Electronic Journal of Education, Social Economics and Technology

Vol. 6, No. 2, (2025), pp. 1-7, Article ID: 1303 .'

ISSN 2723-6250 (online)

DOI: https://doi.org/10.33122/ejeset.v6i2.1303 SAINTIS
publishing

Research Article

The Influence of Good Corporate Governance on Earnings
Quality

Frischa Angelietha Yosvhin Prihantoro®, and Fatchan Achyani

Department of Accounting, Universitas Muhammadiyah Surakarta, Surakarta, Indonesia, 57169
*Corresponding Author: b200220114@student.ums.ac.id | Phone: +6282134280952

ABSTRACT

Earnings quality is the extent to which a company presents accurate earnings information to predict its performance.
Earnings quality is a crucial aspect in ensuring that financial statements reflect the company's true condition. Several
indicators are used to measure earnings quality, including good corporate governance, proxied by managerial ownership,
institutional ownership, independent commissioners, and the audit committee. This study aims to determine the effect
of good corporate governance on earnings quality. The population was infrastructure companies listed on the Indonesia
Stock Exchange for the 2022-2024 period. This quantitative study utilized secondary data, including annual reports and
audited financial statements. The sampling technique used was purposive sampling, with a sample size of 62 for the
2022-2024 period. Data analysis used multiple linear regression analysis using IBM SPSS version 27 for Windows. The
results indicate that the audit committee influences earnings quality. Meanwhile, managerial ownership, institutional
ownership, and independent commissioners do not.

Keywords: Earnings Quality; Managerial Ownership; Institutional Ownership; Independent Commissioners; Audit
Committee

1. INTRODUCTION

Financial statements are documents that present the financial data and performance of an entity over a specific period and
serve as a means of accountability to management (Nisa, 2023). They are not only intended for owners but also provide
information on company performance to external stakeholders, including investors and creditors, to support decision-
making. One of the primary elements in decision-making is profit generated by the entity (Nuridah et al., 2023). Profit is
the main indicator used to measure management performance in managing a company, as it reflects the company’s
profitability over a certain period. Therefore, stakeholders especially investors often consider profit as a key factor in their
decisions. According to Statement of Financial Accounting Standards (PSAK) No.1, all companies are required to prepare
and publish comprehensive financial statements that include profit information. Reported profit should reflect the actual
condition of the company’s operating activities (Lindra et al., 2022). High-quality earnings information leads to more
accurate decisions by investors and creditors, whereas poor earnings quality may result in misleading decisions (Putri &
Imron, 2022). However, information disclosed by management does not always fully represent the true condition of the
entity.

Earnings are considered high quality if the financial statements reflect the company’s actual financial condition (Irdiana,
F., & Ramadhan, 2016). Low earnings quality often arises due to conflicts of interest between management (agents) and
owners (principals), known as agency conflict. Management, as agents, generally possesses more information about the
company, which can lead to information asymmetry (Isynuwardhana & Rahmawati, 2023). Information asymmetry occurs
when principals are unable to fully monitor agents’ actions, resulting in decisions that may not align with the principals’
interests (Younas, 2022).

Numerous financial reporting violations have occurred globally, such as cases involving Enron, Merck, and WorldCom
in the United States (Silaban et al., 2021). In Indonesia, one notable case involved an infrastructure-sector company that
was implicated in financial reporting manipulation several years ago, where profits were reported for consecutive years
while operating cash flows remained negative (Kompas.com, 2023). In 2016, the company reported net income of IDR 1.71
trillion, despite negative operating cash flows of IDR 6.09 trillion and negative investment cash flows of IDR 9.55 trillion.
In 2019, the company again reported net income of IDR 938.14 billion, accompanied by a significant operating cash flow
surplus of IDR 13 trillion, while investment cash flows remained negative at IDR 14.92 trillion (Bloombergtechnoz.com).
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One effort to reduce the likelihood of financial reporting manipulation is the implementation of good corporate
governance (GCG). Effective GCG enhances the confidence of shareholders, investors, and other stakeholders, and serves
as an important instrument in creating value and promoting sustainable corporate growth (Jensen & Meckling, 1976). The
National Committee on Governance Policy (2006) emphasizes that GCG implementation must be based on high integrity,
supported by a code of ethics that guides all organizational elements in applying corporate values and ethics within the
company culture (Wardoyo et al., 2021).

