
agement through real activities. In addition, we convey that 
further research needs to choose one method such as the 
Fixed or Random Effect Regression method.

A company’s management is expected to continue to 
increase the value of the company by reporting the com-
pany’s actual financial performance to provide relevant and 
useful information through published annual financial 
reports so that the earnings reported by management will 
be of high quality. Companies should also consider imple-
menting GCG because a well-managed company can attract 
potential investors to the company.

Investors and potential investors should be careful when 
making business decisions; they should focus on both earn-
ings and non-financial information, such as the existence of 
an internal company mechanism. The results of this study 
provide helpful information for the accounting profession, 
regulators, and potential investors about the effectiveness of 
audit committee practices in Indonesia. Future research can 
develop a more accurate profit management model, such as 
by industry. By developing a model at the industry level, 
researchers can identify different patterns of earnings man-
agement in each industry. Moreover, future research can use 
more samples from the IDX, extend the research period, and 
add other variables that can improve earnings quality and 
company performance.
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