The principles of good corporate governance, as stated in the Financial Services Authority (OJK) Regulation No.
30/POJK.05/2014, include: (1) transparency, which refers to openness in decision-making processes and disclosure of
relevant company information; (2) accountability, which ensures clarity of functions and responsibilities of each corporate
organ to achieve effective and efficient performance; (3) responsibility, which refers to compliance with laws, regulations,
and ethical values; (4) independency, which ensures that the company is managed professionally and free from conflicts of
interest and undue influence; and (5) fairness, which ensures equitable treatment and fulfillment of stakeholders’ rights in
accordance with regulations and ethical standards.

The implementation of GCG mechanisms can help prevent earnings management practices by balancing conflicting
interests between principals and agents. Such mechanisms include managerial ownership, institutional ownership,
independent commissioners, and audit committees. Managerial ownership refers to share ownership by managers who are
actively involved in decision-making, which can reduce agency conflicts (Aprilia et al., 2022). Previous studies have shown
mixed results regarding its effect on earnings quality. Institutional ownership plays a monitoring role over managerial
performance and decision-making, as institutional investors are financially invested and motivated to ensure company
stability and growth, although empirical findings remain inconsistent. Independent commissioners contribute to the
integrity of financial reporting by providing objective oversight, while audit committees play a crucial role in supervising
the financial reporting process and ensuring management accountability. This study is motivated by the increasing number
of earnings management cases in recent years, particularly in the infrastructure sector, which is vital to Indonesia’s
economic development and highly attractive to investors. These cases indicate that managers may have incentives to engage
in such practices. Inspired by prior research on good corporate governance and earnings quality, this study extends previous
work by including the audit committee as an additional independent variable and focusing on infrastructure-sector
companies listed on the Indonesia Stock Exchange during the 2022-2024 period. Accordingly, this study is entitled “The
Effect of Good Corporate Governance on Earnings Quality: Evidence from Infrastructure Sector Companies Listed on the
Indonesia Stock Exchange (2022-2024)”.

2. RESEARCH METHOD

This study adopts a quantitative research approach, which is conducted in a structured and systematic manner through
accurate data collection, processing, and statistical analysis. The research examines the effect of good corporate governance
on earnings quality in the infrastructure sector, aiming to provide empirical evidence regarding the relationship between
independent variables and the dependent variable within infrastructure companies. The study uses secondary data obtained
from the annual reports and audited financial statements of infrastructure sector companies listed on the Indonesia Stock
Exchange (IDX). The research population consists of all infrastructure sector companies listed on the IDX during the 2022—
2024 period, totaling 66 companies. The sample is determined using purposive sampling based on specific criteria aligned
with the research objectives, including infrastructure companies that publish annual reports and audited financial
statements for the 2022—2024 period, use Indonesian Rupiah as the reporting currency, and meet the requirements of the
research variables. Data collection is carried out using the documentation method. The dependent variable in this study is
earnings quality, while the independent variables representing good corporate governance consist of managerial ownership,
institutional ownership, independent commissioners, and audit committee. Data analysis is performed using statistical
methods with the assistance of IBM SPSS version 27, beginning with descriptive analysis to describe data characteristics,
followed by classical assumption tests including normality, multicollinearity, heteroscedasticity, and autocorrelation tests.
Hypothesis testing is conducted using multiple linear regression analysis to examine the effect of independent variables on
the dependent variable, complemented by the F-test to assess the simultaneous effect of the independent variables, the
coefficient of determination (R* to measure the model’s explanatory power, and the t-test to evaluate the partial effect of
each independent variable on earnings quality.

3. RESULTS AND DISCUSSION
Descriptive Object and Research

This study uses secondary data obtained from annual reports and audited financial statements of infrastructure sector
companies listed on the Indonesia Stock Exchange (IDX) for the 2022—2024 period, accessed through the official IDX website
and the respective company websites. The infrastructure sector focuses on the development, maintenance, and management
of basic physical assets supporting social and economic activities, including construction, transportation, energy,
communication, and water management. The research applies classical assumption tests, multiple linear regression
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analysis, and descriptive statistical analysis to examine the effect of good corporate governance on earnings quality, with
all analyses conducted using IBM SPSS version 27 for Windows. The data analyzed consist of indicators for each variable
derived from calculated measurement formulas. The sample was selected using purposive sampling based on specific criteria,
with the results of the sampling process presented in Table 1.

Table 1. Sample Selection

No. Criteria Amount
1. Number of infrastructure sector companies listed on the Indonesia Stock Exchange (IDX). 70
2. Infrastructure sector companies that do not have complete data in their annual reports and audited 2)

financial statements for the 2022-2024 period.

3. Infrastructure sector companies that do not meet the research variable criteria. (45)
4 Infrastructure sector companies that do not use the Rupiah currency. (@)
Total research sample for three years 22
Total observations for three years 66
Outliers 4)
Total research sample 62

Source: Data Analysis Results, 2025

Descriptive Statistics
Table 2. Descriptive Selection

Variables N Minimum Maximum Mean Std.Dev
KL 62 -5,22 12,67 1,3703 3,09712
KMNJ 62 0,00 0,79 0,0836 0,18241
KINST 62 0,10 0,96 0,6282 0,21934
KINDP 62 0,17 0,67 0,4240 0,11044
KA 62 3 5 3,23 0,459
Valid N (liswise) 62

Source: Data Analysis Results, 2025

Based on descriptive statistical testing of 62 observations, the Earnings Quality variable shows a minimum value of
—5.22 and a maximum of 12.67, with a mean of 1.3703 and a standard deviation of 3.09712, indicating relatively good
earnings quality but with high data dispersion. Managerial ownership ranges from 0.00 to 0.79, with a mean of 0.0836 and
a standard deviation of 0.18241, suggesting that managerial shareholding is generally low and varies considerably across
firms. Institutional ownership has a minimum of 0.10 and a maximum of 0.96, with a mean of 0.6282 and a standard
deviation of 0.21934, reflecting a relatively high and stable level of institutional ownership. The proportion of independent
commissioners ranges from 0.17 to 0.67, with a mean of 0.4240 and a standard deviation of 0.11044, indicating adequate
implementation of independent oversight with limited variation among firms. Finally, the audit committee size varies
between 3 and 5 members, with a mean of 3.23 and a standard deviation of 0.459, showing that most firms comply with
minimum governance requirements and exhibit relatively low variability in audit committee composition.

Classical Assumption Test

The results of the normality test using the One-Sample Kolmogorov—Smirnov indicate an Asymp. Sig. (2-tailed) value of
0.055, which is greater than 0.05, meaning that the data are normally distributed. The multicollinearity test shows that all
independent variables have tolerance values greater than 0.10 and VIF values less than 10, indicating that multicollinearity
is not present. Furthermore, the heteroskedasticity test using the Park test reveals that the significance values for
managerial ownership, institutional ownership, independent commissioners, and the audit committee are all greater than
0.05, suggesting the absence of heteroskedasticity. Meanwhile, the autocorrelation test using the run test shows that the
Asymp. Sig. (2-tailed) value is 0.073, which is greater than 0.05, indicating no autocorrelation. Therefore, the regression
model in this study satisfies all classical assumption tests, including normality, no multicollinearity, no heteroskedasticity,
and no autocorrelation.

Multiple Linear Regression Results
Table 3. Multiple Linear Regression Test Results

Model Stand. Coef. t Sig. Information
(Constant) -8,331 -2,570 0,013
KMNJ -0,164 -0,060 0,953 H: Rejected
KINST -0,1378 -0,581 0,564 H. Rejected
KINDP 1,289 0,351 0,727 Hs, Rejected
KA 3,111 3,786 0,001 H. Accepted
Fcount 3,672 0,010
R2 0,205
AdjR? 0,149

Source: Data Analysis Results, 2025
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This study employs multiple linear regression analysis, a statistical method commonly used to examine the relationship
between the dependent variable, earnings quality (EQ), and several independent variables. The model includes four
independent variables: managerial ownership (MO), institutional ownership (I0), independent commissioners (IC), and the
audit committee (AC). Based on the results of the multiple linear regression analysis, the regression equation model is
formulated accordingly:

KL =-8,331 - 0,164KMNJ - 0,1378KINST + 1,289KINDP + 3,111KA + ¢

The constant term (a) has a negative value of —8.331, indicating that when managerial ownership (X1), institutional
ownership (X2), independent commissioners (X3), and the audit committee (X4) are equal to zero, earnings quality (Y) is
—8.331. The regression coefficient for managerial ownership (X1) is —0.164, meaning that a 1% decrease in managerial
ownership leads to a decrease in earnings quality of 0.164, assuming other variables remain constant. The regression
coefficient for institutional ownership (X2) is —0.1378, indicating that a 1% decrease in institutional ownership reduces
earnings quality by 0.1378, ceteris paribus. The regression coefficient for independent commissioners (X3) is 1.289, implying
that a 1% increase in independent commissioners increases earnings quality by 1.289, holding other variables constant. The
regression coefficient for the audit committee (X4) is 3.111, indicating that a 1% change in the audit committee variable is
associated with an increase in earnings quality of 3.111, assuming other variables are constant. The F-test results show a
significance value of 0.010 (< 0.05), indicating that managerial ownership, institutional ownership, independent
commissioners, and the audit committee simultaneously have a significant effect on earnings quality. The coefficient of
determination (Adjusted R?) is 0.149, meaning that 14.9% of the variation in earnings quality is explained by the four
independent variables, while the remaining variance is influenced by other factors outside the regression model. The t-test
results indicate that managerial ownership (Sig. = 0.953), institutional ownership (Sig. = 0.564), and independent
commissioners (Sig. = 0.727) do not have a significant effect on earnings quality, leading to the rejection of H1, H2, and H3.
In contrast, the audit committee variable shows a significant effect on earnings quality (Sig. < 0.001), so H4 is accepted.

Discussion
The Effect of Managerial Ownership on Earnings Quality

Based on the data analysis, managerial ownership shows a significance value of 0.953, which is greater than 0.05 (a = 5%).
Therefore, it can be concluded that managerial ownership has no significant effect on earnings quality. This finding is
inconsistent with the study by Suhatmi et al., (2024), which argues that higher managerial ownership leads to better
earnings quality. However, the result is consistent with the studies of (Riharjo, 2022; Tania et al., 2024), which state that
the insignificance of managerial ownership on earnings quality is due to the relatively low proportion of shares held by
management. A small level of managerial ownership is insufficient to motivate managers to align their actions with
shareholders’ interests, mainly because of weak monitoring. When monitoring is ineffective, managers have greater
opportunities to engage in opportunistic behavior, such as earnings manipulation. Consequently, managerial ownership
fails to function as an effective mechanism for improving earnings quality. From the perspective of agency theory,
managerial ownership is intended to serve as a monitoring mechanism to reduce agency conflicts; however, when the
ownership proportion is low, such monitoring becomes ineffective. Thus, this study concludes that the effectiveness of
managerial ownership as a corporate governance mechanism depends heavily on the proportion of shares held by
management, as a low ownership level does not provide sufficient incentives for managers to maintain earnings quality.

The Effect of Institutional Ownership on Earnings Quality

Based on the data analysis, institutional ownership shows a significance value of 0.564, which is greater than 0.05 (a = 5%).
Therefore, it can be concluded that institutional ownership has no significant effect on earnings quality. This finding is
inconsistent with the study by Nanda, (2024), which states that higher institutional ownership leads to higher earnings
quality. However, it is consistent with the findings of Nurifa, (2023), who report that institutional ownership does not
influence earnings quality. High institutional ownership does not necessarily imply effective monitoring; when institutional
investors are less active in supervision, management may still engage in earnings manipulation, resulting in financial
statements that do not fully reflect actual performance. Thus, this study indicates that institutional ownership has not yet
functioned as an effective good corporate governance mechanism in improving earnings quality, as high levels of
institutional ownership do not guarantee optimal oversight or the reduction of opportunistic managerial behavior.

The Influence of Independent Commissioners on Profit Quality

Based on the data analysis, the independent commissioner variable shows a significance value of 0.727 > 0.05 (a = 5%).
Therefore, it can be concluded that the significance level exceeds 0.05, indicating that independent commissioners have no
effect on earnings quality. This finding is consistent with studies by (Aziza et al., 2022), which state that independent
commissioners do not have a significant influence on earnings quality because their presence often merely fulfills regulatory
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requirements, resulting in limited effectiveness in monitoring corporate operations. In addition, a lack of professionalism in
carrying out roles and responsibilities leads to weak coordination in supervisory actions, which may enable management to
engage In earnings manipulation practices in financial reporting. Thus, this study indicates that the presence of
independent commissioners, who are expected to oversee opportunistic managerial behavior, does not significantly prevent
earnings manipulation, and a relatively high proportion of independent commissioners is not a crucial factor in enhancing
oversight(Ilham et al., 2022).

The Influence of the Audit Committee on Earnings Quality

Based on the data analysis, the independent commissioner variable shows a significance value of 0.727 > 0.05 (a = 5%).
Therefore, it can be concluded that the significance level exceeds 0.05, indicating that independent commissioners have no
effect on earnings quality. This finding is consistent with studies by (Silaban & Harefa, 2021; Tambunan, 2021), which state
that independent commissioners do not have a significant influence on earnings quality because their presence often merely
fulfills regulatory requirements, resulting in limited effectiveness in monitoring corporate operations. In addition, a lack of
professionalism in carrying out roles and responsibilities leads to weak coordination in supervisory actions, which may
enable management to engage in earnings manipulation practices in financial reporting. Thus, this study indicates that the
presence of independent commissioners, who are expected to oversee opportunistic managerial behavior, does not
significantly prevent earnings manipulation, and a relatively high proportion of independent commissioners is not a crucial
factor in enhancing oversight(Thunputtadom, 2023).

4. CONCLUSION

This study aims to examine and analyze the effects of managerial ownership, institutional ownership, independent
commissioners, and the audit committee on earnings quality in infrastructure sector companies listed on the Indonesia
Stock Exchange during the 2022—2024 period. The results indicate that managerial ownership, institutional ownership, and
independent commissioners have no significant effect on earnings quality, while the audit committee has a significant effect,
with a significance value of 0.001, which is below 0.05. The limitations of this study include the restricted sectoral scope and
observation period, as well as independent variables that do not yet capture all relevant factors. Therefore, future research
is recommended to expand the range of variables and employ more diverse measures of earnings quality to provide a more
comprehensive understanding.

RECOMMENDATIONS

Based on the findings and limitations of this study, future research is recommended to expand the sectoral coverage and
extend the observation period to improve the generalizability of the results. Additionally, subsequent studies should
incorporate a broader range of corporate governance and firm-specific variables, as well as apply more diverse proxies for
earnings quality, such as accrual quality, earnings persistence, or real earnings management, to obtain a more
comprehensive understanding. From a practical perspective, companies and regulators are encouraged to strengthen the
effectiveness of the audit committee, particularly in terms of independence, competence, and oversight functions, as it has
been shown to play a significant role in improving earnings quality.
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